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THURSDAY, MARCH 13, 1952 


Untrep States SENATE, 

CoMMITTEE ON ForEIGN RELATIONS, 
CoMMITTEE ON THE ARMED SERVICEs, 
Houser or REPRESENTATIVES, 

ComMITTEE ON ForEIGN AFFAIRS, 
Washington, D. C. 

The committees met, pursuant to notice, in room 318, Senate Office 
Building, at 10:30 a. m., Senator Tom Connally (chairman of the 
Foreign Relations Committee) presiding. 

Present from the Foreign Relations Committee: Senators Connally 
(presiding), Green, McMahon, Fulbright, Sparkman, Gillette, Wiley, 
Smith of New Jersey, Hickenlooper, Tobey, and Brewster. 

Present from the Armed Services Committee: Senators Stennis, 
Saltonstall, Knowland, and Cain. 

Present from the Foreign Affairs Committee: Representatives 
Richards, Gordon, Mansfield, Morgan, Zablocki, Ribicoff, Burleson, 
Hays, Roosevelt, Kelly, Lanham, Eaton, Chiperfield, Vorys, Bolton, 
Smith, Merrow, Judd, Fulton, Javits, Herter, and Reece. 

The CuarrMan. Please come to order. 

We want to caution the guests here to please be quiet. This is a 
big room, and it is hard to hear, and I se you will observe the 
wishes of the committee. 

Members of the House Committee on Foreign Affairs, the Senate 
Committee on Foreign Relations, and the Senate Armed Services 
Committee are meeting here today in joint session to begin hearings 
on the President’s proposal for the Mutual Security Act of 1952. 

On March 6 President Truman asked the Congress to consider 
proposals to extend the military defense support and technical assist- 
ance to many of the free nations of the world. He requested that 
$7.9 billion be authorized for these purposes. 

We have before us the Honorable W. Averell Harriman, Director 
for Mutual Security; the Honorable Dean Acheson, Secretary of 
State; the Honorable Robert A. Lovett, Secretary of Defense; and 
Gen. Omar Bradley, Chairman of the Joint Chiefs of Staff. These 
witnesses will make their statements to us in joint session. We do 
not plan to question them today. Instead, after this session, the 
committees of the two Houses will interrogate the respective witnesses 
at times to be arranged by themselves. 

I ask, therefore, that the witnesses today not be interrupted by 
— during their testimony. This applies to the members of 
all of the three committees. 
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The Senate Committee on Foreign Relations plans to convene to- 
morrow in this room to question Mr. Harriman. That, however, is 
subject to change if conditions arise that seem to warrant it. 

The legislation being considered is vitally important to the security 
of the United States. 

Before inviting the first witness to make his statement, I wish to 
ask Mr. Richards, from our House Foreign Affairs Committee, and 
Senator Russell, chairman of the Senate Armed Services Committee, 
whether they have any comments to make at this time. Is Senator 
Russell present? He does not seem to be present. 

Senator Richards. 

Mr. James P. Ricuarps. I appreciate your calling me Senator. 
I have no statement to make except to announce that the House For- 
eign Affairs Committee will begin its hearings next Tuesday on this 
proposal. 

The Cuarrmay, All right; the first witness is W. Averell Harriman. 
We are glad to have you, Mr. Harriman. Proceed. 


STATEMENT OF HON. W. AVERELL HARRIMAN, DIRECTOR FOR 
MUTUAL SECURITY 


Mr. Harriman. Mr. Chairman and members of the committee, 
last year the Congress authorized the appointment by the President 
of a Director for Mutual Security. The Director is responsible for 
supervising the Mutual Security Program so that it will be, and I use 
the language of the act— 
effectively integrated both at home and abroad, and administered so as to assure 
that the defensive strength of the free nations of the world shall be built as quickly 
as possible on the basis of continuous and effective self-help and mutual aid. 
The Director also has primary responsibility for preparing and pre- 
senting to the Congress such military, economic, and technical assist- 
ance programs as may be required in the interests of the security of 
the United States. 

I am bere this morning to begin the presentation of the Mutual 
Security Program for the coming fiscal year. 

The program submitted to the Congress by the President, recom- 
mending the authorization of $7,900,000,000, has been developed with 
the full participation and cooperation of all the departments and 
agencies involved. It has been a team job. Testimony will be pre- 
sented this morning by the Secretary of State, the Secretary of De- 
fense, the Chairman of the Joint Chiefs of Staff, and later by other 
officials directly concerned with each part of the program. 

Everyone recognizes the grave dangers which confront our Nation. 
None of us disputes the existence of the Communist threat to our 
security, or the need to meet it. The questions which arise among us 
are over how to meet the threat, in what directions, and to what 
extent our efforts should be applied. 

It is my firm conviction that the Mutual Security Program is a 
hard-headed, statesmanlike way to build the collective strength we 
need for our security. We will give you facts and figures to show 
that, for a fraction of the amount we are spending for our own Military 
Establishment, we are assisting in the development of military forces 
with more men under arms in Europe alone than are in our own 
services. We will demonstrate how relatively smal] sums invested in 
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the underdeveloped areas will strengthen the security of the entire 
free world. 

The Mutual Security Program is one part of our total security 
effort. The funds requested represent about 12 percent of that 
portion of the budget devoted to our security. The President has 
recommended about $64 billion for our major security programs, 
nearly $8 billion of which are to help build the strength of our friends 
and allies around the,world. That strength is essential to our own 
security, and, without it, it is difficult to see how the rest of our own 
defense efforts could be effective. 

The program continues contributions of various kinds to help 
strengthen Europe, the Near East and Africa, the Far East, and Latin 
America. These contributions are of three types: Finished military 
items and military training, raw materials and other commodities to 
support the defense programs of friendly nations, and economic and 
technical assistance to underdeveloped countries. Each of these 
categories is designed to meet in the most effective way the threat as 
it exists in each area. 

By far the greater part of the funds requested is to help the defense 
build-up in Europe. We have long recognized that the defense of 
Europe is vital to us. Western European resources in skilled man- 
power and industrial capacity could determine the balance of power 
in the present global struggle. 

Our joint effort under the North Atlantic Treaty—ratified only 2% 

ears ago—has already gathered momentum. In the past year there 
om been a steady increase in the number and effectiveness of trained 
forces integrated under General Eisenhower’s command. 

Last autumn the Temporary Council Committee, of which I was 
the United States member and Chairman, analyzed the NATO 
defense program in relation to the political and economic capabilities 
of the member countries. Each country, freely and without reserve, 
laid before the Committee the details of its military program and its 
financial and economic situation. These programs were reviewed and 
concrete measures recommended for the rapid build-up of combat- 
ready forces on a combined, balanced, collective basis. As a result 
of this joint work, the NATO governments agreed at Lisbon last 
month to provide, by the end of 1952, 50 divisions, over 4,000 combat 
aircraft, and substantial naval forces, and to lay the ground work for 
further build-up next year and beyond. This program, in the words 
of General Eisenhower, will provide, and I quote, ‘‘a real deterrent to 
aggression.”’ 

The Lisbon plan also set up a system of priorities under which 
equipment will be made available only to forces which require it to 
become combat-ready and to meet training needs. General Eisen- 
hower’s command has the key role in thissystem. This will make sure 
that the equipment we send to Europe will go where it will do the most 
good. 
At Lisbon, the NATO Council endorsed the plans for the European 
defense community which, together with the Schuman plan, constitute 
major steps toward closer European integration. These are momen- 
tous undertakings. We will continue to give active support to further 

rogress in this direction. As the Congress has long recognized, the 
- assurance of a stable and secure Europe would come from the 
breaking down of national barriers and the pooling of national efforts 
and resources. 
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Over $5 billion of the funds under the Mutual Security Program is 
to help implement the Lisbon plan of action. These funds are directly 
geared to the requirements of that plan. 

The military assistance funds, together with those previously 
appropriated, will provide the United States’ contribution toward 
the initial equipment for the European 1952 forces agreed at. Lisbon. 
They will also cover partial combat reserves and some initial equip- 
ment for additional forces, including German contingents in the 
European defense community, to be brought into being during 1953. 
The President has directed that the deliveries to our NATO partners 
be given very high priority. 

To meet the Lisbon plan and the requirements in other areas, $12 
billion of expenditures against past and requested authorizations have 
been projected for military assistance during fiscal years 1952 and 
1953. The military assistance funds requested are needed to finance 
the flow of necessary equipment. 

The major portion of the military assistance will be in the form of 
end items produced in this country. We also expect to place about $1 
billion of contracts in Western Europe during fiscal year 1953 for the 
production of military equipment, including items such as ammuni- 
tion, electronics, spare parts, and small naval craft. This is called 
offshore procurement. It serves several purposes. It produces needed 
equipment. It is a source of needed dollar earnings. It enables our 
partners to develop their capacity for arms production by utilizing 
available labor and facilities. It brings closer the time when they 
will be able to carry the production load themselves. 

Apart from end-item assistance, our European allies need defense 
support in the form of imported raw materials, fuel, certain other 
essential commodities and technical help in order to make their con- 
tribution to the joint military effort. A major military build-up can 
only be successfully undertaken, as we in the United States well 
know, on the basis of expanded production. The Europeans bave 
undertaken measures to expand production, measures we are support- 
ing through an intensified productivity drive which brings American 
know-how to European management and labor. Under the Lisbon 
plan of action, the expansion of each country’s total production will 
make possible increased defense efforts. : 

The increasing European defense effort requires supplies of imported 
raw materials. These supplies cannot be fully paid for by present 
European earnings, when the European economy has not yet been 
adjusted to the diversion of substantial resources for military use. 
For these reasons, the Mutual Security Program includes about $1.8 
billion to provide the critical margin of imported commodities as 
defense support for Europe as a whole. Of this amount, $1.4 billion 
is for the countries in the Lisbon plan of action. 

This is not the same thing we were doing under the Marshall plan. 
The Marshall plan was designed to help Europe rebuild its civilian 
economy from the disastrous consequences of the war. Defense 
support is also a form of economic assistance, but it is for an entirely 
different purpose. It is to make it possible for our friends in Europe 
to expand their defense efforts for our common security. 

Defense support is not designed to provide our Furopean partners 
with the means to, live in comfort while we shoulder the burden of 
rearmament. They have embarked upon large-scale military efforts 
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which mean real sacrifices to their people. They are providing the 
manpower for their force build-up. . Every NATO country in Europe 
has universal military service. Our allies pay, clothe, and maintain 
their forces. They are providing most of the necessary military 
facilities and a considerable part of the equipment. This coming 
year their military budgets—including Germany’s—will be about $14 

illions, more than double the pre-Korean level. This represents 
about 10 percent of their gross national product. 

But this figure tells only part of the story. Their military costs 
are lower in many ways than ours. For example, their standards 
of pay and maintenance of troops are on a much more austere 
basis. Therefore, comparing the percentages of gross national prod- 
uct devoted to military budgets is not an accurate reflection of the 
relative efforts of the United States and the European countries. 
Furthermore, with a per capita output less than one-third ours, this 
10 percent creates a serious strain on their economy. Everybody 
knows it is harder for people with such small incomes to put up 10 
percent than it is for people with larger incomes to put up the 18 
percent which we are spending for our own security programs. 

Other witnesses will explain to you in detail precisely how defense 
support will enlarge the military effort of our European partners. 
I want to emphasize one thing. On a conservative calculation of 
economic factors alone, defense support results in military expenditure 
amounting to two or three times its cost. But in reality, failure to 
provide defense support would have far wider consequences than the 
direct Joss in military expenditures. ‘There would have to be a sharp 
— in European-financed defense production and in European 
orces. 

A major cut in the defense programs of the prospective partners 
in the Kuropean defense community would place in jeopardy that 
most important move toward European unity. The whole NATO 
plan for building up an effective force under General Eisenhower 
would be undermined. It is difficult to foresee what could be salvaged 
in the form of an integrated defense program, geographically and 
strategically sound and capable of being an effective deterrent to 
aggression. 

Commitments of our European allies in other parts of the world, 
in which we as well as they have vital interests, would inevitably have 
to be reviewed and expenditures curtailed to a degree which neither 
we nor they would like to contemplate. One has only to think of the 
effort which France is making in Indochina, or of the world-wide 
strategic responsibilities of the United Kingdom, to appreciate what 
grave problems would be presented to the free world if a withdrawing 
of United States defense support were to throw all these efforts into 
question. In terms of world politics, this disruption of established 
plans would represent a major victory for the Soviet leaders in the 
Kremlin. 

Thus both military assistance and defense support are required to 
carry out the Lisbon plan of action. It is impossible to predict with 
precision the size of the United States contribution beyond the coming 
year or how long it should be continued. The North Atlantic Council 
recognized that, in a cold war, planning for the future must be kept 
flexible—that requirements will be affected by changes in interna- 
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niques, and by other factors. For this reason, firm force plens were 
made only for calendar year 1952, with provisional plans for 1953 and 
planning guides beyond. There will be a complete review in NATO 
next autumn when plans for 1953 are firmed up and the planning cycle 
moved forward a year. 

The outlook as we now see it is that next year will also be one of 
large-scale capital build-up. Thereafter, subject to the factors I have 
previously mentioned, requirements for the further capital build-up 
should taper off. When the capital build-up is completed, an expanded 
European economy, and especially an expanded European munitions 
production, should make it possible for the European countries them- 
selves substantially to maintain their own defense forces at an 
adequate level. 

In addition to support for the Lisbon plan of action, the Mutual 
Security Program includes funds for military assistance and defense 
support for the two new North Atlantic Treaty partners, Greece and 
Turkey. These two countries will add sizable and effective military 
forces to those called for under the Lisbon plan of action and will 
strengthen the southern flank of European defense. Similar assistance 
is also provided for Yugoslavia, whose defection in 1948 represented a 
major set-back to Kremlin designs. Assistance is also provided for 
Austria, where continued economic assistance is necessary to maintain 
stability in the face of occupation of part of the country by Soviet 
forces. A program for Spain is being developed and would be carried 
out with funds already appropriated by the Congress. 

We are engaged in a collective defense effort in Europe to deter 
aggression, but on the other side of the globe, in Korea and Indochina, 
the Kremlin has already induced its satellites to wage open aggression. 
Since the whole of southeast Asia is in imminent danger, the Mutual 
Security Program for next year includes $611 millions for military 
assistance to that area. Substantial amounts are included in this 
sum for Indochina and for continued help to prepare the Chinese 
armies on Formosa to resist Communist aggression. The balance 
will be used in the Philippines and other countries in the area where 
Communist minorities are a severe threat to internal security. 

Direct military aid is also planned for Latin America. The com- 
paratively small figure of $62 million in military assistance for our 
neighbors to the south reflects the fact that there is no immediate 
threat of Communist aggression from abroad. Our military assistance 
there is to help them play a larger role in the collective defense of the 
Western Hemisphere. 

The direct military assistance and related defense support aspects 
of the Mutual Security Program which I have been describing account 
for 90 percent of the funds required for the coming year. 

I turn now to the technical and economic assistance activities of 
the program in the Near East, Asia, Africa, and Latin America. 
While these constitute less than 10 percent of the funds, their signifi- 
cance cannot be overstated. 

There is greater discontent among the peoples in the underdeveloped 
areas than there ever has been in the past. We understand and 
sympathize with their demands for economic and social progress. 
Their desires for a change from the miserable conditions of the status 
quo are fanned by intense national feelings. Unless we provide 
technical and economic assistance, and do it promptly, to help these 








MUTUAL SECURITY ACT EXTENSION 7 


people begin to improve their conditions, there is serious danger that 
they will fall into the trap of the shrewd and ruthless Communist 
machine which is cynically promising quick cures for age-old ills. 
This would be just as grave a blow to our security as if they fell to 
communism through armed attack. 

Without techycal and economic assistance in places such as Indo- 
china and Formosa, the effectiveness of our military assistance would 
be greatly impaired. Without technical and economic assistance to 
new nations recently emerged from colonialism, we cannot hope for 
political stability and economic progress. Stability in the under- 
developed areas is necessary to maintain a steady flow of materials 
so badly needed by the free world. 

The technical and economic assistance activities of the Mutual 
Security Program are based on the principle of first things first. In 
areas where as high as 70 percent of the people suffer from hunger, 
disease, or illiteracy, these fundamental problems must be tackled 
before economic development can progress far enough. Expanding 
trade and industrialization will follow of their own accord from these 
beginnings. 

Our assistance goes, insofar as possible, to the people directly. 
Our representatives go out into the fields and the villages where they 
can work with the people themselves. Where we work with govern- 
ments, it is primarily to help them build stable political and social 
institutions and the most essential public services which can bring 
immediate, tangible benefits. We are actively supporting land reform 
movements, and the establishment of free trade unions, farm credit 
institutions, local public health services, and schools. 

The fact that this work is done in nonindustrialized societies does 
not mean that it can be carried out successfully on a shoestring basis. 
Our experts in the villages and on the farms must be backed up with 
adequate supplies and equipment. In some instances, direct ship- 
ments of commodities are necessary to tide countries over critical 
periods until our assistance projects have begun to take hold. 

In nations like India, Pakistan, and Iran, our economic and tech- 
nical assistance programs are of substantial size to meet the needs of 
an urgent situation. If there were no danger of internal subversion, 
we could probably carry out programs of technical cooperation in 
these countries at a slower pace, and would not have to speed them 
up with considerable quantities of equipment and supplies from the 
United States to support the work of the experts. But we do not 
have the time. We cannot afford to risk doing it the slow way in 
these areas. 

The technical and economic assistance activities are carried out 
with other countries on a cooperative basis. We are not carrying the 
load by ourselves. We are helping other nations to help themselves. 
As the effects of our assistance increase, as the countries benefit from 
them, they will take on more and more of the work, and our share in 
the enterprise will decrease. We have found this to be the case in 
Latin America, where technical assistance has been under way for 
10 years. 

It has been our steadfast policy that the bulk of the funds required 
for the ultimate development of the underdeveloped areas must 
come from private investment, supplemented by loans from the Inter- 
national Bank for Reconstruction and Development and the Export- 
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Import Bank. But until local economies are raised and conditions 
stablized to the point where they can attract capital from these 
sources, we must be prepared in some instances to make special grants 
for development. . 

The total amount of technical and economic assistance provided 
for programs in southeast Asia under the Mutual $ecurity Agency, 
including support for defense efforts, is $258 millions. For point 4 
programs in South Asia, the Near East, Africa, and Latin America, 
under the Technical Cooperation Administration, $227 millions are 
requested. An additional $141 millions are requested for refugee 
relief and resettlement programs in Israel and the Arab states. 

I regard technical and economic assistance as an investment abso- 
lutely essential to the attainment of a free, prosperous, and expanding 
world economy. Development in these areas will provide raw mate- 
rials for the continued growth of our own economy and those of other 
free nations. It will give hope to these people for a better life in a 
free society and should, in time, strengthen the nations of these areas 
so that they can in the future, without special help from us, be self- 
reliant members of the free world. 

I am convinced that the Mutual Security Program in all its parts 
is sound, practical, and absolutely essential. 

There are many people, both in Congress and among the general 
public, who are saying that this program can and should be cut 
drastically. I am aware that very early in the hearings I am going to 
be asked the direct question “Can this program be cut and, if so, 
how much?” 

Of course, this program can be cut—any program can be cut. I 
believe, however, that the important question is not “Can it be cut?” 

The real question is: ‘‘What will be the result if it is cut?” 

I am convinced that any decision to cut the Mutual Security Pro- 
gram is a decision to reduce the strength which is being built in the free 
world for our common defense against the threat of the Kremlin. <A 
substantial cut would gravely impair our own security. 

I share with you a profound concern that our expenditures should 
not be one dollar greater than is necessary. For that reason this 
request has been rigorously held to the minimum necessary. It is not 
padded. If it were, I could not defend it with the conviction as I am 
doing today. The sums requested are large because they reflect the 
size of the peril and the dimensions of the need. 

I have already stated my belief that this program is less costly than 
any other means by which we might seek to ensure our security. 
There are additional benefits which cannot be measured in terms of 
dollars and cents. Security is not only in steel and guns. Security 
isinmen. Men fly planes, men shoot guns, men fight in tanks. I do 
not believe that we should reserve to the young men of this country 
the exclusive privilege of fighting for freedom. They are entitled to 
have well-equipped allies. 

I want to state to you my deep conviction that this Mutual Security 
program is an essential investment in the security and destiny of our 
country. Through it we seek to deter aggression and prevent another 
world war. Through it we provide our citizens with allies, ready and 
able to fight with us for our common freedoms. Through it we help 
assure the supplies of raw materials essential to our economic life. 
Through it we enhance the cause of freedom, help less fortunate 
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eoples to free themselves from the slavery of hunger and disease, and 
ay the foundations for a world in which peace, freedom, and prosperity 
may endure. 
here are moments in history when acts of omission are as fatal as 
acts of commission. In our own lifetime we have seen the terrible 
results of hesitation. This is a moment when we can move forward in 
giving inspiration and confidence to freemen the world over, and carry 
through the constructive programs for which your committees have 
been so largely responsible. If we hesitate now, much of what we have 
done will be undone and the barbaric tyranny of the Kremlin will 
spread. Although the outlook is not completely clear and there are 
grave tasks ahead, with courage and determination, we can move 
steadily toward our goal—a strong, united free world. 
The CuHarrmMan. Thank you very much, Mr. Harriman. The 
Secretary of State, Secretary Acheson, come around. 
Let us have quiet, please. If we don’t have quiet we will have to 
vacate the room except for the committees. 
All right, Mr. Secretary. 


STATEMENT BY HON. DEAN ACHESON, SECRETARY OF STATE 


Secretary Acnrson. Senator Connally, Mr. Richards, members of 
the three committees: The Mutual Security Program for 1953 is of 
cardinal importance to our national interest and security, and I wel- 
come this opportunity to appear before you in its behalf. 

It seems fair to say that there is no substantial disagreement with 
the basic policy represented in this legislation. 

The American people have clearly rejected both isolationism and 
preventive war as self-defeating courses of action. Instead, our 
national policy, which commands strong agreement and support 
among our people, is directed toward increasing the strength and 
unity of the free world, as a safeguard of peace and freedom. 

The program which properly bears the name of “‘mutual security” 
is one of the principal means by which this national policy is trans- 
lated into action. 

What the Mutual Security Program represents is our share of the 
total effort which is now going on, to reduce the weakness which 
stands as a temptation to aggression, and to build instead a strong 
and confident structure of peace. 

Mr. Harriman has just discussed in full and in some detail the 
projection of this program for 1953, which you now have before you. 
It is not my purpose to repeat what he has just said. I want to 
assure you, however, that I adopt and endorse what he has said, and 
I profoundly believe in the program he has presented. 

In my short presentation this morning, what I should like to put 
before you are some of the factors which seem to me to be essential to 
an understanding of the more far-reaching and enduring side of this 
Mutual Security Program. 

Mr. Harriman has dealt with the urgent necessity for providing for 
defense, and for supporting the defense efforts of our friends and allies. 

There are four other points to which I should like to draw your 
attention, in your consideration of this program. 

First of all, I wish to point out the importance of those moments in 
history when things are fluid, and when great advances can be made 
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which will endure for centuries and greatly influence the lives of 
generations to come. This is one of those moments in Europe. 

Each cataclysm which has swept Europe—from the wars of Napoleon 
to the wars of Hitler—has left Europe in a molten state, with great 
possibilities for change—destructive or creative. 

American foreign policy since the war has been based on an under- 
standing of this fact. This period of our foreign policy has been one 
of the most constructive in the history of the Republic. We have been 
working with the vast new forces which are developing in Europe— 
forces of unity and cohesion. We have come to the point when it is 
possible to put aside destructive rivalries which have divided Europe 
for centuries. In their stead, there can be created a unified Europe 
which will give enduring and underlying strength, not only to the 
immediate task of creating a defense force, but to the European 
community itself. For effective defense force cannot be merely a 
military organization. It must be founded upon and grow out of the 
living and vibrant community. 

This is what we have been working for. This has been the con- 
sistent goal of the Congress, the administration, and the American 
people since the war. 

What I want to stress is that we are approaching the culmination 
of this effort. In the past 2 or 3 years tremendous steps have been 
taken. It is only necessary to mention the organization of NATO 
itself, the steps toward the Schuman plan, toward the European De- 
fense Community, and toward bringing Germany back into close rela- 
tions with Western Europe. 

The dramatic events of recent weeks cannot fail to excite any 
student of history. The fact that within a period of 10 days both the 
French Parliament and the German Bundestag approved the revolu- 
tionary step of merging their armed forces with those of Italy and 
the Benelux countries was a political event absolutely unique in the 
last several centuries. And equally striking is the fact that the pro- 
posal for the European Defense Community contains provisions for 
early action toward a constitutional federation of Europe. 

Who would have thought, even 2 years ago, that we could by now 
have come even this close to seeing Germany and France going along 
the road together? 

These things can be brought to fulfillment now. If we lose this 
momentum—if they are not accomplished now—they may not be 
accomplished for a long time to come. 

In a large measure, it depends upon what we do. This legislation 
which we are considering here is of vital importance in bringing about 
the larger creation and all its interrelated parts. 

The relation of the 1952 military plans to the arrangements with 
Germany, to the development of NATO, to the creation of a European 
defense community which looks forward to political mtegration— 
these are all intimately interwoven with one another. 

If we succeed, we will have a force which will underpin strength 
in Europe for generations. If not, there will be an inherent weakness 
in Europe which will have to be kept propped up—if indeed we can 
keep it propped up. 

This country—the American people—has done as much as, and 
perhaps more than, any other country to bring this about. Now 
is the time to put it through. If it is not put through now then the 
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things we have talked about for the past 5 years may become im- 
possible of achievement. 

The next point has to do with the efforts and commitments of our 
European friends. There has been a great deal of discussion—and 
more than a little misinformation—on this point in the past. There- 
fore, I should like to add a few words to what Mr. Harriman has told 
you about this effort. 

First, it should be emphasized that the targets agreed on at Lisbon 
are not goals toward which we are just beginning to work. We have 
already made solid progress toward these goals since the North Atlan- 
tic Treaty was signed 3 years ago. 

The defense expenditures of our European allies—and I am not here 
including the addition of Greece and Turkey—have doubled since 
1949. ‘Their rate of military production is nearly four times above 
the 1949 level, and is still rising. They have all increased their 

eriods of compulsory military service and have added more than 
500,000 men to their armed forces. They have made substantial 
progress in training these forces, organizing them, and providing them 
with modern equipment. All told, the number of organized ground 
divisions available in Europe has more than doubled since General 
Eisenhower assumed supreme command last spring. 

But the question remains: Are our allies doing their full part? 

It is my considered judgment that efforts already made by our friends 
plus increased programs for the current year now before their parlia- 
ments approach the limits of their capacities. ‘To go beyond these 
limits would produce a strain in their political, economic, and social 
structures which would endanger both their security and ours, and 
might well wreck everything we are trying to accomplish. 

The limitations on the Kuropean economies are real limitations. 
They cannot be removed by exhortation or by carpmg. ‘The average 
citizen in Western Europe has an income about one-third that of the 
average United States citizen. He pays about the same percentage 
of that meager income in taxes. He still hasn’t made up the housing, 
clothing, and furniture he lost in the war. He is suffering from a new 
inflationary trend which, since the outbreak of Korean hostilities, has 
pushed up prices twice as rapidly as they have risen in the United 
States. Finally, in certain countries such as Britain and France, his 
government has assumed heavy commitments in the defense of other 
parts of the free world. 

Just one fact should serve to illustrate this last point. In Indo- 
china, where the French have committed thousands of their best troops 
for 5 years in a bloody battle against Communist aggression, France 
has already spent more money than the entire amount of all Marshall 
plan aid received from the United States. 

These economic limitations do not mean that we cannot meet our 
security objectives. On the contrary, our allies have pledged them- 
selves to continue to increase their defense efforts. 

All of us, both we in the United States and our allies, would wish to 
increase our defensive strength more quickly than it is practicable 
to do. Both we and they have faced the problem of adjusting what 
is desirable to what is possible. 

Mr. Harriman has discussed some of the problems with which our 
allies must deal in carrying out the plans laid at Lisbon. We have 
recently seen a dramatic illustration of these problems in the fall of 
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the French Cabinet. But the significant point about these French 
developments is that the French Parliament, immediately after 
Lisbon, voted by 512 to 104 to approve the military budget. This 
action made it clear that the entire Parliament, with the exception 
of the Communists, supported the NATO defense program and the 
continuation of operations in Indochina. The method of raising the 
necessary funds created a political crisis, but all demoeratic peoples 
know that tax problems are rarely simple. I am confident that the 
necessary funds will be found. 

The program worked out at Lisbon is a cooperative and interde- 
pendent program. I am confident that it can be accomplished if 
each of the partners does its part. 

Mr. Harriman has pointed out how important the proposed United 
States contribution is to the total NATO program. He has pointed 
out, and it is easy to see, that the tanks, guns, and planes that we 
furnish provide the arms for ground divisions and air formations. If 
these arms are not provided, it means fewer divisions and fewer forma- 
tions. This point needs little argument. 

What I wish to stress is the vital importance of the defense support 
provided in this request. These funds not only provide the materials 
which will enable the workers and factories in the allied countries to 
produce equipment for their forces, but provide other supplies essential 
to the economy which underpins the entire defense effort of these 
countries. To remove or reduce these funds would have the immed- 
iate and destructive effect of undermining the whole economy of the 
countries concerned at this critical period in their rearmament pro- 
gram. If this is done, it would be of little profit for us to produce the 
tanks, planes, and guns which this program calls for. 

May I stress further that, if there is any deficiency in our part of the 
program, no other of our NATO partners is in a position to make it up. 
Therefore, a cut in the program does not mean a shift of the burden; 
- means a cut in results obtainable. ‘There is no escape from this con- 
clusion. 

I have said earlier that the plans which we and our allies have de- 
veloped are a reconciliation of the desirable with the possible. I be- 
lieve that our military advisers will tell you that to do less than what 
has been found to be possible would be to incur risks to our security 
which should not be undertaken. Therefore, reduction of the program 
would involve the assumption of risks which those responsible for its 
development cannot advise. 

I turn now to a third point—technical and economic assistance to 
underdeveloped countries. 

I will not take your time to detail the encouraging and growing 
record of accomplishment of our point 4 program in the underde- 
veloped areas which has been achieved for a relatively small invest- 
ment. All this will be laid before you at later meetings. 

There is one point, however, which I wish to stress because it has 
a direct bearing on our security and on the cost of this program. 
That is, that if point 4 programs of technical and economic assistance 
are to be effective in their objective of adding to our security and wel- 
fare, they must be devised and timed to meet the conditions of the 
particular country we are aiding. 

In many, probably in most, cases it is enough to plan our programs 
so that they will help the people of these underdeveloped areas to 
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solve their economic and social problems gradually over a long term. 
We provide only a small part of the resources required—but that small 
part has the effect of a catalyst in making the whole effort of the 
country succeed. The greater number of the programs being carried 
out under existing legislation and proposed in this new legislation are 
of this kind. ‘Their importance to our country will be clearly shown 
in the years ahead. 

In some countries, however, and particularly in Asia, there is a 
flowing tide of nationalism, a desperate discontent, a ferment of 
communism—or all together—creating an urgent need. This need 
will not permit a long-term solution. In these countries our basic 

rogram can be the same—but it must be speeded up to bring about 
in a few years results for which in other countries we could safely work 
many years. 

India is the most striking example of a need for urgent and effective 
action. 

India is at a critical point in its history. The Indian people have 
just completed their first national elections. These elections have 
shown some very startling and revealing and important things. Al- 
though the Congress Party won by a substantial majority, the Com- 
munist Party showed unexpected strength, especially in certain 
localities. This showing is essentially attributable to the discontent 
of many of the people over the abject poverty and hopelessness of their 
lives. This discontent is being fanned by a constant flow of Commu- 
nist. propaganda and subversion. The advice of all our observers on 
the ground is that, unless the newly independent. government under 
Prime Minister Nehru can show substantial progress in economic 
development over the next 5 years, the likelihood is that in the next 
elections the democratic forces will be endangered either by the ex- 
tremists of the right or by the Communists. 

The effort to avert this catastrophe centers chiefly on the food 
problem. 

For the last 20 years India’s food production has been stable at 
about 50 million tons of grain per year. During the same period her 
population has increased between 80 and 90 million. Today, India 
has to import some 4 to 5 million tons of grain annually to feed her 
pree. She cannot afford to do this. She must substantially increase 

er food production. Only last year a catastrophe of unimaginable 
erppentoene was forestalled by aid voted by the United States Congress. 

nless heroic measures are taken, India’s food deficit will continue to 
manner and the danger of political upheaval may pass the point of 
control. 

Fortunately, the Indian Government has the foresight and the 
courage to take these heroic measures. India has set for itself a 
goal of self-sufficiency in food at the end of 4 years. It is already 
clear from work which has been done in India, and some of it under 
the point 4 program, that this goal is technically possible. It can be 
achieved by improved seeds, by more effective plows, by increased 
use of fertilizer, by reclaiming of waste lands, and in some areas by 
making more water available through tube wells and irrigation to 
supplement the uncertain monsoon rains. 

But this is a great undertaking—an effort to accomplish in four 
years a revolution in agricultural practices, health and sanitation, edu- 
cation, and the like. India will be devoting vast sums to this work. 
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She will be substantially aided by sister nations in the British Com- 
monwealth, and she will also have technical assistance and loans from 
various United Nations agencies and the benefit of private investment. 
But taking all these assets together she will not be able to achieve this 
goal without help from the United States on terms of county agents, 
public health experts, education specialists and in addition, the sub- 
stantial amount of supplies and equipment necessary to make their 
work effective in the time available. In order for the farmers to learn 
and apply the new agricultural techniques which will enable them to 
raise their production in the amount required, they will need more 
fertilizer, more water, more and better tools—and these things re- 
quire money. 

I venture to say with considerable confidence that if India succeeds 
in this tremendous effort, it will have won its fight against communism, 
On the other hand, the failure of this effort will greatly increase the 
danger of communism not only to India but to all Asia. The issue 
here at stake is vast indeed. But disaster does not need to happen in 
India. The Indian Government and the Indian people are deter- 
mined that it shall not happen. With our help they can succeed. 
This is a point at which we have to take a decisive step. 

The program now before you also continues technical assistance 
to our friendly neighbors in Latin America where it bas been a proven 
and mounting success for 10 years. It continues assistance to the 
independent states of Africa, where its potentialities have just begun 
to appear. It continues aid to Iran and Pakistan, nations which, 
like India, are on the periphery of the Soviet Union and which suffer 
from many of the same problems that India does. In these nations 
as in India the need is great and urgent and the programs are of sub- 
stantial size to fill the need in time. 

The problems which confront Israel and those which face the United 
Nations and the Arab states giving asvlum to the Arab refugees have 
been ameliorated but not yet solved. The solution of these problems 
with all of their connotations of buman suffering and the establish- 
ment of stable conditions in the region are still important in the 
hearts and minds of the people of the United States. Therefore, we 
are proposing the extension of the program inaugurated this year 
for the relief and resettlement of refugees into Israel. We are pro- 
posing a contribution to the United Nations fund for the relief and 
resettlement of the Arab refugees from Palestine. We are proposing 
an appropriate program of aid to the Arab states, concentrating on 
those states sheltering the refugees, in order to provide a setting in 
which reintegration can take place. 

- And now I come to the fourth point, which has to do with the Far 
ast. 

The situations which confront us in this area are of the utmost 
gravity. 

Both in Korea and in Indochina a prolonged and costly struggle 
has been made to restore peace and security. We hope and believe 
that this struggle will come to a successful conclusion. But we cannot 
close our eyes to the fact that tremendous potentialities for danger 
exist throughout the area. 
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The magnificent defense against Communist military aggression 

has given the world the warning and the time to prepare its defenses. 
e have made good use of this time. 

During the past year we have been making progress toward long- 
term security in Asia and the Pacific. 

Within the past year the return of Japan to a place of dignity, 
equality, and responsibility among the family of nations was begun. 
Defense arrangements with the Philippines, New Zealand, and 
Australia were concluded. All these measures are now before the 
Senate for ratification. After they are ratified, we must go on to do the 
things necessary to make them effective. 

During this past year also, the direct and indirect military aid 
programs have already begun to make a difference. American 
military assistance advisory groups are stationed in Indochina, 
Thailand, Formosa, and the Philippines. Military aid to Indochina 
has been given a high priority and has helped to turn the tide of the 
battle against Communist aggression there. 

Military aid to the Chinese National Government forces on For- 
mosa has strengthened the island against aggression, and economic 
aid has enabled it to sustain this military effort. 

In the Philippines and in Thailand, our military-aid programs are 
providing essential support for the preservation of internal security. 

These programs of military aid, of military support, and of eco- 
nomic and technical aid to our friends in the Far East, in southeast 
Asia, and across the Middle East are directed both against the short- 
range military threat and toward meeting the long-range need for 
economic and political growth and stability. Both are a necessary 
part of our security program in this area. 

Any reduction in this part of the Mutual Security Program must 
be weighed against the consequences of weakening this vital area in 
the face of the grave dangers which threaten it. 

In one sense, what I have said about the problems in Asia goes 
to the very heart of our world policy. In every land, to a greater or 
lesser degree, the struggle against Communist imperialism must be 
fought on two or more fronts at the same time. No nation and no 
people can be truly safe until the free world as a whole possesses 
enough military strength to protect itself against a treacherous 
attack. And it is equaily true that no nation can be secure unless 
the political, economic, and moral foundations of its society are 
sound and solid. 

It is not easy to conduct a long and strenuous struggle on two 
fronts. But whatever difficulties and hard choices we must endure 
in this struggle, we know that our own security is part and parcel of 
the safety, the freedom, and the economic well-being of our neighbors. 
We gain strength as we contribute strength; we gain security as we 
make others secure. If we do our full part in this great common 
endeavor to provide the strength needed to assure peace, we will 
have met our responsibilities to the American people. 

The Caarrman. Thank you very much, Mr. Secretary. We appre- 
ciate your statement. 

The Secretary of Defense, Mr. Lovett. 
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STATEMENT OF HON. ROBERT A. LOVETT, SECRETARY OF DEFENSE 


Secretary Loverr. Mr. Chairman and members of the committee 
on the 2d of April 1951 there was established in Paris a supreme allied 
headquarters for the European forces of the North Atlantic Treaty 
powers. That date is of great significance. It marked the end of the 
purely planning phase of NATO. The transition of NATO from the 
planning to the operational phase was completed last month in Lisbon, 
less than 1 year after SHAPE was established. At Lisbon the mem- 
bers of the North Atlantic Council subscribed to a firm statement of 
the forces each nation would have ready to defend the community 
by the end of this calendar year. Fifty divisions and 4,000 aircraft, 
together with some augmentation of naval strength, were promised. 
These figures include United States forces in Europe but do not in- 
clude any Turkish or Greek forces; or any of the German contingents 
which we hope will begin to be developed as a part of the European 

‘defense force before the end of this year.. 

I have previously stated that somewhat more than half of these 
divisions will be combat ready, while the remainder will be reserve 
divisions. A reserve division on the continental pattern differs from 
our American concept of the nature of a reserve division. The con- 
tinental reserve division has its organization complete, although most 
of its personnel continue in normal civilian jobs. The reservists live 
in the vicinity of their unit assembly points. Each man has his 
mobilization assignment. He knows exactly where to go to draw his 
individual equipment and just where to take his place in a gun squad, 
tank crew, or rifle platoon. It is the place he has already been trained 
to fill. Long-term officers and technicians maintain the equipment, 
and the units have periodic training exercises. 

A division of this type, which can be mobilized in 24 to 72 hours, is 
almost as ready for action as is the front-line division maintained at 
full strength. Some reserve divisions will not be ready that quickly. 
They will require a little more time for unit training. But in every 
case, a reserve division must have most of the major equipment avail- 
able, as well as a reservoir of trained combat soldiers and specialists. 

The combat capability of a force is something more than a number 
of divisions. The state of equipment and training, the availability 
of reserves, the levels of supplies, the scale of supporting combat and 
supply troops, and many other technical considerations are basic 
factors of strength that must be measured. 

In the 10 months between the establishment of SHAPE in April 
1951 and the decisions taken at Lisbon in February 1952, which made 
NATO operational, a dynamic physical structure has evolved out 
of a promising blueprint. Some of the steps in this transition are 
significant. 

After General Eisenhower’s examination of the NATO defense 
plans, he concluded that a measure of short-range security was not 
beyond our early grasp. With troops substantially fewer than those 
required to man the defenses fully, he calculated that he could put 
out a covering force which could slow the momentum of attack from 
the east and still give us a chance to complete our mobilization. 
This bold concept—known as Operation Stiffener—was accepted 
as feasible on the military side, provided the economic and political 
factors could be brought into line. The problem of rounding out 
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military units quickly and providing them with ammunition and 
maintenance reserves, even for a relatively small force, is not the 
same as equipping them as an increment of a larger force which 
would not be operationally ready for several years. 

The Temporary Committee of the North Atlantic Council, which 
was established at the council’s Ottawa meeting in September, 
recognized that, while their terms of reference required them to 
evaluate the capabilities of the NATO defense effort for some years 
ahead, their first duty was to assess each nation’s best immediate 
contribution to a balanced force during 1952. This they did, and 
the force basis which they recommended was essentially the one 
finally adopted at Lisbon. 

Additional recommendations which the TCC made for increased 
military programs in 1953 and 1954 were accepted as provisional and 
planning goals. Because economic and political and military con- 
ditions frequently change, it was decided to make later this year an 
evaluation similar to the one conducted by the TCC for 1952 as a 
basis for fixing on firm 1953 objectives. The adoption of this prin- 
ciple of an annual review for budgetary and planning purposes—which 
is similar to our practice here at home—is, in my opinion, one of the 
most significant of the actions taken by the North Atlantic Council 
at its Lisbon meeting. 

Another step forward in developing the actual defensive capabilities 
of NATO took place when the United States and the United Kingdom 
succeeded in resolving their differences over the command situation 
in the North Atlantic Ocean area. This vital area with its supporting 
sea lanes will come under the integrated command of a Supreme 
Allied Commander, Admiral McCormick of the United States Navy, 
whose headquarters will become operational at Norfolk this spring. 

A further highly significant strengthening of NATO developed 
during the past vear with the accession of Greece and Turkey. It 
was agreed at Lisbon that the substantial fighting forces of these 
nations will be integrated directly under General Eisenhower through 
his southern commander, Admiral Carney of the United States Navy. 
Greece and Turkey form a strong anchor for the southern flank of 
Europe and afford additional protection for the Mediterranean and 
Middle East areas. 

Still another decision at Lisbon which will ultimately result in a 
very substantial increase of the NATO force strength was the NATO 
seal of approval on the rapidly developing European defense com- 
munity. Not only will this arrangement, taken together with the 
impending contractual agreement to restore Germany to the status 
of a free and equal member of the free world family, provide a power- 
ful German contingent to the European defense force and to General 
Eisenhower’s command, but it will, we hope, lead toward the ultimate 
goal of western European union. 

There were other decisions at Lisbon which, though not so widely 
pubitcized, were significant. There was the agreement that nations, 
in supplying military matériel to forces, will be guided by priorities 
recommended by NATO supreme commanders. This priorities ar- 
rangement has an important bearing on our operations under the 
Mutual Security legislation. The United States retains the final deci- 
sion on the disposition of its own resources but relates the distribution 
of our matériel to the needs and the plans of NATO commanders. 
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This procedure insures allocation in accordance with the clear intent 
of Congress that the performance of nations in raising effective forces 
is to be the first criterion in granting military assistance. Equipment 
will go to the forces best able to use it in accordance with the strategic 
concept, whether to fill out their critical deficiencies as a final step in 
making a unit combat worthy, or to provide a minimum issue of 
modern weapons to start the training of newly activated formations. 
We have developed a specific military assistance program for each 
country, which will be laid before you in some detail as we always 
have done. I assure you that no country’s program is to be considered 
as a commitment or a promise on the part of the United States. 
Performance will be the test, as reflected in the NATO commander’s 
priority recommendation. 

The second of these collateral developments stemming from the 
TCC operation as approved at Lisbon relates to the difficult but very 
important problem of military logistics. The granting of additional 
powers to the supreme commanders to coordinate logistic planning 
with national authorities represents real progress in international 
military thinking. It clearly marks the beginning of an operational 
phase in supply action. The details of this arrangement are somewhat 
technical, but it recognizes that the location of depots, lines of com- 
munications, and so forth, though responsibilities of individual sov- 
ereign nations, are matters of primary interest to NATO commanders. 
Even without the technical details, I am sure you can see the diffi- 
culties inherent in these problems. 

The forces we have and those we are building cannot operate without 
operational and logistic support facilities. Collectively these are 
known as infrastructure, and consist of such things as airfields, signal 
communications, depots, and warehousing. Under the concept of an 
integrated force and a flexible strategy, certain facilities must be 
available for common use as required for successful combat operations. 
Airplanes cannot fly without fields, forces cannot operate without 
communications and operational headquarters. Jointly with our allies 
we have agreed on a program for sharing the cost of the common 
installations needed this year for the forces which will be available. 
The country where the installation is located provides the land and the 
utilities that go with the land, and also shares in the multilateral 
financing of the cost of the installation itself. 

In the current year, Mutual Security Program funds have been 
used to meet the United States’ share of the cost of the program. In 
the forthcoming year, authorization and appropriations will be sought 
within the military construction bill to encompass the United States’ 
share of the common-facilities program and certain additional installa- 
tions needed by the United States because our own forces are operating 
away from their sources of supply and production. 

We have not been able to get ahead with the facilities construction 
program as rapidly as we would like to, owing to a number of com- 
plications. One of the most important of these has been the necessity 
of working out an arrangement whereby the expenditures for the 
construction work would not be subjected to the imposition of taxes 
by the host country. Action to meet this problem which was initiated 
late last summer was given impetus by the enactment by Congress 
of section 521 in the Mutual Security Act of 1951. This section 
prohibited the use of Mutual Security Act funds for payment of taxes 
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in conjunction with the acquisition or construction of facilities in 
foreign countries. Extensive negotiations have been under way for 
some time to obtain broader immunity from taxes, not only for our 
infrastructure program but also for our other mutual defense assist- 
ance expenditures, such as the offshore or overseas defense production 
program. In the meantime, work has been going forward under an 
arrangement whereby payments have been withheld in an amount 
in excess of the total tax burden. The negotiations to obtain tax 
exemptions have made good progress, and it is expected that we will 
have this problem substantially solved in the immediate future, as 
well as some other complications still to be dealt with. We are hopeful 
that the construction program will be rolling this spring. 

Thus far I have undertaken to outline the progress of NATO in this 
past year of transition from plans to operations. I have reviewed the 
accomplishments at Lisbon from a defense minister’s point of view. 
I am not unaware of the skepticism that has been voiced in some 
quarters to the effect that those of us who went to Lisbon came back 
with too rosy a picture of the effects of our own decisions. I assure you 
we were not carried away by any undue optimism. The NATO mili- 
tary position has improved appreciably during the pest year. For 
evidence, let me quote a few sentences from a report which has just 
been submitted by Gen. Thomas T. Handy, the senior commander of 
American troops in Europe and the United States military representa- 
tive for military assistance in Western Europe, who was not at Lisbon. 
He is a field commander, and his opinion is based on first-hand obser- 
vation of European troops. General Handy says: 

The increase in the effective strength of the armed forces in Europe during the 
past year has been substantial. At the time when United States military aid was 
first given to the NATO countries, virtually no combat-effective military units 
existed. By a year ago, a substantial base had been established upon which the 
countries could rebuild their forces, but none of the units could have been con- 
sidered effective. Today there are available appreciably more units, and their 
standards of effectiveness have increased. Service schools are being expanded and 
training centers improved; more modern methods of training are being employed 
and European NATO countvies are making good progress in the development of 
trained manpower. 

General Handy’s views will be fully concurred in by the testimony 
which will be presented to these committees by General Bradley on 
behalf of the Joint Chiefs of Staff and by General Gruenther from 
SHAPE. 

Now let me outline in general terms—you will get the country-by- 
country’ story later—what $4.07 billion in military assistance for 
title I countries will buy. Together with funds previously made 
available, it will complete the unit equipment of United States type 
for all the divisions committed at Lisbon, together with provision for 
part of their reserve stocks of ammunition. It will furnish a portion 
of the long production lead-time items required for additional forces 
to be raised later. It will provide certain specialized unit equipment 
required to round out naval and air units committed to the NATO 
defense plan. It will continue the training program which insures 
that United States furnished matériel will be properly cared for and 
skillfully operated. Packing, handling, crating, and transportation 
round out the requirement. 

- You will be shown this year how NATO countries will provide for 
the pay, maintenance, individual equipment, and part of the hard 















20 MUTUAL SECURITY ACT EXTENSION 


goods needed for their committed forces. In order to do our part in 
providing the more complicated matériel which Europe is not geared 
to produce in the quantity required, we have calculated that we will 
have to have $4.07. billion in new SR authority for title I. 

Total obligational authority requested for military assistance under 
all titles is $5.35 billion. Mention of this large sum of money raises 
a very pertinent question as to whether the Department of Defense 
can efficiently obligate and expend the funds now available; whether, 
in fact, any new foreign military assistance authorization is needed 
for fiscal year 1953. The answer to this question hinges on expendi- 
tures, which in turn are closely related to deliveries of finished equip- 
ment. Deliveries have been substantial, but less than originally 
hoped for. Equipment in the fiseal year 1950 program was largely 
existing matériel excess to our own needs; thus, initial deliveries got 
off to a fairly good start. The Korean conflict stopped the flow to 
Europe almost completely for a time. Then came the gap in produc- 
tion lead time for heavy armament and aircraft. Despite these 
factors, and some disappointments in our production schedules—the 
inevitable bottlenecks which have to be broken—we have, in the first 
2 years of the program, shipped more than 2% million tons of equip- 
ment. We are clearly now on an acceleration curve. 

On the basis of production now under way, and the high priority 
allocation established for NATO by the President, it is expected that 
our end-item deliveries will be able to keep in phase with the progress 
of European countries toward their 1952 force goals. This means 
that when we add the military assistance requirements of other parts 
of the world, we should approach $12 billion in total expenditures by 
the end of fiscal year 1953. Considerable acceleration will be required 
for the next 15 months. 

I believe, however, that apart from the spread of existing hostilities 
and the outbreak of any new ones, and barring any further unforeseen 
production difficulties, we will have the ability to make an effective 
use of the funds presently on hand and being requested. We therefore 
will need the obligational authority requested in the President’s mes- 
sage if we are to accomplish the equipment deliveries which are re- 
quired for the build-up of forces agreed to at Lisbon, as well as to 
obtain on schedule the long lead-time items. Present lead time on 
fighter aircraft is 18 to 22 months, and on bombers, 32 to 34 months. 

In all that I have said thus far I have concentrated on the direct 
military assistance aspects of the program, because this is the part of 
the program which is primarily the business of the Department of 
Defense. I would like, however, to emphasize the desirability of 
certain forms of assistance not made up of military end items. Sup- 
port for our allies in the amounts recommended in this program for 

urposes of financing imports of raw materials, machinery, and the 
like is essential if full use is to be made of their own productive capacity 
in the common defense effort. Furthermore, stimulation of their 
defense production through assistance of this type is one of the best 
methods of insuring that our allies will be able to pick up and carry 
the burden of maintenance of their forces themselves. 

Before I leave title I, I should like to mention three countries in 
Europe which are not members of NATO. 

Western Germany will be tied in closely to NATO through the 
European Defens> Community. German contingents will provide the 
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most substantial single increment to the force build-up in 1953. In 
1952 any requirement in the way of oie | assistance for the Ger- 
man forces will be for training equipment. But an eventual need for 
long lead-time matériel, especially aircraft, must be planned for. The 
military situation in Germany is quite different from that which 
other European countries faced at the start of their rearmament 
effort. On the debit side is a complete military matériel vacuum— 
not even obsolescent World War II equipment is available. Time 
will be required to develop German production capacity for such 
armaments. On the credit side, in addition to the available manpower 
which can in a relatively short time be developed into an effective 
fighting force, the German Government has already indicated a will- 
ingness to make a substantial contribution to the common effort. 
The German defense budget, at Western Germany’s own request, has 
been developed upon recommendations from the Executive Bureau 
of the TCC based on the same standards as*those used by the TCC 
in evaluating the capabilities of NATO member nations. There is 
no doubt that the German contribution will prove of tremendous 
assistance in strengthening the common defense. 

Two other countries in Europe, although not members of NATO, 
nevertheless have an important present or potential contribution to 
make to the collective defense efforts of the west. 

Yugoslavia is strategically located on the southern flank of Europe. 
In Yugoslavia there is a sizable force of tough and competent fighting 
men who are determined to resist any encroachment on their home 
territory. It is to our military interest to strengthen them by 
modernization of their matériel and provision of some essential 
logistic support. 

Spain is the other country to which I refer. As is well known, we 
for a long time have been interested in Spain because of her strategic 
location. The means for initiating cooperative action with Spain 
were furnished by the Congress last year in the $100 million which was 
authorized for military, economic, and technical assistance. A 
program for using this authorization is well developed and in process of 
negotiation. 

Tet me pass on now to title II, to Greece and Turkey, which I have 
already referred to as our newest partners in NATO. It was in these 
two countries that our first efforts at postwar military assistance were 
made. Since the program has been in effect longest in Greece and 
Turkey, these countries presumably give the best indication of future 
development elsewhere. We have enjoyed the most direct contact 
with the Greeks and Turks. Our military advisers still live with the 
Greek garrisons in the bare border hills as they did in the days of the 
Markos insurrection. In Turkey there is an equally close training 
relationship between the American mission and the armed forces. 

Naturally we share the pride of these nations in the gallant conduct 
of their troops in Korea. The Greek battalion has been in combat for 
over a year. During that period it has had 88 men killed, 265 
wounded, none missing, and only one captured. ‘The Turkish brigade 
has impressed the entire United Nations order of battle with its aggres- 
siveness in advancing under fire to close with the enemy at bayonet 
point. Casualties suffered represent 40 percent of the brigade’s 
strength. The matériel programs for the armies of Greece and Turkey 
are past their peak now, on a funding basis. A large proportion of the 
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fiscal year 1953 programs will be to maintain army equipment already 
funded for, and to increase their air capability. It is gratifying to see 
that a military assistance program does eventually taper off as the 
capital equipment is completed. 

The two principal title III countries, on the military side, are Indo- 
china and Formosa. 

Our military assistance program for Indochina during the past year 
reflects the great importance which this area—as well as all of south- 
east hel Kebit to the security interests of the free world. The 
strategic geographical position of the area, as well as the vitally im- 
portant raw materials—such as tin and rubber—which it supplies, 
makes it important for us to maintain an effective support of the gallant 
effort which the French and the Associated States are making to hold 
the line in Indochina against Communist aggression in that area. 

The French have over 150,000 troops in Indochina, with large 
numbers of their best officers and noncommissioned personnel. Their 
losses have been heavy. The drain on their economy has been severe, 
with almost 35 percent of their entire defense budget being required to 
carry their effort. Our shipments to Indochina have been increasing, 
and they have been made on a very high priority basis. As of Febru- 
ary 1, a total of 106 ships had arrived in Indochina, carrying over 
100,000 long tons of vital United States matériel and more than 150 
amphibious craft. The French military have credited timely arrival 
of equipment with their ability to hold the Tonkin delta area. The 
armies of the Associated States are growing and are now equipped in 
large part with our M-—1 rifles—a tremendous contribution to their 
morale and effectiveness. We are proposing a substantial increase in 
military assistance to Indochina this year over what was requested 
in last year’s bill. If the situation in Indochina can be cleared up, not 
only will southeast Asia be stabilized but the French position in 
Europe—and thereby the entire NATO defenses—will be measurably 
improved. 

In building up the Nationalist Chinese forces on Formosa, our 
objective is to insure the integrity of that island. The military as- 
sistance already provided has contributed to the political stability of 
Formosa and has improved the combat capability of the Nationalist 
forces. The ground troops are being completely reorganized along 
modern United States lines. Existing aircraft have been restored to 
operational condition, and the Navy is being improved. ‘There is 
still a great deal to be done on Formosa; in fact little more than a 
foundation has so far been laid. But progress is being made. The 
United States military and economic aid programs have been unusually 
well integrated to supplement each other in dealing with the unique 
situation of an island populated by only 7,000,000 people called upon 
to support a garrison of several hundred thousand defenders, 

The title IV program for military assistance to the other American 
Republics would provide $62 million in fiscal year 1953 to supplement 
the $38 million appropriated last year. Our strategic interest in the 
area, as well as the neighborliness which we feel toward our Latin- 
American friends, underscores the importance of providing assistance 
to help them in the defense of our joint hemisphere. The modern 
matériel programed will help the Latin-American nations protect 
their territory as well as to maintain common lines of communication 
and base installations. During World War II we found it necessary 
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to deploy 100,000 United States military personnel in Latin America. 
Under the regional defense arrangements now being negotiated, our 
neighbors will be prepared to assume the responsibility. By way of 
a dividend on our military assistance efforts in this area, the Latin- 
American contingents from Colombia have demonstrated fine fighting 
qualities in Korea and ready adaptability to our techniques and 
matériel. An officer of my staff recently returned from Korea has 
high praise for the Colombian battalion, which was attached to his 
command. These troops first came up on the line at 2 o’clock in the 
morning. By 3 o'clock they were committed. They showed extraor- 
dinary coolness under fire, mopping up terrain pockets with such 
thoroughness that they left no enemy resistance behind them in their 
advance. 

These are some of the considerations underlying the request which 
we are making of the Congress for the authorization of additional 
military assistance during fiscal year 1953. But the one basic con- 
sideration that underlies this request and every other request for 
funds made by the Department of Defense is the security of the 
United States. The security of the United States is our first obliga- 
tion. The Mutual Security Aet provides for strengthening those 
defenses which are part of the protective system of the United States, 
just as our armed power is essential to the security of our friends and 
allies. The only alternative to Mutual Security is to attempt uni- 
lateral security. Taking that route the United States would have to 
deploy its manpower and its resources on a scale exceeding anything 
this country has seen since the latter phases of World War Il. Even 
then we would have no guarantee of security. I hope that, by the 
enactment of this legislation, the Congress will make it possible for 
us to go forward with the job of building an effective defense structure 
for the security of the United States and of the free world. The 
job is, in my opinion, now well under way. 

The CHatrmMan.-Thank you very much, Mr. Secretary. We 
enjoyed your statement very much. 

Come around, General Bradley. 


STATEMENT OF GENERAL OF THE ARMY OMAR N. BRADLEY, 
CHAIRMAN, JOINT CHIEFS OF STAFF 


General Braptey. Mr. Chairman and members of the committees, 
the Mutual Security Program is the keystone of the whole collective 
security effort of the free world. Without it, the time when we will 
reach a position of relative security is too far distant, and the risk is 
too great. 

An explanation of the way the Joint Chiefs of Staff carry out their 
responsibilities for the Mutual Security Program may be of some bene- 
fit in evaluating its importance. It will indicate to you the extreme 
care the Department of Defense, and the three services, are taking to 
insure that our money is wisely spent. 

The results of long-range planning are not always recognizable in 
the beginning of a program. It is a tribute to the wisdom and far- 
sightedness of the Congress that in the face of a slowly developing 
program, you authorized and appropriated sufficient funds to start a 
program which is now beginning to pay off in material gains. 
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The people of the United States have waited to see the real results 
of the money which the Congress has appropriated. Now the aircraft, 
the ships, the guns are really starting on their way. More than 2,500,- 
000 tons of military supplies have been shipped. 

I should like to make one point clear. The tools of mutual security 
are military, economic, and technical assistance used in varying com- 
binations, where they will do the most good for collective security. 
For the United States to supply military equipment to a country whose 
citizens are unable, economically speaking, to maintain that equip- 
ment would, in my opinion, be a mistake. 

The Joint Chiefs of Staff have two responsibilities in respect to the 
Mutual Security Program. 

First, to provide strategic guidance for the military assistance por- 
tion of the program; and 

Second, to establish within the scope of United States policy, prin- 
ciples of priorities for the allocation of finished equipment and ammu- 
nition. 

Briefly, here is an outline of the steps as they were taken: 

Last July, the Joint Chiefs of Staff developed a time schedule for 
foreign nations and the military assistance advisory groups in these 
countries, to present their requests and recommendations to the 
United States. They also published the criteria which would determine 
the types and maximum number of forces which we considered eligible 
for military aid. They also recommended the types of equipment 
that could or could not be included. 

In general, the criteria require that: 

(1) Equipment for North Atlantic Treaty members would be pro- 
vided only for those forces required by that organization’s défense plan 
and accepted by each country concerned as a definite commitment to 
the plan. 

(2) Equipment for countries outside of NATO would be furnished 
only for the forces in being, or immediately mobilizable. 

(3) The scale of equipping forces would be on the most austere 
basis, and limited to items of the highest priority. 

(4) Equipment of a questionable operational value would not be 
furnished. 

(5) Equipment which can be produced in the country or regional 
organization would not be furnished. 

We handle the military aid program in the NATO countries a little 
differently than we do in the other areas because in the former we have 
definite international defense plans, and have actually committed 
specific forces to the operating commands set up to execute that plan. 
The aid for the French forces in Indochina is not handled under title I, 
but as separate aid under title III, which also includes aid to the Viet 
Nam forces. 

After the United States objectives for the program in each country 
were established, and the criteria published, the countries themselves 
submitted a list of the major combat forces they planned to activate 
and the dates of mobilization of these forces. Then the United States 
Military Assistance Advisory Groups in each country checked the 
national requests with the objectives and the criteria. These MAAG’s, 
as they are called for short, in turn submitted their analysis and their 
recommendations to the Joint Chiefs of Staff. 
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We reviewed these recommendations, and approved the programs 
for each country wherever we felt that the forces merited support. 
In other words, our aid is net extended to all the forces for which a 
country requested help; nor did we feel that the United States could 
aid in the equipping of all the forces each country could mobilize. 
For example, Greece and Turkey could mobilize more forces if we 
could give them more aid. But we believe that the United States and 
Greece and Turkey together couldn’t support all the forces they could 
mobilize without taking aid away from some other priority area. 

When the equipment deficiencies of the forces approved for the 
allied countries were computed, the Joint Chiefs found the total too 
large; hence, we consulted various economic agencies of the Govern- 
ment—the Bureau of the Budget aad the President—concerning the 
extent to which we should attempt to meet these deficiencies in fiscal 
year 1953. As a result of these consultations, a budget ceiling was 
given to the Joint Chiefs of Staff. 

The Joint Chiefs of Staff then made a detailed allocation of funds 
for each of the four major areas of the world; that is, Western Europe, 
Middle East, Far East, and South America, following which the three 
services then developed detailed programs for each of the countries in 
the proposed fiscal year 1953 military aid program. 

Continuous review will be made. The Joint Chiefs of Staff closely 
examine recommendations of the military assistance field agencies, of 
the major NATO commanders, and of the North Atlantic Treaty 
Standing Group on their desired priorities for allocation of finished 
munitions once they become available from the factory. These pro- 
grams are kept up to date at all times, in consonance with changing 
world conditions, and in line with foreign national capabilities. 

The NATO Military Committee meetings in Lisbon clarified to all 
members that control and distribution of military aid items would at 
all times remain in the complete control of the United States. Recom- 
mendations are received from each of the recipient countries and from 
the MAAG’s, and we have the continuous advice of General Eisen- 
hower’s planners, but the final decisions, and the final control of the 
aid, rest in our own hands. We felt that this procedure would assure 
the Congress, and the American people, that their efforts were achiev- 
ing the military results they would most earnestly seek. 

When the planning cycle is completed, the Military Assistance 
Advisory Groups then proceed with the supervision of the programs. 
They are responsible for requisitioning, receiving, and turning over 
equipment, checking the purposes for which the equipment is used, and 
furnishing assistance in the technical training necessary for the proper 
use of such equipment. 

I hope that this procedure of the Joint Chiefs of Staff meets with 
your approval, and merits your continued confidence in this program. 

I believe that the Mutual Security Program for 1953 is essential to 
the security of the United States. 

By implementing the North Atlantic Treaty, the United States 
and its allies have served notice on Soviet Russia that the freedom- 
loving nations are going to accomplish by strength what they had 
failed to accomplish by weakness. 

By the United Nations’ efforts in Korea, we gave notice to the 
Soviet Union that we would take positive steps to forbid overt 
aggression. 
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By equipping and training other freedom-loving nations in the 
world, we are serving notice on the Soviet Union that the sec urity of 
America, and the free world, is the paramount aim of the United 
States. By continuing all the military assistance we can afford, we 
are encouraging the peoples of the free world, and showing them that 
we will help them to help themselves. 

The Mutual Security Program is the best way we have of making 
the United States as secure as possible. 

It is estimated that World War II cost the United States 
$330,000,000,000. This is an average rate of a little over $7 billion 
a month for 45 months of war. Thus, the entire Mutual Security 
Program for fiscal year 1953 costs only a little more than 1 month of 
World War IL. The military portion, $5.35 billion, is considerably 
less than 1 month of World War II. And you all know, as well as 
I do, that the price of everything, including war, has gone up con- 
siderably since 1945. 

If we can build a deterrent to total war at this relatively inexpen- 
sive price—less than the cost of | month of World War Il—it is the 
best investment in security at the least cost not only in dollars but in 
lives, that we can make at this time. 

The CHarrMan. We thank you very much, General Bradley. We 
have admiration for the activities of the Joint Chiefs of Staff, and 
much confidence in their advice, 

The committee will stand in recess. 

(Whereupon, at 12:20 p. m., the joint session adjourned.) 
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TUESDAY, MARCH 18, 1952 


: Hovusr oF REPRESENTATIVES, 
CoMmMITTEE ON ForrIGN AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:30 a. m., the Honorable James P. Richards (chairman) 
presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we are here this morning for further con- 
sideration of H. R. 7005, the so-called Mutual Security Act of 1952. 

(The bill referred to is as follows:) 

[H. R. 7005, 82d Cong., 2d sess.] 


A BILL To amend the Mutual Security Act of 1951, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the ‘‘Mutual Security 
Act of 1952”. 

Sec. 2. The Congress welcomes the recent progress in political federation, mili- 
tary integration, and economic unification in Europe and reaffirms its belief in 
the necessity of further vigorous efforts toward these ends as a means of building 
strength, establishing security, and preserving peace in the North Atlantic area. 
In order to provide further encouragement to such efforts, the Congress believes 
it essential that the Mutual Security Act of 1951 (22 U. S. C. 1651-1712), as 
amended, should be so administered as to support concrete measures for political 
federation, military integration, and economic unification in Europe. Appropria- 
tions made pursuaftt to paragraphs 101 (a) (1) and 101 (a) (2) of that Act, as 
amended, may be used to furnish assistance (including, in the case of amounts 
available pursuant to paragraph 101 (a) (2), transfers of funds) pursuant to the 
applicable terms and conditions of the Mutual Defense Assistance Act of 1949, 
as amended, and the Economie Cooperation Act of 1948, as amended (22 U. 8. C. 
1501-1522), respectively, to any organization of nations which are covered by 
title I of the Mutual Security Act of 1951 which is established for purposes of 
collective self-defense in accordance with the provisions of the United Nations 
Charter, or to any other organization, association, or grouping of such nations 
which, in the opimon of the President, makes a significant contribution toward 
political federation, military integration, or economic unification of such natiens. 

Sec. 3. Title 1 of the Mutual Security Act of 1951 is amended as follows: 

(a) At the end of paragraph 101 (a) (1) add the following new sentence: 
“There is hereby authorized to be appropriated to the President for the fiscal vear 
1953 not to exceed $4,145,000,000, for assistance pursuant to the provisions of the 
Mutual Defense Assistance Act of 1949, as amended (22 U. 8S. C. 1571-1604) to 
countries eligible for assistance under this paragraph; and in addition unexpended 
balances of any appropriations heretofore made pursuant to this paragraph are 
authorized to be continued available for their original purposes through June 30, 
1953, and to be consolidated with the appropriation hereby authorized.”’ 

(b) At the end of paragraph 101 (a) (2) add the following new sentence 
“There is hereby authorized to be appropriated to the President for the fiscal 
year 1953 not to exceed $1,819,200,000, to carrv out the purposes and provisions 
of this paragraph; and in addition unexpended balances of appropriations hereto- 
fore made pursuant to this paragraph are authorized to be continved available for 
their original purposes through June 30, 1953, and to be consolidated with the 
appropriation hereby authorized.”’ 
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(c) In subsection 101 (b) after the word “‘section’’ where it first appears insert 
the words “for the fiscal year 1952, and not to exceed 5 per centum of those granted 
for the fiscal year 1953,”’. 

(d) Add the following new subsection: 

“101. (c) Unexpended balances of appropriations made available for assistance 
to Spain pursuant to this section by the Act of October 31, 1951 (Public Law 249, 
Eighty-second Congress), are authorized to be continued available until June 
30, 1953.” 

Sec. 4. Title II of the Mutual Security Act of 1951 is amended as follows: 

(a) At the end of section 201 add the following new sentence: ‘There is hereby 
authorized to be appropriated to the President for the fiscal year 1953 not to 
exceed $606,370,000, to carry out the purposes and provisions of this section; and 
in addition unexpended balances of any appropriations heretofore made pursuant 
to this section are authorized to be continued available for their original purposes 
through June 30, 1953, and to be consolidated with the appropriation hereby 
authorized.” 

(b) At the end of section 203 add the following new sentence: ‘‘There is hereby 
authorized to be anpropriated to the President for the fiscal year 1953 not to 
exceed $196,000,000, to carry out the purposes and provisions of this section: 
and in addition unexpended balances of any appropriations heretofore made 
pursuant to this section are authorized to be continued available for their original 
purposes through June 30, 1953, and to be consolidated with the appropriation 
hereby authorized.” 

(c) Change section 204 by substituting ‘$115,000,000"’ for ‘$50,000,000’, 
and by adding after ‘1952’’ the words “and 1953”’. 

(d) Change section 205 by substituting ‘$126,000,000” for ‘$50,000,000’ 
and by adding after “1952” the words “and 1953’’. 

Sec. 5. Title III of the Mutual Security Act of 1951 is amended as follows: 

(a) At the end of section 301 add the following new sentence: ‘There is hereby 
authorized to be appropriated to the President for the fiscal year 1953 not to 
exceed $611,230,000, to carry out the purposes and provisions of this section; 
and in addition unexpended balances of any appropriations heretofore made 
pursuant to this section are hereby authorized to be continued available for their 
original purposes through June 30, 1953, and to be consolidated with the 
ee yey hereby authorized.” 

b) At the end of subsection 302 (a) add the following new sentence: “There is 
hereby authorized to be appropriated to the President for the fiscal vear 1953 
not to exceed $408,000,000, to carry out the purposes and provisions of this sub- 
section: and in addition unexpended balances of any appropriations heretofore 
made pursuant to this subsection are hereby authorized to be continued avail- 
able for their original purposes through June 30, 1953, and to be consolidated 
with the appropriation hereby authorized. Appropriations made pursuant to 
this subsection may be used without being limited by section 503 of this Act.” 

(c) Add the following sentence to subsection 302 (b): ‘““‘Unexpended balances 
of allocations heretofore made to the Secretary of State pursuant to that proviso 
shall be continued available until expended.” 

(d) In the first sentence of subsection 303 (a) after the words ‘‘to be appro- 
priated to the President”’ insert the werds “for the fiscal vear 1953”’. 

(e) In the seeond sentence of subsection 303 (a) substitute for the words “1952” 
the words “1953”. 

(f) Immediately before the last sentence of subsection 303 (a) add the follow- 
ing: “In addition, the United States Depart ment of the Army is hereby authorized 
to make available to the United Nations Korean Reconstruction Agency, at the 
time when that Arency assumes full responsibility for relief and rehabilitation in 
Korea, goods and services of a value not to exceed $67,500,000 which the Depart- 
ment of the Army then has on hand or on order fer civilian relief in Korea and 
which the President determines should be contributed by the United States to 
the United Nations Korean Reconstruction Agency for use in its relief and rehabili- 
tation operations in Korea. The value of goods and services made available 
pursuant to the preceding sentence shall be credited toward the contribution to “ 
be made by the United States to the United Nations Korean Reconstruction 
Agency.” 

(gz) The last sentence of subsection 303 (b) is hereby repealed. 

Sec. 6. Title IV of the Mutual Security Act of 1951 is amended by adding the 
following new section: 

“Sec. 403. In addition to the amounts heretofore authorized and appropriated, 
there are hereby authorized to be appropriated to the President for the fiscal year 
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1953 not to exceed $62,400,000 to carry out the purposes and provisions of section 
401 and not to exceed $22,000,000 to carry out the purposes and provisions of 
section 402. In addition, unexpended balances of the appropriation heretofore 
made pursuant to each such section are authorized to be continued available for 
their original purposes through June 30, 1953, and to be consolidated with the 
applicable appropriation authorized by this section.”’ 

Sec. 7. Title V of the Mutual Security Act of 1951 is amended as follows: 

(a) Sections 514 and 522 are hereby repealed. 

(b) Section 519 (a) is amended by striking the ‘‘(a)”’ and by adding immediately 
after the phrase ‘‘may be advanced”’ the words ‘out of funds made available for 
assistance under the Economie Cooperation Act.” 

(ec) Add the following new sections: 

“Src. 532. The provisions of section 119 of the Economic Cooperation Act of 
1948, as amended (22 U. 8. C. 1517), shall apply to the performance of functions 
authorized by this Act. 

“Sec. 543. Notwithstanding section 2 of the Act of July 31, 1894 (5 U.S. C. 62), 
any retired officer of any of the services mentioned in title 37 of the United States 
Code may hold any office or appointment under this Act, and receive compen- 
sation in accordance with the provisions of the Act of June 30, 1932 (5 U.S. C. 59a). 

“Sec. 534. In order to encourage further the movement of migrants from 
European countries having surplus population, there is hereby authorized to be 
appropriated to the President $10,000,000 for use in making contributions for 
the calendar year 1953 to the Provisional Intergovernmental Committee for the 
Movement of Migrants from Europe established at Brussels, Belgium, on Decem- 
ber 5, 1951, or to any successor organization. 

“Sec. 535. The authority to pay ocean freight charges on shipments of relief 
supplies and packages under subsection 117 (c) of the Economic Cooperation Act 
of 1948, as amended (22 U.S. C. 1515 (c)), shall be continued and may be exer- 
cised after June 30, 1952, by any department or agency of the Government that 
the President may designate: Provided, That, not to exceed $2,800,000 are author- 
ized to be appropriated to the President for the fiseal vear 1953 for use in paying 
ocean freight charges under subsection 117 (c) of the Economic Cooperation Act 
of 1948, as amended.” 

Sec. 8. The Mutual Defense Assistance Act of 1949, as amended (22 U.S, C. 
1571-1604), is further amended as follows: 

(a) Change the period at the end of the proviso in the first sentence of secticn 
403 (d) to a comma and inserting thereafter the words “and after June 30, 19:2 
by an additional $200,090,000.” 

(b) Change section 408 (e) to read as follows: 

‘“‘(e) (1) the President may, from time to time, in the interest of achieving 
standardization of military equipment and in order to provide procurement assist- 
ance without cost to the United States, transfer, or enter into contracts or the 
procurement for transfer of, equipment, materials, or services to: (A) nations 
eligible for assistance under title I, IT, III, or IV of the Mutual Security Act of 
1951, or (B) a nation which has joined with the United States in a collective defense 
and regional arrangement, or (C) any international military organization or head- 
quarters when, in the opinion of the President, such assistance will further the 
purposes of this Act, or (D) any other nation not eligible to join a collective de- 
fense and regional arrangement referred to in clause (B) above, but whose ability 
to defend itself or to participate in the defense of the area of which it is a part, is 
important to the security of the United States: Provided, That, prior to the trans- 
fer of any equipment, materials, or services to a nation under this clause (D), it 
shall provide the United States with assurance that such equipment, materials, 
or services are required for and will be used solely to maintain its internal security, 
its legitimate self-defense, or to permit it to participate in the defense of the area 
of which it is a part, or in United Nations collective security arrangements and 
measures, and that it will not undertake any act of aggression against any other 
state: Provided further, That in the case of any such transfer, the President shall 
forthwith notify the Committee on Foreign Relations of the Senate, the Commit- 
tees on Armed Services of the Senate and of the House of Representatives, and 
the Committee on Foreign Affairs of the House of Representatives. 

(2) Whenever equipment or material is transferred from the stocks of, or 
services are rendered by, any agency, to any nation or international organization 
as provided in paragraph (1) above, such nation or international organization 
shall first make available the fair value, as determined by the President, of such 
equipment, materials, or services before delivery or, when the President determines 
it to be in the best interests of the United States, within sixty days thereafter, 
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The fair value for the purpose of this paragraph shall not be less for the various 
categories of equipment or materials than the value as defined in subsection (c) of 
section 403: Provided, That with respect to excess equipment or materials the 
fair value may not be determined to be less than the value specified in paragraph 
1 of that subsection plus (a) 10 per centum of the original gross cost of such 
equipment er materials; (b) the scrap value; or (c) the market value, if ascertain- 
able, whichever is the greater. Before a contract is entered into, or rehabilitation 
work is undertaken, such nation shall (A) provide the United States with a depend- 
able undertaking to pay the full amount of such contract or the cost of such 
rehabilitation which will assure the United States against any loss on the contract, 
or rehabilitation work, and (B) shall make funds available in such amounts and 
at such times as may be necessary to meet the payments required by the contract 
or the rehabilitation work in advance of the time such payments are due, in addi- 
tion to the estimated amount of any damages and costs that may accrue from 
the cancellation of such contract or rehabilitation work: Provided, That the total 
amount of outstanding contracts under this subsection, less the amounts which 
have been paid the United States by such nations, shall at no time exeeed $700,- 
000,000.” 

Sec. 9. The Act for International Development is amended as follows: 

(a) Add the following proviso at the end of subsection 404 (b) as amended: 
“Provided further, That for the fiscal year 1953 not to exceed $17,000,000 is 
authorized to be appropriated to the President for use in making contributions 
under this subsection.” 

(b) Change subsection 413 (a) thereof to read as follows: 

“The President shall appoint, by and with the advice and consent of the Senate, 
an Administrator for Technical Cooperation, who, under the direction of the 
President or such other officer as‘he may designate pursuant to section 412 hereof 
to exercise the powers conferred upon him by this title, shall be responsible for 
planning, implementing, and managing the programs authorized in this title. He 
shall be compensated at a rate fixed by the President without regard to the 
Classification Act of 1949 but not in excess of $16,000 per annum. The President 
may also appoint, by and with the advice and consent of the Senate, a Deputy 
Administrator for Technical Cooperation who shall perform such functions as the 
Administrator shall designate, and shall be Acting Administrator for Technical 
Cooperation during the absence or disability of the Administrator or in the event 
of a vacancy in the office of the Administrator. The Deputy Administrator shall 
receive compensation at a rate fixed by the President without regard to the 
Classification Act of 1949 but not in excess of $15,000 per annum.’ 


Chairman RicHarps. As you know, I have introduced H. R. 7005 
by request. That means that the bill is here as a basis for considera- 
tion. It does not mean that I personally approve of the amount 
proposed here as an authorization, or that I personally approve the 
other provisions of the bill. 

You also have before you a comparative committee print of the 
bill in ““Ramsever rule” form, showing the changes proposed in existing 
law. The heavy black print is the text of the new bill. The para- 
graphs in smaller type follow the Ramseyer rule in showing the 
proposed changes. New language is printed in italic, and proposed 
deletions are shown within brackets. 

Before I proceed further, | would like to say we are privileged to 
have with us this morning the Mutual Security Director. 

Last vear’s bill was a revolutionary bill in a good many respects. 
One thing it did was to provide for the appointment of one man to 
take the responsibility for this program. 

Mr. Harriman, this morning we will proceed to question you under 
the 5-minute rule that we use here. We will interrogate that way 
first, and then it is our custom to open the discussion for unlimited 
questions by any member. 

I will take just a few minutes myself. It is now a quarter to 11. 

Mr. Harriman, you were appointed Director of this program by the 
President, is that correct? 
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STATEMENT OF HON. W. AVERELL HARRIMAN, DIRECTOR, 
MUTUAL SECURITY AGENCY 


Mr. Harriman. That is correct, about the Ist of November. 
About 4)5 months ago? 


Chairman RiIcHARDs. 
Mr. HARRIMAN. Yes. 


Chairman RicHarps. Last year’s bill provided for a Deputy Di- 
rector. Have you appointed that Deputy Director? 

Mr. Harriman. Yes; Mr. John Kenney has recently been appointed. 
As a matter of fact, he was sworn in vesterday. His name was sent 
up to the Senate. There was some delay in his consideration. The 
delay did not result from any question about him, but because of 


procedural problems. 


He has been informally working for some weeks on the program. 
Is he the man you have selected for your 


Chairman RicHarps. 
Deputy? 

Mr. Harriman. Yes; 

Chairman RicHarps. 
appointed Director? 

Mr. Harriman. No. 


Chairman Ricuarps. 


to run the Mutual Security Agency. 


The over-all program for which you have been 


He is Deputy Director. He has charge of 
the day-to-day work of MSA. 


MSA itself? 


Mr. Harriman. Yes, with a small staff of technical people, who 
are helping me with the responsibility of the Directorship, coordinat- 
ing it, and the supervision over the whole program. 

You said Mr. Kenney will be the Deputy 


< ‘hairman RicHarps. 
Director of MSA? 

Mr. Harriman. Yes. 

Chairman RIcHarps. 

Mr. Harriman. Yes; 


Chairman RicHArbs. 
Security bill for the Ass« 


the organizational requir 


You have under him an Associate Director? 
“Ty Wood and several other men who have 
been familiar with the program for some vears. 

Was there a definite provision in the Mutual 
wiate Director, Mr. Wood, or is that part of 


ements? 


Mr. Harriman. That is part of the organizational requirements. 
There were provisions for certain appointments by the Senate. Mr. 


Wood has the senior pos 
Chairman RicHarps. 


Director and coordinator. 


Chairman RicHarps. 
Mr. Harriman. Mr. 


ition. 


What is Mr. Tannenwald’s job? 
Mr. Harriman. Mr. Tannenwald is on my personal staff as Assistant 


What about Mr. ¢ 


Gordon is here. 


He is my counsel. 


rordon? 
He is charged with the 


program problems and the coordination of the program. 


Chairman RicHarps. 


What about that provision? 


representative? 


The bill provided for a foreign representative. 
Have you appointed a European 


Mr. Harriman. The President has appointed Mr. Draper to be the 


United States representative in Europe. 


He will represent the 


Secretary of State, the Secretary of Defense, and myself, in my two 
capacities, both as coordinator and as MSA head. 

He took office in January and has full charge of the United States 
representatives. He is combining all the aspects of the Mutual 
Security Program and of NATO in one organiza tion there. 


Chairman ‘Ric HARDS. 


Is he a deputy? 
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Mr. Harriman. No; he is the United States special representative. 
Chairman Ricuarps. Is there a deputy representative? 

Mr. Harriman. Yes; there is a deputy to him, General Anderson, 
who was one of the leading men in the Air Force in Europe during 
the past war. He has been in business for the past 5 vears. 

Chairman Ricuarps. What have you done about the organization 
known as ISAC? 

Mr. Harriman. That organization does not exist. I have an 
advisory committee which comes together on any matters which need 
coordination. Matters are discussed on a staff level. 

Mr. Gordon heads that advisory committee. 

Where there are any matters on which there is overlapping re- 
sponsibility in either of the three principal agencies, these problems 
are discussed, and I receive the advice of the different agencies on the 
matters that are before us. We get team action on that staff level. 

If there are any questions that require top-level discussion, I 
discuss them with Mr. Acheson, Mr. Lovett, and Mr. Snyder. 

Chairman Ricuarps. Congress abolished ISAC. I was concerned 
to know whether or not vou had created something else—— 

Mr. Harriman. No. I have to coordinate this program. I have 
to get the men from each department in to talk the matter over and 
get teamwork action on where there are overlapping responsibilities. 

Chairman RicHarps. You consider that these appointments were 
necessary for efficient operation? 

Mr. Harriman. | think we are carrying out the will of Congress, 
which, | understand, very largely came from this committee, of getting 
a coordinated program here at home. 

We have this brand-new situation abroad where there is only one 
man representing, as I say, the Secretary of State, the Secretary of 
Defense, and myself. He is developing a coordinated staff under him 
which, I believe, will insure what vou correctly wanted; a coordinated 
program. 

Chairman Ricuarps. My time is out. A little later on I will 
pursue that further. Dr. Eaton. 

Mr. Eaton. What is the supreme objective of the organization of 
which you are the head? 

Mr. Harriman. Of the Mutual Security Program? 

Mr. Eaton. Yes. 

Mr. Harriman. To contribute to the security of the people of the 
United States. 

Mr. Eaton. Only the people of the United States? 

Mr. Harriman. And the free world. It is a mutual-security pro- 
gram. It is carrying out the will of Congress that, to attain our 
security, we must have a free world participating on a mutual basis. 

Mr. Eaton. Is the free world beginning to do that? 

Mr. Harriman. That is my strong personal judgment. 

Mr. Eaton. That it is? 

Mr. Harriman. Yes. 

Chairman Ricuarps. Mr. Gordon. 

Mr. Gorpon. I have just one question, Mr. Chairman: Mr. Harri- 
man, is there any date set for stopping the Mutual Security Program? 

Mr. Harriman. No; there is no date set for it. I said in my 
testimony that I think we will probably expect another large capital 
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build-up program next year. We are ina cold war, and we cannot tell 
what the international tensions will be. 

It has been decided in NATO, I think wisely, based on the recom- 
mendations of the committee of which I was a member, the Temporary 
Committee of the Council, that there should be annual review of what 
the military build-up should be for successive years, based on inter- 
national tensions and newer techniques of warfare. 

Mr. Gorpvon. What about 1954? 

Mr. Harriman. At the present time the NATO countries have 
agreed on the provision of certain forces, which were testified about. 
These force agreements are firm for 1952; a provisional for 1953; and 
for planning purposes beyond that are in order that nations can take 
the steps this year which will make it possible to have a certain 
build-up subsequently. 

Mr. Gorpon. Is it anybody’s guess when this will come to an end? 

Mr. Harriman. Yes. What is clear is that, when there has been 
a build-up of the specialized-type equipment required, the program 
will taper off and at a certain time will be sharply reduced, because 
our major contributions are in the highly specialized weapons. 

It is my personal judgment, for w vhat it is worth, as I have said 
before, that when the free world gets strong enough the international 
tensions will come down and we will expect the development of the 
kind of world we can live in in a more normal way. 

Mr. Gorvon. Thank vou, Mr. Secretary. , 

Mr. Harriman. May I say, when I said “another large capital 
build-up program,” I meant a large capital build-up in Europe of the 
military type that we are involved in today. 

Chairman Ricuarps. Mr. Chiperfield. 

Mr. Cuiperrieip. Mr. Harriman, the chairman has called to your 
attention the provisions of the new law. How do you feel this new 
set-up is working out? 

Mr. Harriman. Well, perhaps I should be a little more modest 
than I am going to be. Perhaps | was the wrong man to appoint for 
that. But I think the Congress was right to get a coordinated pro- 
gram. I think all parts of the program are in the interest of our 
security, and I think they should be coordinated. I think we have 
accomplished a great deal in the direction that Congress wanted by 
the designation of one man to represent the United States on all 
NATO and Mutual Security Program affairs in Europe. 

Mr. CuiperFievp. | recall from your statement the other day the 
difficulties of determining the maximum amount required and the 
duration of this program about which Mr. Gordon was questioning 
you a moment ago; that you would have no objection in the executive 
session of going into that in some detail and making some estimates 
as to the maximum that vou can foresee or the possible duration of 
such a program, and so on. Would you? 

Mr. Harriman. | would be very glad to discuss it. I do not know 
that 1 can be very precise. 

I do believe when we get the capital build-up of equipment com- 
pleted and have trained men in Europe, we can look for a military 
expenditure over-all that will be sharply reduced. 

Mr. CurperFietp. We had some testimony in executive session 
before on the possible duration maximum cost of the program. I 
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would like to discuss in executive session your idea concerning those 
matters. 

Mr. Harrman. All the countries in NATO have agreed that there 
should be annual reviews, which I believe is a very wise thing, so we 
can take recurrent stock where we are rather than having a vague plan 
for some future build-up. 

Mr. Cuiperrietp. Thank you, Mr. Harriman. 

Chairman Ricuarps. Mr. Mansfield. 

Mr. Mansrievp. Mr. Harriman, I want to compliment you on the 
way you have gone into this new Mutual Security Program, about 
which you have ‘had nothing to say in its setting up, but for which you 
have been chosen Director. 

Speaking personally, having observed you for some weeks in Europe, 
I know of no one who could have put in longer hours and shown a 
greater interest in this program than you did when it was placed in 
your lap. 

Now, getting back to some of the implications in the legislation 
passed last year, the Congress stated you should reduce the personne! 
in the Mutual Security Agency by at least 10 percent. Could you 
tell us for the record what you have done in that respect? 

Mr. Harriman. There has been a cut in the MSA of about 16 
percent in the administrative personnel in MSA at home and abroad. 

There has been an increase in personnel as a result of the addition 
of my coordination office, which is required by law. If you add those 
personnel, which I do not think is quite fair, because of the new respon- 
sibility, it would bring the cut down to 13 percent. 

There are people on the technical assistance programs around the 
world, paid from appropriations which Congress has given for those 
programs, and they change from time to time, depending upon what 
the programs are and what has been authorized to be expended. I 
am speaking of the MSA’s administration. 

Mr. Mansrietp. To the best of your ability, Mr. Harriman, you 
have, insofar as the cutting of the personnel is concerned, followed the 
mandate of Congress and even gone a little beyond the 10 percent? 

Mr. Harriman. We have gone substantially beyond that. That 
does not mean the process is ended, because I think there will be some 
further reductions. 

There will be, I think, some additions when it comes to a newer 
type of responsibility. But the process of reducing will be continued. 
The only addition to be made will be because of the new responsibility 
as provided for by the present operation. 

I am speaking now of the problem of getting munitions production 
in Europe, whic h is our responsibility today, and the activities will be 
concentrated on the support of the military program in Europe. 

Mr. MAnsrFietp. One more question. The Congress was quite 
disturbed last vear about the imposition of taxes, especially by the 
French Government, in the creation of this infrastructure system of 
airfields, depots, and what not in France and French North Africa. 
What is the status of that particular situation today? 

Mr. Harriman. There have been negotiations with a number of 
countries, including France. The agreement With France, I under- 
stand, was signed last week. 

It provides for the elimination of the payment of all forms of import 
duties, or identifiable taxes, in France. Similar agreements are being 
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negotiated with the other countries, not only for the construction 
work, as Congress provided, but for offshore procurement, on which 
we are now embarking. 

Mr. Mansrietp. A substantial progress has been made in that 
respect, is that right? 

Mr. Harriman. In France and other countries, if there are any 
payments being made, an amount is being withheld which is estimated 
to be more than enough to cover the taxes that may be involved. 

Mr. Mansrievp. Thank you, Mr. Chairman. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. I understand that on January 31, 1952, the Mutual 
Security Agency personnel was 2,541, which is just 7 below the ceiling, 
which was 2,548. Now, that is not any 17 percent reduction, is it? 

Mr. Harriman. I do not know what figures you have there. In 
my statement I covered the Mutual Security Agency. 

I explained also there were MSA technical assistance programs in 
all parts of the world which Congress authorized in the last legislation. 
I think there has been some increase in the personnel of the MSA tech- 
nical assistance program, which deals, in effect, with assistance pro- 
grams in different parts of the world, since the appropriations were 
made last vear. 

Mr. Vorys. You do not administer the technical assistance pro- 
gram? 

Mr. Harriman. No. These are the technical assistance programs 
that are within the MSA’s responsibility. 

MSA is operating in Europe and in the Far East. The Technical 
Cooperation Administration operates the point 4 program in south 
Asia, the Middle East, North Africa, and Latin America. 

There is in the European program, as well as the far-eastern pro- 
gram, technical assistance projects to carry out the program approved 
by Congress last vear. 

I think, for example, in Europe there were 204 on technical assist- 
ance programs on August 31, and as of January 31 there were 252. 

But the administration in Europe has gone down from 1,078 to 
834, about a 20-percent cut. 

Mr. Vorys. But the over-all figure under this statutory requirement 
is a reduction of seven, is that not right? 

Mr. Harriman. That is not my understanding of what the Congress 
had in mind. If we had gone at it the other way, we could have 
stopped any technical assistance program and not spent the money 
for technical assistance and had an increase in our administrative staff. 

As I understood the intent of Congress, it was to cut back the 
administrative staff which had been developed under the Marshall 
plan, and that we have done. 

When it comes to the technical assistance programs, I believe it is 
the intent of Congress to have us develop these technical assistance 
programs to obtain the objectives of the act. 

Mr. Vorys. Under your December 31 report there was about 
$11,900,000,000 that had been expended, with about $10,300,000,000, 
as I recollect, for military aid, and about $1,600,000,000 for eco- 
nomic aid. What is the unexpended amount now? 

Mr. Harriman. Do you have the figures on that? We have spent 
over-all roughly 2!) billions, General, have we not, on the military aid? 

General O_mstep. A little over $2 billion, as of the 31st of January. 
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Mr. Harriman. Out of a total of? 

General Otmstep. Out of a total of $9% billion. 

Mr. Vorys. What is that date? 

General Otmstep. The 31st of January. 

Mr. Harriman. That is expended. Now, on the commitment side, 
there is about $4 billion left that has not been committed, is that 
right? 

General Otmstep. That is right, $3.8 billion. 

Mr. Harriman. On the economic side, there is how much? 

Mr. Haran Cievetann. About $1.3 billion was unobligated as of 
January. 

Mr. Vorys. I cannot hear you. 

Mr. Harriman. $1.3 billion as of January, including funds for 
technical assistance. 

Mr. Vorys. I am not talking about obligated. 

Mr. Harriman. As you know, we tell the countries it is available 
to them and they come forward with their requests for the commodi- 
ties, which are screened and scrutinized. 

Generally speaking, we have informed the countries what is avail- 
able, and they are all in the process of coming through with the re- 
quests. The expenditures are made when the shipments go forward, 
is that correct? 

Mr. Hartan CieveLanp. Yes. The expenditures are about a 
billicn Lebird the ebligations. 

Mr. Harriman. That has always been the ease. 

Chairman Ricwarps. Mr. Vorys, you will want to pursue that 
further. Your 5 minutes are up at present. 

Mr. Vorys. I would like to get the answer to what is unexpended 
for economic aid. 

Chairman Ricuarps. Will you give him that figure, Mr. Harriman? 
We will not go into it further until later. 

Mr. Harriman. The unexpended balances of economic assistance 
funds were $2.3 billion as of January 31, 1952. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Botton. I would like to get clear in my mind the actual posi- 
tion of Mr. Draper. 

Mr. Harauman. Mr. Draper is the United States special repre- 
sentative in Europe for all NATO affairs and for the Mutual Security 
Program in all its aspects. 

Mrs. Boiron. And functions under you? 

Mr. Harriman. He represents myself, the Secretary of State, and 
the Secretary of Defense. 

Mrs. Boiron. And he is responsible to whom? 

Mr. Harriman. He is responsible to all of us. 1 have responsibility 
for the over-all coordination of the Mutual Security Program. There 
are certain matters relating to NATO affairs in which he is responsible 
to the Secretary of State; and, as you know, the Secretary of Defense 
has primary responsibility for the military side of the program. We 
work together. 

Mrs. Boiron. We have a triangle, and he is up here? 

Mr. Harriman. He is appointed by the President, but he works 
under directives from the three of us. 

As far as the Mutual Security Prozram is concerned, I give him his 
instructions, and his instructions are coordinated. 

Mrs. Botton. How many Ambassadors do we have in Paris now? 
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Mr. Harriman. In relation to NATO and Mutual Security affairs, 
there are three. There used to be two under the Marshall plaa, the 
special representative and his deputy. 

Mr. Merchant has been appointed with the rank of Ambassador, to 
work under Mr. Draper, to represent us in NATO affairs. 

Mrs. Bouron. What relation do they have to our Ambassador? 

Mr. Harriman. In Paris? 

Mrs. Bouron. Yes. 

Mr. Harriman. None, except that Mr. Draper has the responsibil- 
ity for the coordination of the Mutual Security Program. I may add 
that in each country we have established the principle, in accordance 
with the will of Congress, that the Ambassador should be the leader of 
the team and we should have a team in each country dealing with all 
aspects of the Mutual Security Program. 

Mr. Draper has contact with the Ambassador as it relates to the 
Mutual Security Program, but not with respect to our diplomatic 
relations. 

Mrs. Bouron. The contact is with Mr. Draper 

Mr. Harriman. The country-by-country responsibility is for the 
Ambassador to handle, together with the Mutual Security Agency 
mission chief and the military mission head. 

Mrs. Botron. Thank you. I have no more questions. 

Mr. Harriman. Mr. Draper comes into the country picture when 
there is some special problem with respect to which the Ambassador 
feels he needs and wants Mr. Draper’s personal help or advice. 

Chairman RicuArps. Mr. Carnahan. 

Mr. Carnanan. In the division of expenditures between military 
assistance and economic assistance, do you not get into a fringe where 
it is rather difficult to determine which category it should be charged 
to? ° 

Mr. Harriman. No, because the economic assistance which is pro- 
vided in this authorization relates to support of the defense programs 
of the countries. 

It is defense support of, let us say, a substantially larger expendi- 
ture by the country involved. It makes it possible for them to 
import the necessary commodities which are necessary to make the 
defense effort. 

The military organization comes in two fields. One is military 
end items, most of which are manufactured in the United States. 
About 25 percent is planned for what is known as offshore procure- 
ment, purchase of military items in Europe, to expand munitions 
production in Europe. 

It is true that the programs must be worked out together, that there 
must be coordination, but in the detailed administration they are 
separate programs. 

Mr. Carnanan. As to funds expended for the purchase of military 
items in a country that is being aided, is that classed as military assist- 
ance or economic assistance? 

Mr. Harriman. The primary responsibility for that is in the 
Defense Department, coordinated by Mr. Draper abroad. 

The defense support is administered by the MSA mission chiefs in 
each country, and again coordinated by. Mr. Draper. 

Mr. Carnanan. Funds that we spend in France, for instance, for 
the purchase of military items, is that credited to military assistance 
or economic assistance? 
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Mr. Harriman. No. Offshore procurement comes out of the 
military assistance appropriations. 

Mr. CarnaHwan. That is all. - 

Chairman Ricuarps. Mr. Merrow. 

Mr. Merrow. Mr. Harriman, it is proposed that all the funds made 
available to date on the Mutual Security Program will be obligated 
by the end of this fiscal year, is that right? 

Mr. Harriman. Substantially. As far as the MSA funds are con- 
cerned, they will all substantially be obligated. Of course, they are 
in the pipeline. 

There has always been a billion-dollar lag between the obligation 
and the actual shipments, something like that. But they will be obli- 
gated actually by the end of the year. 

The Secretary of Defense or the Defense Department can give you 
the details of what they expect to obligate toward the end of the year. 
I understand it will be substantially obligated. 

All the funds we are asking now are predicated on the availability 
of the equipment that will come from the appropriations last year. 

Mr. Merrow. You are asking for $7.9 billion in new appropria- 
tions this year. From what you have said, are we to conclude at the 
end of this fiscal year there will be a carry-over in both military and 
economic aid of about $1 billion? 

Mr. Harriman. Not a carry-over of that—— 

Mr. Merrow. Unspent? 

Mr. Harriman. There is always in the pipeline obligations for which 
pavments are made after the end of the fiscal vear. Put, substantially, 
the funds will be obligated by the end of the vear. 

Mr. Merrow. This $7.9 billion is quite a substantial sum of money. 

Mr. Harrman. It is. 

Mr. Merrow. In giving this to our friends, do you think they have 
done as much as they should to help themselves over the past year? 

Mr. Harriman. I believe they have. I believe their program for the 
expansion of their military programs is, by and large, considering all 
the factors, their fair share of the burden of mutual defense. 

It is verv hard to get an accurate comparison. It is hard to get a 
budgetary comparison. In addition to which we must recognize the 
Europeans have a gross national product per capita of less than one- 
third of ours. 

It is very much more difficult for people with one-third the income to 
pay as large a percentage of their income as it is for people with higher 
incomes. 

They are providing the men and the clothing, and they are maintain- 
ing them. They will have in Europe a larger number of men under 
arms than in our own military establishment, and vet our contribution 
to Europe is something like 10 percent of our total military budget. 

We are developing a military establishment which will very greatly 
add to the strength of our own security and, in fact, I do not know any 
way that we can get security without this military program in Europe. 

Mr. Merrow. We have, for instance, a situation in France where 
there is a grave tax problem, and we are going to spend under this 
proposed program a great deal of money in that country. I can name 
problems in several other countries. 

Have we any way of getting these countries to cooperate to a greater 
extent to do those things which we feel are necessary to be done in 
order to realize our objectives? 
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Mr. Harriman. We had this NATO committee, of which I was 
Chairman, which went over the programs of these countries, military 
and financial. 

As far as the French were concerned, they have increased their 
budgets since the discussions of the temporary committee. The 
French people are paying in taxes, although they have about a third 
of our income per capita, a larger percentage of their incomes than the 
people of the United States. 

They are fighting a very expensive war in Indochina against the 
Communists, and at the same time they are trying to develop a sub- 
stantial military force on the Continent which will permit them to 
come in on a basis of equality with the Germans in this European 
Defense Community which they have initiated and proposed. 

I think any fair analysis of the French situation will indicate that 
the French people are doing their share, and are trying to carry as 
heavy a load as their present economy permits. All the countries 
hope to expand their economy as we do, and they have indicated they 
are Willing to expand their military expenditures as they expand their 
economy. 

Chairman RicHarps. Your time is up. Mr. Chatham. 

Mr. Cuatruam. Mr. Harriman, I am very grateful, as are thousands 
of our citizens, for the work you are doing. 1 would like to have vou 
know of my gratitude. 

I would like to say to the members of this committee that with Mr. 
Harriman, General Eisenhower, Mr. Kenney and Mr. Draper we 
could not have more experienced men running these programs. 

I have two questions which I think are of importance. From the 
information I have received, the work of the MSA and NATO is 
helping toward western union? 

Mr. Harriman. Very much so. 

Mr. Cuatuam. I wanted to ask if you thought that was true. 
And the second question is, is Britain still holding back her cooperation 
toward western union? 

Mr. Harriman. No. The program for the European defense 
Community is for six countries on the Continent. They are pooling 
their military establishments, developing a supranational structure 
which will have a judicial branch, executive branch, and the begin- 
ning of a legislative branch, and one commission of defense which will 
gradually act as one department of defense for the six countries. 

The British have not felt they could join that. I think they have 
good reason for it. But they have provided divisions and an air force 
to be part of the NATO army under General Eisenhower. 

They are giving encouragement to the French in the initiative they 
have taken in the development of this European Defense Community. 

The British government has given assurance to the French that 
they will stand back of the NATO army as against what is now called 
the “European army.’ One army for the six countries. 

Mr. Cuatuam. Do you feel, sir, there would be an effective western 
union without Britain taking an active part? 

Mr. Harriman. There can be an effective federation of the six 
countries on the Continent without Britain, ves. 

Mr. Cuatuam. Thank you, sir. 

Chairman Ricuarps. Dr. Judd. 

96908—52-——4 
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Mr. Jupp. Mr. Harriman, is it absolutely necessary for the Congress 
to appropriate money for a fiscal year which it knows will not be spent 
during that fiscal year? 

Mr. Harriman. I think it will be largely spent in this fiscal vear. 
There will be some items for which orders must be placed today in 
order to get the production to carry through the coming year 1952 
and to carry through this plan which under the Lisbon “plan all the 
countries have agreed to, to build up the forces which are required 
for our mutual security. 

Mr. Jupp. I think that you probably cannot let contracts and 
obligate money unless there is authorization. But why should the 
Congress in addition to authorization by legislation from this com- 
mittee—appropriate several billion dollars that it knows will not be 
spent? You will have $7 billion left unspent at the end of this year. 

Mr. Harriman. There was a lag in the shipments to NATO 
because of Korea, and because of a certain lag in our own production. 

It is now projected that during fiscal years 1952 and 1953 there 
will be expended for military assistance a total of about $12 billion 
under the high priority that is being given. This request is necessary 
to carry out the Lisbon plan. 

Unless it is authorized these countries will not have the equipment 
they need or will not be able to go forward with the plans for further 
expansion. 

Mr. Jupp. I realize you plan to spend $12 billion. 

But with the $5.35 billion in this bill, in addition to the $9'5 billion 
on hand, you are going to have $15 billion available to spend. 

I am trying to get at this: We make an authorization in our sub- 
stantive legislation so the agencies can go ahead and make their pro- 
grams and obligate the funds. ‘Then we go down on the House floor 
and somebody moves to cut the appropriations—not in our bill, but 
in the appropriation bills that come along—to those amounts that 
will be spent and no more. We are called upon to get up and defend 
the full appropriation, arguing that the House must appropriate all 
the money that is authorized even though we know perfectly well it 
is not going to be spent in the fiscal year. 

I would like to get from you a statement as to whether or not we 
can tell the Congress when it passes an appropriation bill that it 
can appropriate only what is likely to be spent, even though we have 
authorized more in order to permit obligation. 

Mr. Harriman. That has been the procedure that Congress has 
followed. I believe it is necessary to have the authority. 

Mr. Jupp. I think you could get a lot higher authorization, Mr. 
Harriman, if the House could appropriate only the money that is 
going to be spent. If you insist on appropriating all that is authorized, 
you will not get as much authorized. 

Mr. Burueson. Would the reconstruction set-up for Korea be an 
example of the things you have in mind? 

Mr. Jupp. Yes. I had several other things in mind also. From 
their own figures they say they are going to be several billion dollars 
behind in their expenditures during the year. 

Mr. Lovett testified deliveries had been substantial, but less than 
originally hoped for. When he comes, I want to find out how much 
less than originally hoped for and why? 
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Mr. Harriman. As I understand it, funds cannot be obligated un- 
less there are appropriations for them, or specific advance contract 
authority. 

Mr. Jupp. Would it be any help to put in the legislation authori- 
zation to contract but not ask Congress to appropriate the money 
until the year when it will be used? 

Mr. Harriman. Would you mind discussing it with the Secretary 
of Defense? It is within his responsibility, and I would not want to 
make a definite statement. 

Mr. Jupp. I would like to have the committee study that. 

Mr. Lannam. Will the gentleman yield? 

Chairman RicHarps. Does the gentlemen vield? 

Mr. Jupp. Yes. Then | would like to ask one more question. 

Mr. Lanuam. | wanted to suggest that it seems our Appropria- 
tions Committee, during the past year or two, has refused to make 
any authorization but has insisted on making appropriations before 
any money is obligated. 1 think it is the policy that has been adopted 
by the Appropriations Committee. 

Mr. Harriman. That is what I understood, but I did not want to 
express my personal understanding on something that I did not know 
first-hand. 

Chairman Ricnarps. Dr. Judd, you have one more minute. 

Mr. Harriman. The Congress can either authorize or give specific 
advance contract authority. 

Mr. Jupp. This is the question I would like to ask, sir: I under- 
stand there are some countries that have been unwilling to make the 
agreements under section 511 (a) and (b) whereby they become eligible 
for this assistance. 

First, what are the eligibility requirements to which they object, 
and second, should we change some of those eligibility requirements? 

Mr. Harriman. There are two countries with which there are now 
difficulties, Ireland and Iran. 

Mr. Jupp. Is not Indonesia also refusing? 

Mr. Harriman. The Government of Indonesia agreed, but the 
legislative branch did not support it. We do not know how that will 
come out. 

The Eire Government agreed to give section 511 assurances (article 
(a)), but did not agree to the change in the general purposes of the 
law as between ECA and MSA. 

Chairman Ricuarps. We will come back to that a little later. 
Your 5 minutes are up. Mr. Zablocki. 

Mr. Zasiocki. I would like to have the Secretary pursue that 
point, because I had a similar question | was going to ask, whether 
Spain has refused. 

I note that Spain has not been included in the countries that have 
accepted assurances under 511. What is the status of Spain? 

Mr. Harriman. We sent an economic mission, and some military 
people and a program has been developed. It is about to be negotiated 
with the Spanish Government. One hundred million dollars was 
authorized last vear. That is in the process of negotiation. 

Mr. Zasiockt. She has neither accepted nor refused? 

Mr. Harriman. It is about to be negotiated. 

Craairman Richarps. You want to know who is drawing back, the 
United States or Spain? 
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Mr. Harriman. We are going forward with the—— 

Mr. Zasiockt. That was my next question. When the subeom- 
mittee was in Yugoslavia and Spain, we were disturbed that aid was 
given to Yugoslavia rather freely, and when negotiating to give aid 
that could be just as well utilized in Spain we were dragging our feet. 

If the purpose of our aid to various countries is to be the same in 
all the countries, | for one would certainly like to know just why so 
many conditions were put on Spain that were not put on any other 
country that had received assistance in the past. 

Mr. Harriman. There are no special conditions on Spain. 

We are negotiating a program in accordance with the determination 
of Congress in the amount of $100 million. 

First, an analysis was made and now the negotiations are about to 
begin. 

Mr. Zas.iocki. We have made loans to countries, but not with as 
many conditions as to Spain. They could not use any of the $62 
billion loan, $52 million of which was allocated, for other purposes 
than capital investments. 

Mr. Harriman. We used some of it, after consultation with the 
committees of Congress, for commodities, because of the bad crop 
in Spain last vear. 

Mr. Zasiocki. Mr. Chairman, I would rather pursue that point 
later, because I have a question at this point which I think is more 
important. 

The subcommittee, during its visit and study mission in Europe 
last year, on the basis of those studies, has come to the conclusion it 
would be advisable to put conditions in the Mutual Security Act for 
future aid. 

Would it be feasible, Mr. Secretary, if we put a proviso requiring 
that future aid will be given on a step-by-step basis. <A recipient 
country would have to show a certain amount of effort and coopera- 
tion, if they met a condition, we would only then give additional aid, 
and if they failed we would not continue aid? 

Mr. Harriman. | think it is a mistake to have further conditions. 
I think the intentions of Congress in many cases have been helpful. 
As stated, we can be assured, as far as the military equipment is 
concerned, for example, that no equipment will go to a country which 
has not organized and trained its military units in accordance with 
procedures that have been agreed to. 

General Eisenhower is to make recommendations on priorities 
after inspection of the units, to make sure that they are in a condition 
of organization and training which justifies the furnishing of their 
equipment, either to place them in a state of combat readiness or 
to provide the minimum requirement for training purposes. 

It is in that way I think we can assure that the objective of Congress 
is carried out. 

Chairman Ricuarps. Mr. Fulton. 

Mr. Futron. I am glad to see the Secretary and Ambassador here. 
It is always a pleasure to have his views. 

There has been a figure come out of the Lisbon Conference on the 
total cost of this aid program. Whether we agree with it or not, the 
figure was said to be $300 billion. Would you comment on the 
authenticity of that figure? 
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Mr. Harriman. Absolutely no authenticity at all. We do not 
know how anybody got it. It does not relate to any figures anybody 
has ever seen of any shape, form, or category. 

Mr. Futron. The newspaper reports on that are completely 
incorrect? 

Mr. Harriman. Absolutely no foundation. 

Mr. Fuvron. Another matter that causes some of us on the com- 
mittee concern is the method of making up the budgets of the European 
countries. That has no reflection on anyone in our services, because 
we are actually looking from the outside as to what their budgets are. 

I do not want any duplication of the program on mutual security 
and, of course, | do not want to spend any useless money. 

That brings me to the question on this matter of the British with 
their program for the production of atomic materials and the bomb. 
It must not be a small program. It was in their budget, but we in 
Congress did not know anything about it nor did this committee know 
anything about it. 

I think in relation to this program we ought to have some comments 
as to why we did not know about it, or why we were not told by the 
British Government, because it certainly affected, No. 1, their budget, 
and No. 2, their security. 

Then, thirdly, if it is a duplication and we are doing the same 
thing here, where the Mutual Security Program is to eliminate as 
much as possible overlapping duplications, what is the recommend- 
ation on that? 

Mr. Harriman. No. 1, we were familiar with the fact that the 
British were going ahead. 

I think this subject had better be discussed in executive session, 

Mr. Fuuron. | would rather have the public part now. 

Mr. Harriman. We did know that there was work going ahead 
with the program of the development of at6mic energy. 

Mr. Futron. Was that vou people in the Executive Department 
but not us in Congress? 

Mr. Harriman, It was in the press. I think that is right. I have 
known it for some period of time. They started some period of 
time ago. 

I knew the man who was in charge of it, Air Marshal Lord Portal. 
He was here. 

Chairman Ricwarps. Mr. Harriman, vou think you should go 
further into that in executive session? 

Mr. Harriman. Yes. IT was familiar with the fact. I did not 
know anything about the details. I was personally familiar with 
the fact that he was in charge, and they went forward with it. 

This was some vears ago. 

Mr. Furtron. It had not been submitted to this committee or 
taken up as part of the Mutual Security Program or part of the 
military program. 

Could it be submitted to this committee so we would know some- 
thing about the size of it? If our money has been going into it under 
the Marshall plan and under the Mutual Security Program to make 
up a deficit of their military budget, we should have the facts of that 
given to the Congress. 

Mr. Harriman. I think perhaps we had better discuss the details, 
and also the details of the militarv budget, in executive session. 
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Mr. Futron. Could we have those figures submitted to us later? 

Mr. Harriman. I am sure that the Defense Department has those. 

I do not know exactly what security considerations are involved, 
whether it is a matter for the Atomic Energy Commission, and how 
far it is appropriate to go in providing this information. 

I just do not know the details of the atomic energy program. | 
would think that this committee should understand in broad terms 
what is involved. 

Mr. Fuvron. When it has been released to the public, that there 
is such an atomic program, it would seem to be all right. 

Are there any other programs for atomic energy production or 
atomic bomb production among the countries of the free world that 
we are not advised about? 

Mr. Harriman. | do not know any that you are not advised about. 
The French had some studies in nuclear problems, but it was rather a 
small project. 

There is certain work that is done in the medical field, using the 
products of atomic research for medical purposes. 

Mr. Futron. There is no program in these countries that you are 
advised of that we on the committee are not advised of? 

Chairman Ricuarps. I do not think you ought to ask that question 
because even though he said there were no such programs, that may 
be information that should not be given out, whether it is positive 
or negative. 

I would rule that you not proceed along that line in open session. 

Mr. Fuuron. Is there a close watch being made to see that the 
security of the United States is not being endangered through the 
delivery of any weapons from our United States supply? 

Mr. Harriman. Well, General Eisenhower is in command of the 
NATO forces, and this equipment goes to the NATO forces. 

Mr. Futron. I meant from our own stockpile or production. 
The Joint Chiefs of Staff ruled that these should be screened for our 
own security and our own arms first. 

Mr. Harriman. Korea has had an overriding priority, and the 
President has directed that equipment then be furnished to the forces 
that are likely to get the first attack should there be one. 

Chairman Ricuarps. Your time has expired. Mr. Ribicoff. 

Mr. Risicorr. Mr. Harriman, I think the inquiry started by Mr. 
Vorys and pursued by Mr. Judd is the key to the success or failure of 
this entire measure on the floor. 

Constantly your group comes and talks about the urgency of the 
authorizations and appropriations. I understand that there is always 
a lag in the pipeline. But on your figures today it seems difficult to 
understand this approximately $6 billion unobligated, which is ap- 
proximately one-half of the sum appropriated in the past 2 years. 

How do you explain the failure to obligate $6 billion in view of the 
so-called urgency of getting the goods over to Europe? 

Mr. Harriman. As far as the MSA is concerned, there was a delay, 
a conscious delay, in notifying the countries as to what they could 
count on for their programs because of the Temporary Committee 
analysis of the military programs of each country. 

Now each of the countries has been informed of what they can count 
on, and they are in the process of putting in these specific requests. 
They will come through rapidly. 
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As far as the military is concerned, I think it would be more effective 
if the representatives of the Department of Defense, the Secretary of 
Defense, who is primarily responsible, explained it and the manner in 
which they are progressing rapidly with the placing of the contracts 
which were, after all, only authorized last October. 

Mr. Risicorr. This is an accumulation of 2 years. I fail to under- 
stand your talk about the European countries not knowing what was 
available. I assumed that under NATO you sit around a table and 
determine what each country needs in order to make NATO a viable 
organization. 

Out of that determination comes the factor of how much money will 
be given to each country or each section of the world. 

If that were the case, and if that is done properly, I do not under- 
stand where you come in with the factor that the countries were not 
notified as to what was available. I hope it is not a situation where we 
are putting money on the table and saying, “Come and get it.” 

Mr. Harriman. Part of the money—some of the countries were 
informed—was held until we could get an analysis of the military 
program to satisfy ourselves that the money was needed to carry out 
the military program which they submitted which was analyzed by 
this Temporary Committee, and the countries were so informed. 

But there is a lag in each program. Each program has to be ap- 
proved after having been reviewed. It takes a period of time to have 
those requests come through, analyzed, and then approved. 

It is the procedure we have persisted in following, and I think it is a 
wise procedure. The countries, when they know the situation, can 
schedule their imports on a month-by-month basis, and then will 
have this money before the end of the year to spend. 

Mr. Rrercorr. If you say you do not know what was needed, and 
that is why it is unobligated 

Mr. Harriman. No. 

Mr. Rinicorr. Unless you came to Congress in the past two sessions 
dnd told us how much was needed, and not knowing, how do we know 
out of this $7.9 billion how much is needed? 

Where did you get vour figures for the requests that vou are making 
under this bill? 

Mr. Harriman. We have a program now which the countries have 
accepted as their programs, and we will submit to you in detail country 
by country why these are needed. 

I want to make it plain that the countries have been notified of the 
amounts that were available to each country, and that was taken into 
account in connection with their moving forward on their military 
budgets. 

Therefore, it is the procedures which we have established, in accord- 
ance with the will of the Congress, to make sure that item by item the 
purchases were in accordance with the program that has been author- 
ized. 

Mr. Rrstcorr. Under 511 (a) and (b) there are these agreements. 
Were they made on a pro forma basis or is the Mutual Security Ad- 
ministration following up these agreements to see that the conditions 
specified are being complied with after the agreements are made? 

Mr. Harriman. We have continually done that. There have been 
bilateral agreements with each country under the Marshall plan and 
under the Mutual Security Program. That is the current practice. 
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Mr. Rreicorr. I assume before these hearings are over you will be 
able to submit to us specific requests for corrections to be made by 
these countries and what they have done to comply? 

Mr. Harriman. Well, we have negotiated with each country bilat- 
eral agreements. I do not know precisely to what you refer. 

All the NATO countries are moving forward with their NATO 
obligations. 

Mr. Ristcorr. For instance, subsection 511 (a) states: 

(4) make, consistent with its political and economic stability, the full contribu- 
tion permitted by its manpower, resources, facilities, and general economic condi- 
tion to the development and maintenance of its own defensive strength and the 
defensive strength of the free world; 

(5) take all reasonable measures which may be needed to develop its defense 
capacities. 

I understand that certain of these countries have not done things 
that we think are necessary to make NATO come into complete being. 

What are we going to do to make them comply? 

Mr. Harriman. That was analyzed by the Temporary Committee. 
These countries have moved forward with a program, which was the 
Lisbon plan. We have military missions in each country to analyze the 
military program. 

Chairman Ricuarps. Your time has expired, Mr. Ribicoff. Mr. 
Javits. 

Mr. Javirs. Mr. Harriman, I find in the information furnished by 
the executive branch the statement that the total funds from all 
countries required in fiscal 1953 to meet the Western European portion 
of the agreed NATO build-up the estimated amount of $17.7 billion. 

Is your case before the Congress in substance the fact that what 
vou are requesting for the NATO powers, to wit, somewhere in the 
are. of $5.2 billion, as the United States amount of that $17.7 billion? 
Is that the case you are trying to prove to us? 

Mr. Harriman. The countries have budgets of about $14 billion 
additional for military purposes, for instance. As far as the Lisbon 
plan countries are concerned, there is about $5.2 billion of United 
States funds required, of which $3.8 billion are for military items and 
$1.4 billion for defense support. The $14 billion of Western European 
defense budget, or $13.9 to be more exact, and the $3.8 of military end 
items provided by the United States, make up the $17.7 billion of funds 
required to finance the 1952-53 program in Europe in this bill. Then 
there are additional appropriations requested for the new NATO 
countries, Greece and Turkey. = 

It is our opinion that the NATO countries by and large are doing 
their share in terms of manpower. They all have universal military 
service; some of them have been extended. 

They have extended the period for their specialists. All of them 
are expanding their military budgets and, by and large, are doing 
their fair share. 

Mr. Javirs. Are we to understand, Mr. Harriman, therefore from 
what you have just said that the Temporary Council Committee, 

over which you presided, also ascertained what would be the United 
States share of this total outlay? 

Mr. Harriman. No. We had to make certain assumptions. We 
had to make two assumptions, that Congress would authorize the 
continuation of about the same amount of contributions to NATO 
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as the Congress did last year, and that there would be a general con- 
tribution through the European Defense Community. 

Mr. Javits. You gave TCC those assumptions; they did not make 
them themselves, is that right? 

Mr. Harriman. We had to make some assumptions. We could 
not develop a program without assumptions. 

Mr. Javits. What I am trying to get is that TCC has made certain 
requests of the NATO nations. Now, is it also making a request of 
the United States or did it just assume that the United States would 
do so much and then make its request of the others? 

Mr. Harriman. That assumption was taken at Lisbon that an 
appropriation in this amount would be requested. Otherwise the 
forces would not be in a state of readiness as defined by the Lisbon 
plan and the countries would not be able to carry out their military 
programs as contemplated. 

They would not be able to carry out their programs, and it would 
mean, if defense-support assistance were eliminated, a cut 1. their 
programs of roughly 2); times what the cost of the contemplated 
defense support would be. 

Mr. Javits. Is it agreeable to the admininstration for us to con- 
dition the authorization and appropriation on the performance of the 
recommendations of TCC by the NATO powers? 

Mr. Harriman. The TCC did not make a formal recommendation. 
They made suggestions. All countries accepted the military improve- 
ments suggested and made additional budgetary efforts. 

Some were found to be impossible to carry out, but it was all 
worked out by an agreed plan at Lisbon, which has been accepted by 
all of them. 

I think it is not right to make a condition. I think we have pro- 
cedures now through the priority system, which have been described 
by the Secretary of Defense, to take care of that. He can give you 
more detail on it. Then we can be sure our equipment does not go 
to any units that are not in combat readiness. 

Mr. Javirs. Will the administration undertake to administer the 
funds that we authorize and appropriate on the basis that they will 
only be used to supplement what the other powers put up under the 
TCC recommendations? 

Mr. Harriman. | think it would be a mistake to make that kind 
of condition, because | think there are factors there which could not 
be defined. I think it is involved in the legislative responsibilities of 
the different countries. I think it would contribute to the kind of 
propaganda where we seem to be trying to dictate to them rather 
than that we are on a mutual basis. 

In France, they have gone beyond the budgetary request which the 
TCC has said is their share. 

Chairman Ricuarps. Mr. Battle, | beg your pardon. I did not 
mean to pass you by just now. 

Mr. Barrie. I have no questions at this time, Mr. Chairman. 
However, I would like to make one comment. I would like to con- 
gratulate Mr. Harriman for the job he is doing, especially on the 
administration of the east-west trade legislation which originated in 
this committee and was passed by the Congress last year. Mr. 
Vorys, Mr. Chiperfield, Mr. Burleson, Mrs. Kelly, and myself have 
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been checking up on the administration of this legislation, and will 
be checking up on it from time to time in the future. 

Mr. Harriman. We need all your help. I appreciate the help you 
have given us. 

Mr. Barrie. Thank you, Mr. Secretary. 

Chairman Ricuarps. Mr. Jackson. 

Mr. Jackson. I have no questions at this time. It is pleasant to 
see a fellow survivor of Bogoté. I have no questions at this time, but 
that is without prejudice to my role as a devil’s advocate. 

Mr. Harriman. I am glad you used the words you did. 

Chairman Ricuarps. Mr. Burleson. 

Mr. Burieson. Mr. Harriman, section 514 of the Mutual Security 
Act of 1951, provides for the promotion of increased production of 
strategic materials in the countries who are cooperating. 

If it is appropriate in open session, I would like to hear your dis- 
cussion as to your encouragement, discouragement, your disappoint- 
ments, or otherwise in connection with this section. 

Mr. Harriman. There are negotiations going on with a number of 
countries for the expansion now of strategic materials. 

Some of them are being consummated. By and large, we are 
getting cooperation. All sorts of problems are involved. It requires 
mutual surveys. Some of the work is being done by the countries 
themselves. Some of it will require special allocation of short items 
of equipment in this country, and it will have to be taken up case by 
case. 

By and large, the countries of Europe are as anxious as we are to 
get the expanded production of the raw materials that are in critical 
world supply, because they, as we, can produce more, and known 
production facilities are greater than the availability of the raw mate- 
rials at the present time. 

Mr. Burteson. You do not have any real disappointment as to 
the progress and accomplishments under this provision? 

Mr. Harriman. No. I think it is fair to say in each case there are 
all sorts of problems, the question of transportation facilities, ports, 
and railroads, as well as a thorough study of the cost factors in such 
development. 

Mr. Burreson. I presume this is a long-range view rather than the 
immediate? 

Mr. Harriman. Yes; they are all long range. When you start a 
project, it is several years before you get the increased production. I 
believe we should work together for the expansion. It is only through 
an expanding economy that all of us can stand the military expendi- 
tures. 

Mr. Burveson. Provision was made in the 19 
the amendment was offered by Mrs. Kelly—for $ 
distribution of surplus labor in Europe. 

I see in our chairman’s bill provision is made for another $10 million 
for this purpose. 

Chairman Ricuarps. Did you say, “‘Chairman’s bill’’? 

Mr. Burteson. The draft measure continues the contribution to 
the Provisional Intergovernmental Committee for the Movement of 
Migrants from Europe. 

This organization was established in Belgium in 1951 as I under- 
stand it. I am not familiar with it at all, but anyway, the provision 
is retained. Will you comment on this feature. 
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Mr. Harriman. I am going to give you very general information. 
I-can supply you with more detail. But there are some very basic 
problems of overpopulation, particularly in Italy, Germany, and one 
or two other countries, And by working together, not only with the 
European countries but with some of the other countries that want 
immigrants, we have been able to stimulate useful migration. That 
should be continued. 

It has a very important political bearing on the scene in Italy, and 
is very important in Germany. 

Mr. Burveson. Has it actually produced some results? 

Mr. Harriman. Yes. I cannot give you the details today, but | 
will be glad to inform you and have the men who are familiar with the 
work give you the details of what has been accomplished and what 
will be accomplished by this organization. 

It is a cooperative move in which a number of countries participate. 

Mr. Burteson. The language of the chairman’s bill would indicate 
this might be another DP Act. It is not intended to be that, is it? 

Mr. Harriman. No. 

Mr. Burteson. Thank you. 

Chariman Ricuarps. Mr. Burleson, were you here all summer, or 
were vou in other parts? 

Mr. Burteson. I was just reading the dreft of vour bill, Mr. 
Chairman. 

Chairman Ricuarps. You know Mr. Jackson, do you not? 

Mr. Burreson. Not well. 

Chairman Ricuarps. Mr. Hays. 

Mr. Hays. Mr. Harriman, there is economic aid only for Austria 
in the bill as submitted? 

Mr. Harriman. That is correct. 

Mr. Hays. And that is on the theory, I assume, that the economies 
of the other countries of urope are functioning as well as we could 
expect at this date? 

Mr. Harriman. The defense assistance, which is a type of economic 
assistance, is in every country related to the military effort—to make 
it possible for them to carry through their military programs. 

There is not a peace treaty with Austria. Austria is occupied, or 
part of her country is occupied by Russian troops. This is a con- 
tinuation of economic assistance to help maintain political stability 
in Austria, which is under pretty strenuous difficulties on account 
of the occupation. 

Mr. Hays. I thought the Secretary of State had an excellent 
statement in which he said that the defense we must rely on is not 
entirely on arms but in a highly functioning economy throughout 
the free world. 

I should think before the hearings are concluded we would want 
to take a look at it to be sure that the policy enunciated is flexible 
enough to give aid that might technically be economic aid and yet 
in the larger sense is military aid. 

Do you feel we are not trusting too much to the assumption, that 
the situation that looks good in relation to the past is such that 
economic aid is not necessary? Iam thinking of England, for example, 
which has been our main prop at times. 
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Mr. Harriman. In this program of $1,400 million for the Lisbon 
countries, $600 million is for the United Kingdom. 


Britain went forward with her military production program faster 


than any of the other countries; in fact, it has about 60 percent 
presently of the military production in Europé. All of her facilities 
have been converted. 

Mr. Hays. I did not get the figure. 

Mr. Harriman. Have been converted to military production. 

Mr. Vorys. Sixty percent. He did not hear you. 

Mr. Harriman. Sixty percent of the total military production in 
Europe as a whole. She needs to maintain an import program or 
she will have to cut her military program. As is seen from the budget, 
the British are cutting their imports further and are going forward 
with an austerity program, attempting to get increased production 
over-all and get a balance between exports and imports. 

She has undertaken a very heavy military production program, and 
this defense support is to make it possible for her to maintain that 
military program. 

It will include agricultural commodities as well as raw materials 
that go into the common use, military and civilian. 

I do believe it is absolutely essential for us to help other countries 
import, or else they will have, as we figured, to cut their military 
program by 2' times as much as our help, and will create a major 
problem within the countries themselves. 

We must recognize that for the expanded military program, if these 
countries want to continue to undertake year by year such a thing, 
they must have an expanding economy. That requires increased 
imports or else they will not be able to carry through with their 
expanding military program. 

In other parts of the world there is economic aid to deal with the 
political and economic situation that exists in those countries. 

Mr. Hays. Thank you, Mr. Harriman. 

Chairman Ricnarps. Mr. Holifield. 

Mr. Hottrteip. | wish to explore the counterpart funds for purchase 
of strategic metals a little bit further than Mr. Burleson did. 

As I understand it, the law requires that not less than 5 percent 
of this local counterpart currency shall be set aside to purchase 
strategic materials. 

Mr. Harriman. And for other purposes. 

Mr. Hourrteip. I noticed in some of your ECA bilateral agree- 
ments you specified that no more than 5 percent be set aside. 

Taking into consideration the fact that one of our great bottle- 
necks right now in jet plane production is the need for certain of 
these strategic materials, if these materials are available, why could 
not additional amounts of counterpart funds be used to a greater 
extent than the 5-percent limitation? 

Mr. Harriman. I do not think we should because it makes their 
problems of having enough dollars to pay for the needed imports 
greater. If we do that, we have to ask the Congress for more money 
for defense support. 

Actually, with those countries that have the raw materials— 
strategic materials—contracts have been made. 





The counterpart funds have been expended where the countries 
did have the materials that we needed. 
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Mr. Houirietp. Would you say that by other means we are getting 
as much of this strategic material as is available? 

Mr. Harrrman. We are getting up to the extent of 5 percent, ves; 
but there are some countries from whom we are buying currently raw 
materials. I think we should continue that process. 

I think 5 percent is enough to set aside, as has been the case in the 
past. 

Mr. Houtrietp. That judgment is based not on the need of the 
materials but on the basis of disrupting a local economy? 

Mr. Harriman. It would completely disrupt what we are after, 
which is to get these countries on a self-sustaining basis so they can 
buy their needed raw materials over a period of time. 

Mr. Houtrrevp. I just wanted to be assured that where these 
materials are available we would not allow them to remain un- 
purchased by other means in addition to the counterpart. 

Mr. Harriman. We have done so where we have felt the contracts 
could be made. The counterpart has been used as the Congress 
indicated. There is some for administrative purposes, and so forth. 
We have used those funds in accordance with the direction of Congress. 

Mr. Hourrretp Thank you. 

Chairman Ricwarps. Mr. Lanham. 

Mr. Lanunam. You said a moment ago that at Lisbon you had to 
assume that the Congress would appropriate approximately what it 
did for the current year in making your plans for the 1953 budget. 
Why, then, is the request for more than the Congress appropriated 
last year? 

Mr. Harriman. As far as NATO is concerned, I do not think it is 
more than last year. There is, of course, the addition of Germany. 

There are expanded programs in other parts of the world, a program 
in the Far East, one for South Asia, and one for the resettlement of 
refugees in Israel and the Arab States. 

Mr. Lanuam. Is the request for NATO in excess of the appropria- 
tion for the current year? 

Mr. Harriman. I think it is about the same. I will get that and 
give it to you. (See p. 52.) It would be somewhat more for defense 
support. 

Mr. Lanuam. I would like to have that. 

Mr. Harriman. Actually it is not far different because last year 
we had to use $478 million made available for the military end items 
to help countries purchase raw materials to maintain their programs. 

Mr. Lanuam. One other question. With reference to the unobli- 
gated funds at the end of the present fiscal year, could you estimate 
what the unobligated funds will be? 

Mr. Harriman. I think largely on the MSA side—— 

Mr. HarLan CLEVELAND. There will be none. 

Mr. Harriman. They will be fully obligated by the end of the year. 
I think the Defense Department will show they are going forward 
rapidly and getting the procurement contracts Placed. There are 
some changes in specifieations. May I ask what that is? 

General OtmstEep. Between 400 and 500 million dollars, about $200 
million of which will be uncompleted offshore contracts, contract 
changes and components that do not match up with the end item type. 

Mr. Harriman. The general tells me that there will be between 400 
and 500 million dollars of the present funds which it is estimated will 
be unobligated. Of this amount about $200 million will be in the off- 
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shore procurement program which will be delayed by negotiations, 
the institution of necessary procedures, and the development of specifi- 
cations and all of the planned offshore procurement contracts may 
not be fully placed. It will be about $200 million. The balance will 
be contracts which will have been worked out and will be in the 
process of negotiation. 

Mr. Lannam. Not more than half a billion dollars? 

Mr. Harriman. Not more than a half a billion is the estimate. 
They will be in the process of obligation-and will be obligated shortly 
after the fiscal year ends. May I ask the general to make a statement 
on that? 

Chairman Ricuarps. General, will you give your name so that the 
stenographer will be able to report it? 


STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, 
MILITARY ASSISTANCE PROGRAM, OFFICE OF SECRETARY OF 
DEFENSE 


General Oumsrep. The remainder of that 400 to 500 million dollars 
will be in components which do not match up with end items, where 
the time phasing for the component is short and the time phasing for 
the end item is for a long-time period, such as radios for tanks. It isa 
situation where we do not want to buy certain equipment for air- 
planes because they will not be ready at the same time. We want to 
buy the components on a 6-month contract. There is not very much 
we can do about that sort of thing. 

Mr. Lanuam. I am thinking of the question which Mr. Judd asked, 
as to why it was necessary to make the appropriation this year when 
you have unexpended funds in such a large amount. But, as I under- 
stand it, the Appropriations Committee will not now permit contract 
obligations, and we must appropriate the full amount if you are to 
obligate that amount during the next fiscal year. 

Mr. Harriman. Excuse me? 

Mr. Lanuam. I believe you said you did not want to comment on 
that. Is it not true that the Appropriations Committee will not per- 
mit you to enter into contract obligations unless an actual appropria- 
tion has been made? 

General Otmstep. That is correct, sir. 

Mr. Lanuam. That is all. 

Chairman Ricnwarps. General, what is your official position? 

General Otmstep. I am Director of Military Assistance of the 
Department of Defense. 

Chairman Ricuarps. You are under the Department of Defense? 

General O_msTep. Yes, sir. 

Mr. Harriman. May I give an answer to Mr. Lanham’s earlier 
question? Last year’s appropriations for title I was $5.9 billion; this 
year’s request is $6 billion, which is approximately the same. 

Mr. Vorys. On that, however, you transferred what—$475 mil- 
ion? 

Mr. Harriman. What was that? 

Mr. Vorys. You transferred it from military to something else? 

Mr. Harriman. Yes. Last year the Congress appropriated $4.8 
billion for military and $1.1 billion for economic, roughly. And we 
had to transfer $478 million. 
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There is $1.8 billion for defense support this year of which $1.4 
billion is for the Lisbon countries, because we believe we can get more 
defense in Europe and more mutual security by several times by this 
defense support program. 

Chairman Ricuarps. Gentlemen, I think that is about all we can 
do. Was that a quorum call? 

We have finished interrogration under the 5-minute rule I expect 
we had better not continue this morning because there will be inter- 
ruptions. 

In the morning, we will start unlimited questioning of Mr. Harri- 
man, and I want every member to take as much time as he wants. I 
have a few questions I wish to ask Mr. Harriman myself. I am sure 
the other members do. 

Mr. Harriman, we appreciate your being here. Can you come back 
tomorrow morning at 10:30? 

Mr. Harriman. Any time you say. 

Chairman Ricuarps. The committee stands in recess until tomor- 
row morning at 10:30. 

(Whereupon, at 12:17 p. m. the committee recessed until 10:30 
a. m., Wednesday, March 19, 1952.) 
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WEDNESDAY, MARCH 19, 1952 


Hovsr or REPRESENTATIVES, 
CoMMITTEE ON FOREIGN AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:43 a. m., Hon. James P. Richards (chairman) presiding. 

Chairman Ricuarps. The committee will come to order. We will 
continue the open hearings on H. R. 7005. Mr. Harriman will con- 
tinue his testimony. 

We finished yesterday the 5-minute question period. Now we will 
start around the table on unlimited questioning. 

Mr. Harriman, I have one or two questions I want to ask. 

In this bill a proposed authorization is made for $7.9 billion for 
military aid, technical aid, economic aid, and so forth. 

I want to ask one or two questions about Europe. In round figures, 
I believe about two-thirds of this $7.9 billion is asked for Europe. 
To be exact, we want military assistance for Europe in the amount 
of $4,145,000,000 or a total for all areas of $5,425,000,000 and you 
have asked for defense support of $1,819,000,000. More than half 
of the entire amount asked for is for European operations of one 
kind or another. 

About one-third, [ believe, of what you asked for Europe is for 
military-support aid, 

It was the understanding of the Congress, and I think more or less 
the understanding of the country, that under the Marshall plan 
economic aid would end in 1952. What about that? 


STATEMENT OF HON. W. AVERELL HARRIMAN, DIRECTOR, 
MUTUAL SECURITY AGENCY 


Mr. Harriman. The Marshall plan was a 4-year plan, and, as we 
all know, it was estimated that it would cost $17 billion. 

The events of Korea and the international tensions have overtaken 
the Marshall plan. It is my firm belief that if it had not been for the 
change in the international situation the Marshall plan would have 
been a success far ahead of what was projected. 

The Congress authorized $12 billion in the first 3 years, and perhaps 
another billion would have been required to complete it, which 
would have been $13 billion. For substantially less than $17 billion 
I believe the European countries would have been on a self-sustaining 
basis. 

They were beginning to develop their military establishments in a 
normal way. We would have had strong, healthy associates develop- 
ing in the world. 
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Perhaps we would have had one or two exceptions, such as Austria 
and Greece, for reasons with which you are familiar. 

But what has happened is that Korea has changed the international 
situation vitally. It resulted not only in the decision on our part to 
greatly increase our own Military Establishment, but also is the deci- 
sion on the part of the Europeans, with our full agreement and appro- 
val, to substantially increase their military expenditures. 

The war in Indochina is having an effect, in addition, on France— 
a war which has stepped up in cost and intensity. 

Not only has it increased the military expenditures which have 
changed the situation, as that situation was contemplated in the Mar- 
shall plan, but also the change in raw-material prices of the world which 
resulted from the increased demand, to a very considerable extent 
from our own demands and changes in the terms of trade. The relation- 
ship between the raw-materials imports and the exports of Europe 
have made it extremely difficult for Europe to find the external 
exchange by which to buy the raw materials to carry on its expanded 
military program. 

Therefore, as we face the world today, as a result of the aggression 
in Korea, of our Government’s decision that we could not remain 
undefended, and of our policies of encouraging and supporting our 
NATO partners in the expansion of their military effort, it is proposed 
that we assist the European countries through defense support to 
buy the necessary commodities to carry on their expanded military 
program. 

We can, in detail, | believe, show you that there we gain more 
defense from this defense support request than from any other assist- 
ance for which we are asking for funds. 

Chairman Ricuarps. Thank you for that, Mr. Harriman. We will 
go into the testimony in support of vour proposal for defense support 
in detail a little later on. 

Did I understand you to say if it had not been for the Pacific situa- 
tion, and particularly the Korean, you would not be here advocating 
any kind of economic assistance? 

Mr. Harriman. I believe we would have concluded the Marshall 
plan for roughly $4 billion less than was originally contemplated, and 
we would have had healthy associates in Europe. 

Chairman Ricwarps. Following that up a little bit, suppose the 
Atlantic Pact had not come about and General Eisenhower's forces 
had not been in the process of organization, in other words, if NATO 
had not been developed, would you have been here asking for economic 
support for Europe? 

You say that this is “defense support.’’ That is defense support for 
NATO, is it not? 

Mr. Harriman. That is right. Of course, General Eisenhower's 
appointment resulted from the increased tensions that came from the 
aggression in Korea, and was an expression of the need that we and 
our partners in Europe felt for the development of a rapid build-up of 
effective forces in our mutual defense. 

Chairman Ricuarps. That is part of the picture? 

Mr. Harriman. Yes. I doubt if General Eisenhower would have 
undertaken the mission otherwise—I should not speak for him. The 
reason for asking him to do it was because of the feeling on all of our 
parts, not only in the United States, but also in Europe, that it was 
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necessary to get a combined command and to develop unified forces 
on the most economical basis. 

Chairman Ricuarps. Defense support for Europe is m fact eco- 
nomic support? 

Mr. Harriman. It is for commodities which constitute economic 
support for the defense effort. 

Chairman Ricwarps. What do you think about the relative im- 
portance of the $1,819 million as compared with the $4,145 million 
for strictly military items, and so forth, as support to the NATO 
organization? 

Mr. Harriman. I believe it is a most important item in NATO, or 
Europe as 2 whole, because the $1,819 million covers not only the 
Lisbon countries, but also Austria, Yugoslavia, Greece, and Turkey. 
I believe it is the most important single item in the request that we 
have made, sir. 

Chairman RicHarps. You mean this figure which is almost half 
of the military assistance you seek? Do you feel it is more important, 
or just as important, as the same amount within the military 
assistance? 

Mr. Harriman. Nothing that I say should be interpreted to mean 
that we do not need it all. I do believe we need it all in our security 
interest. But I think we can show that the defense support is the 
most important single item as it relates to the development of security 
in Europe. 

Chairman RicHarps. Why do you say that? 

Mr. Harriman. Because it is a generator. It makes it possible 
for the Europeans to expand their own military effort. In fact, if 
they do not get it, they will have to cut their effort back sharply, 
and in such event, aside from the fact that they are able to spend two 
or three times as much as they could without it, 1t would vastly 
change the whole NATO picture, ‘mpair the morale that now exists, 
and destroy their confidence that they can expand their military effort 
and attain security. 

If defense support is not provided, it will jeopardize the carrying 
through of the plan to develop the European defense community, and 
to bring Germany ‘nto the defense of the West. 

I think it would be difficult to retrieve the situation in the event 
that there should be such a cut-back in the present NATO plans and 
in the armies that are being developed under General Eisenhower. 

Chairman Ricuarps. What about the cost to the United States? 
If you can develop this mutual defense support, do you think that can 
be done with a saving to the taxpayers of the United States, assuming 
this program is going to be approved? 

Mr. Harriman. | think we get, as I say, more security for the 
United States out of that item than in any other item. 

Chairman Ricnarps. Why do you say that? 

Mr. Harriman. Because it generates several times more expendi- 
tures on the part of the Europeans. It conceivably could be made 
up by shipping two or three times as much equipment from the United 
States, but even that would not do it. 

We would have to get into the kinds of commodities that are not 
now considered military items. {t would cost very much more. If 
+ want the same security, it would cost us very much more than this 
gure. 
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; Chairman Ricwarps. Then shipping end items from this coun- 
ry 
Mr. Harriman, Shipping end items of one kind or another, which 
they can produce themselves. It would reduce their military produe- 
tion in Europe and would extend the day when they can have their 
own munitions industry to maintain their own military establish- 
ments without our assistance. 

Chairman Ricnarps. If they do not get something along this line, 
if we withdrew military assistance, straight out, they would be left 
high and dry and would have to start from scratch; is that what you 
mean? 

Mr. Harriman. Elimination of defense support would mean a 
cut-back of forces and a cut-back of military production in European 
industry. 

It would either completely, or very largely, demoralize the present 
developing confidence. We might try to make it up, which I am sure 
the Congress would not approve, by several times as large an appro- 
priation for military end items. 

And, as I say, it would put off the day when the munitions industry 
of Europe could develop the production necessary to maintain ade- 
quate military forces from their own resources. 

Chairman Ricuarps. Would you be asking for the $1,819,000,000 
if it was not actually defense support in Europe? 

Mr. Harriman. In Austria; ves. 

Chairman Ricuarps. Is that the only exception in Europe? 

Mr. Harriman. Possibly in Greece as well. But if the European 
countries were not moving forward with the expanded military pro- 
gram we would not be asking for this sum of money. 

Chairman Ricuarps. Have you anything to say about what these 
countries would be up against in the expansion of their military pro- 
gram to meet the needs of NATO economically? Would it have a 
drastic effect? 

Mr. Harriman. They would have to cut back their present forces, 
change the length of their military service, reduce the number of 
units, cut back on their growing munitions industry, throw a lot of 
people out of work, try to reconvert to export industries, and there 
would be general confusion for a period of time and a very great 
demoralization of their growing confidence. 

Chairman Ricuarps. Mr. Harriman, the reason I am asking you 
these questions myself is that I am a little confused about it. 

You know what the papers are saying. You know what a lot of 
people are saying. They are saying you have just a name here, 
You have “defense support” and it is really a continuation of economic 
aid. 

Mr. Harriman. It is economic aid, sir, but it is for completely 
different purposes than the Marshall plan. 

The Marshall plan was to help the Europeans reestablish their 
economy. ‘This economic aid is to help support the defense effort. 
The word was used because we think it is right, and to make it clear 
that it is not for the same purposes as the Marshall plan, which was 
adopted by Congress for an entirely different purpose. 

Chairman Ricuarps. You feel that putting it in the European 
defense plan against communism the United States taxpayer will get 
more value for his dollar in this so-called defense support than we will 
on this $4 billion? 
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Mr. Harriman. Several times, but I still believe the $4 billion is 
necessary as well. 

Chairman Ricwarps. I asked you if you would be asking for eco- 
nomic aid in Europe under the old Marshall plan, and you said no, 
with the exception of Austria. Why is that? 

Mr. Harriman. Austria—at least a large part of the country—is 
occupied by Soviet troops. 

We have no peace treaty with Austria. Austria is occupied by the 
British, French, and American forces, and also the Soviet forces. 
The Russians are making it very difficult for the Austrian government 
to get its economy on a balanced basis. The Austrians are very 
vigorous in their determination to resist Soviet domination. The 
recent elections have shown that they have only something like a 
5 percent Communist vote even in the areas that are under Soviet 
troop domination. 

The Austrians are showing great courage in standing up against 
the Soviet pressures. 

Chairman Ricuarps. You think it is essential we are not pushed 
out of Austria? 

Mr. Harriman. It is a key country; very much so. 

Chairman RicHarps. And there is grave danger that the economy 
is not—- 

Mr. Harriman. There is great danger if the economy collapses. 
The amount involved in the aid for Austria is $86 million. 

Chairman Ricuarps. What about these figures for Europe, in 
round numbers? I am just talking about Europe now because that 
is the bulk of the whole thing. 

Did you pull these amounts out of the sky as Mutual Security 
Administrator and say, “We are going up to Congress and ask for 
something g: 

Mr. Harriman. No. The Council at Ottawa appointed this 
Temporary Council Committee, of which I was Chairman. 

We analyzed all the programs of the countries and encouraged some 
to expand their programs, increase their military effort, and then a 
plan of action was approved at Lisbon. 

The whole program was gone over by General McNarney, who was 
assigned to me. | went over this program when I was here before in 
executive session. We worked very closely with SHAPE and General 
Eisenhower and his staff. 

We have in each country military missions which have advised us 
of the requirements. The figures have been developed cooperatively 
by MSA and the Defense Department as a result of these studies 
which have been made and the plan of action which was approved by 
the Lisbon meeting. 

Chairman Ricnarps. You realize that the country is just about fed 
up with helping some countries that they feel are not doing enough 
for themselves? 

Mr. Harriman. I realize that. It is my belief that, by and large, 
there is a difference of opinion within Europe itself as to which country 
is doing the most or which country should do more. 

But, by and large, considering the political and economic conditions 
of the different countries, they have pride in doing what has to be done. 
They feel they should do their share, and have expanded their pro- 
grams and intend, if they can get an expanded economy, to put even 
more into their military. 
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I do want to make it clear in what I say that the military end 
items are essential in order to get well-equipped allies, because that 
includes items that can only be produced in the United States at the 
present time. 

So, by saying that we get more for our expenditures in this defense 
support item, I do not want in any way to indicate that I do not 
believe the military items are of vital importance in carrying through 
the build-up of military strength in Europe. 

Chairman Ricuarps. You will not get a very quick build-up out 
of the $1,819,000,000, will you? 

Mr. Harriman. As Mr. Lovett quoted from General Handy in his 
testimony which you heard, there were practically no forces in being, 
or effective, in 1950, and the Lisbon plan calls for 50 divisions and 
4,000 aircraft in the original NATO countries alone, and that does not 
include Greece and Turkey. 

I must say that as a result of my work with the committee I was 
much encouraged by the speed with which effective military forces 
could be developed this year for a larger build-up in 1953. 

The German participation will very much strengthen the whole 
situation. But their contingents for the European army will not come 
into being until 1953 in an effective manner. 

Chairman Ricuarps. I am taking too much time right now. I am 
going to pass on to some of the other members. Mr. Vorys. 

Mr. Vorys. Mr. Harriman, was this comic book prepared for 
Congress, this one with the little pictures of politicians and soldiers, 
and so forth? 

Mr. Harriman. I did not know there were any politicians in there. 
I did not know it was a comic book. I did not know that soldiers 
were comic people. 

These charts were developed in order to give a visual picture which 
would explain some of the factors that are involved in defense support 
and in the development of the program in Europe. 

Mr. Vorys. Seriously, did you prepare this for Congress? 

Mr. Harriman. It was prepared by MSA to be of such assistance 
to you as possible. 

Sometimes I do not present things as intelligently as I would like, 
and a picture or chart——— 

Chairman Ricuarps. You do not object to those fellows sitting 
around the table down there? 

Mr. Harriman. It was prepared for the presentation. The details 
of it will be explained. 

Mr. Vorys. I do not know whether that is a picture of your staff 
sitting around the table there or not. 

Chairman Ricuarps. You are talking about page 5? 

Mr. Vorys. Yes. In NATO, must the actions be unanimous or is 
there a voting procedure? 

Mr. Harriman. Action in NATO must be unanimous. It does 
not prevent any individual country taking any individual action 
that it wishes to in addition to whatever decisions are reached. 

Mr. Vorys. For instance, the action taken at Lisbon was unani- 
mous, was it not? 

Mr. Harriman. That is right. 

Mr. Vorys. Was there ever at any previous time unanimous 
approval of a plan? 
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Mr. Harriman. There have been some programs that have been 
developed for planning purposes, yes. 

Mr. Vorys. For instance, one of the NATO countries could say, 
“We don’t think the plan is right as applied to us, but you can go 
ahead and have it for the rest”; on the other hand, would any one 
country have the power to veto the whole plan? 

Mr. Harriman. I think we should be rather specific as to what is 
involved in that. No NATO decision is binding on a government 
without the approval of that government, no agreement to undertake 
a certain program is binding on the executive branch of any govern- 
ment until it is approved by the legislative branch. 

Of course, in all cases the American representatives have always 
made it plain that in anything that related to action required by Con- 
gress there could be no commitment until there was action by the Con- 
gress. That was made plain at all stages. 

Mr. Vorys. I am not raising that point. 

Mr. Harriman. But each country is a sovereign country, and no 
decision of NATO can bind the government of that country without 
the agreement of that country. 

It does not mean that NATO can interfere with the size of the mili- 
tary establishment we decide to develop or the size of the military 
establishment that the British, the French, the Dutch, or anybody 
else, wants to have. They can move forward in any way that they 
want to. 

Mr. Vorys. I am just trying to see if I understand the complex 
problem which TCC had, and that was to work up a plan that would 
be acceptable to the executive branches of the various governments, 
which, as I understand, you did. 

Mr. Harriman. That is right. 

Mr. Vorys. But at all times each government, you and the other 
representatives there, would say, “Of course, what we have suggested 
here depends on action by our parliaments, congresses, and so forth’’? 

Mr. Harriman. That is right. 

Mr. Vorys. So at present the Lisbon decisions, or the Lisbon 
recommendations, are dependent on the action of all the parliaments; 
is that not true? 

Mr. Harriman. Thatis right. The governments agreed to recom- 
mend to their parliaments certain actions. 

Mr. Vorys. I heard that Luxemburg had already approved. 
That is the only one I have heard of. 

Have any of them yet approved and implemented the decisions 
made at Lisbon? 

Mr. Harriman. They are all moving forward. Each one of them 
has a different fiscal year. Some of them have the same fiscal year 
we have. Some of them have the calendar year. Some of them from 
April through March. 

oe eye as the parliaments have voted funds, they have moved for- 

ard. In the case of France, which has the calendar year as its fiscal 
year, they vote appropriations on a month-by-month basis, and have 
moved forward with the expenditures that are contemplated as being 
their part. 

They are all taking action in one way or another on the military side 
to carry out and direct their efforts in the direction of the decisions 
that were taken at Lisbon. 
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That gets into all sorts of things that the executive branch can do, 
the manner of training, the improvement of training, and the use of 
their funds in the direction of getting a balanced, collective force, 
rather than individual national forces. 

There are many things that the executive branch of the Government 
can do in carrying out the plan, whereas they are dependent upon 
the vote of the parliaments for the money. 

Mr. Vorys. When we were in Paris in December, we went out to 
SHAPE and General Eisenhower told us of certain divisions that 
were combat ready. They were equipped, were they not? 

Mr. Harriman. I think we will have to discuss military matters 
in executive session. That has been our understanding. 

Mr. Vorys. I certainly do not want to disclose anything that is 
secret, but there has been considerable public discussion of the 50 
divisions. 

Mr. Harriman. As Mr. Lovett has said, this question of combat- 
readiness depends upon various factors. 

There are some units which are ready to fight today, every day. 
There are some units that require a certain number of days or weeks 
to bring them up to full strength. So that when you speak of an 
effective division, the time in which it can become effective is impor- 
tant. 

And in Europe their process of organization is different from ours, 
because after a man goes through his service period he is in an active 
reserve, assigned to a specific unit which is within a short distance 
from his home, and he is ready for call. He spends a month each 
year, in many cases, with that unit in training or in exercises. 

General Eisenhower said that divisions of this character were 
effective last summer or last autumn, when they were called up. 

So it is a question of what you call the exact nature of each division. 
I think we will have to discuss the details in executive session. 

Mr. Vorys. The 50-division target for this vear is certainly not 
secret, because—— 

Mr. Harriman. No, that has been released. 

Mr. Vorys. I would think that the problem would be, this vear’s 
problem, how to equip the 50 divisions. 

Mr. Harriman. That is correct, how to organize, train and equip 
the divisions. 

Mr. Vorys. But the degree to which they would be combat ready, 
whether reserve or not, is a matter we could not profitably discuss now. 

Mr. Harriman. Mr. Lovett, I believe, said about half of them 
would be ready divisions, that they could fight every day. 

Mr. Vorys. Here is what I am trying to get at, and I would not 
think any of this would be secret: For example, if 24 divisions were 
now ready as far as equipment goes, and if out of the 50-division target, 
6 of them are to be United States divisions, which are already equipped, 
then we have a problem of equipping 20 divisions out of the 50. If 
the divisions that are now equipped have been equipped with about 
$1 billion of American equipment, including a lot of surplus, is it 
proposed we spend around $14 billion for equipping the other 20? 

Mr. Harriman. Could we discuss that in executive session, because, 
as Mr. Lovett said, this would be required to bring the divisions up 
to a ready position this year and into 1953, equip them with certain 
reserves and give them the training equipment for further divisions. 
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I think it would be better, if I may ask, Mr. Congressman, if we 
discuss the details in executive session. 

Chairman Ricuarps. Would you yield? 

Mr. Vorys. Yes. 

Chairman Ricuarps. As a matter of fact, Mr. Harriman, when it 
comes to equipping divisions you do not pretend to be a military 
expert; you have a military man for that? 

Mr. Harriman. No, I do not pretend to be. Colonel Thielen is 
here. I do not know if he wishes to contribute anything. 

Colonel Tureven. [ think there are a few things——— 

Chairman Ricuarps. Just a moment. Will you give your full 
name for the record?) Whom do you represent? 

Colonel THreLen. The Secretary of Defense. 


STATEMENT OF COL. BERNARD THIELEN, OFFICE OF MILITARY 
ASSISTANCE, OFFICE OF THE SECRETARY OF DEFENSE 


Colonel Tureen. My name is Col. Bernard Thielen. I am in the 
Office of Military Assistance, Office of the Secretary of Defense. 

I think the Congress should know about it so that it could be used 
on the Floor and the American people should know about equippiag 
the divisions, emphasizing the qualitative aspect of the problem rather 
than the quantitative. 

All of the divisions in Europe now are equipped at some stage of 
equipment. In some cases it is a rather high percentage of equipment, 
but it should be borne in mind, first, that much of this equipment is 
obsolete and should be replaced in order to assure a high state of 
readiness. 

Another point is that maybe when we equip a division we are 
furnishing that division with initial equipment. It may be that we 
are furnishing it with a small percentage of its equipment and train- 
ing it. The division is not ready to go into combat. It may require 
some months of training, and a small proportion of its equipment is 
sufficient for training purposes. 

Finally, when we say a division is “combat ready,” it needs pot only 
100 percent of the equipment in the hands of the troops, but it needs 
a certain amount of back-up. It needs not only the spare parts and 
ammunition, but it needs a number of complete end items of the type 
the division is equipped with, tanks, motor transport vehicles, and 
so forth, complete in the depots in the rear of that division to support 
its combat divisions. 

That may clarify the point a little bit, sir. 

Mr. Vorys. It does, alittle bit. Now, | wonder if there is anything 
secret about this multiplier factor on defense support. 

I think the figures show that $1.4 billion is for defense support for 
the NATO countries; is that not correct? 

Mr. Harriman. That is for the Lisbon countries; Greece and 
Turkey have come into NATO since. 

Mr. Vorys. You mentioned yesterday that of the $1.4 billion, $600 
million is for Britain? 

Mr. Harriman. Yes, and $400 million for France. Those are 
illustrative figures, as we have always given them to you, and are 
subject to very careful scrutiny and analysis after the appropriation 
is made. 
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They are given as illustrative figures, as we did the Marshall plan 
figures. 

Mr. Vorys. Illustrative, and certainly not intended as commit- 
ments to those countries? 

Mr. Harriman. No commitments, unless it seems wise as negotia- 
tions develop. 

Mr. Vorys. You mentioned yesterday, when I was asking you some 
questions along this same line, about the economic aid end of it, that 
we tell the countries the amounts available to them and they come 
forward with their requests for the commodities which are screened 
and scrutinized. 

Generally, we inform them of what is available, and they come 
through with the requests? 

Mr. Harriman. We do not inform them of these figures. We in- 
form them after we have analyzed the situation and Congress has ap- 
propriated the money. 

Mr. Vorys. I should think that the process would be somewhat the 
other way around, that they would be coming up with their requests 
and then you would be screening them without their necessarily know- 
ing what is available in advance. 

Mr. Harriman. If we did not go through the democratic process, 
which I believe in, of exposing the whole program here, as we did under 
the Marshall plan, why, that would be the normal procedure. 

We have estimated, as a result of the analysis which has been made, 
the requirements of the different countries. However, as a result of 
the procedure we have followed before, the countries know that they 
are only illustrative figures and it is no commitment at all. 

We will ask the countries to come forward specifically with their 
programs and why they need them before we give any indication as 
to the amount which we will assign to them, if the Congress permits 
the same process to go on as we did under the Marshall Plan. 

Mr. Vorys. What I was wondering was this: In the process of 
discussing this, and justifying it before Congress, figures are given 
which are illustrative and which every country will use. They may 
have ideas as to what is available and the changes that are made by 
Congress. 

On this screening, could you give us an example of how a country 
is going to come up with a request that will result in two or three times 
as much military security? Could you give us an example? 

Mr. Harriman. This applies to all of the countries. We would 
analyze the import requirements of that country—-whether they 
were really needed, whether they were common use items; and whether 
they were conserving that particular commodity and using it carefully 
in the development of their own economy—in order to satisfy ourselves 
that they needed it for the defense effort that they are making, satisfy 
ourselves that they are going forward with a vigorous program, and 
that the money is needed. 

The British are a case in point. Mr. Batt will be here and can 
give you more details than I can. They have gone forward with a 
arge munitions production. They have converted their civilian 
industry to that purpose. 

Their requirements for imports will be analyzed and the decision 
reached as to whether in fact they need what has been estimated here 
in order to carry out the military program that they have undertaken. 
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It is on that basis, of course, that we transferred $300 million from 
end-item funds to Britain some weeks ago. We made up our minds 
that the British would not be able to carry on their defense industry 
unless they got the raw materials to keep it going. 

Mr. Vorys. As I understand it, you plan approximately $1 billion 
out of the $4 billion-plus for offshore procurement. That means the 
purchase by the United States of $1 billion of end items in NATO 
countries? 

Mr. Harriman. The $1 billion in offshore procurement will come 
out of military assistance. It is for military end items. 

Mr. Vorys. To be manufactured and assigned for the use— 

Mr. Harriman. In that country or any other country. 

Mr. Vorys. For the use of these 50 divisions? 

Mr. Harriman. It may go to that country or another country. 

Mr. Vorys. In that sort of situation the Defense Department pro- 
cures—just as they would from a factory here. They make a contract; 
it is for certain items; they simply pay as the items are delivered, or 
according to the contract; is that not the way it works? 

Mr. Harriman. Yes. 

Mr. Vorys. And that country will use the dollars they get to pur- 
chase, among other things, the raw materials? 

Mr. Harriman. That is right. 

Mr. Vorys. But they will also have an amount of free dollars out 
of that represented by the difference between, let us say, the labor 
cost which they can pay in francs, lira, or pounds; they will get some 
dollars for other purposes to help their balance of payments, will they 
not? 

Mr. Harriman. That is right. 

Mr. Vorys. We talked about that last year, as being a form of 
defense support, that that was a way in which the United States could 
help in the economic problems of those countries. But that is not 
what you mean any more by “ ? 





defense support’’? 

Mr. Harriman. The offshore procurement does give countries 
some dollars to help in their balance of payments. Those receipts will 
be taken fully in account before there will be any assignment of dollars 
out of this defense support. 

The dollar income for offshore procurement is spread over a period 
of time, depending on when the items are delivered. Some of them 
are long lead items, and some are relatively short lead. They will get 
those dollars at a later period. 

There will be some progress payments, but the main payments will 
come when the material is delivered. Part of these dollar receipts 
will be free dollars; part of them they will need to import raw ma- 
terials to produce the end items. 

We find in Italy, when men go to work, that their food and consump- 
tion is greater, so some of the dollar covers increased requirements for 
imports of food. But there will be free dollars available when the 
time comes for the payment for the articles delivered. 

That income of dollars will be taken into account before the assign- 
ment of defense support. 

I may say that in Britain one of the difficulties is the fact that the 
opportunities for offshore procurement are very limited because the 
British have converted so much of their industry already to munitions 
production. Therefore the opportunities in Britain are much less 
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than in Italy, where there is unemployment and where there are 
factories which can be converted rather readily. 

Mr. Vorys. If in Britain they are making a whole lot of stuff, not 
only to arm their own forces, but to make arms available to the French 
and the rest of them, and we would say, “Now, we will buy that; 
instead of your going through with it, quit using your tax pounds for 
that, we will buy it;” that would give Britain free dollars; would it not? 

Mr. Harriman. If we took up the contracts they ‘have already 
placed, that would give them free dollars to help them with their 
imports. 

Mr. Vorys. But we are not doing that, as I understand it. The 
plan is, as I understand it, that we do not renegotiate production that 
is already going on. 

Mr. Harriman. We had not intended to do so, as far as England 
is concerned. 

Mr. Vorys. By defense support you do not mean the kind of 
economic aid that Congress gives by making funds available for off- 
shore procurement? 

Mr. Harriman. No; we would have more control of the defense 
support, because we do agree upon a specific program of imports, 
whereas under the offshore procurement program the country itself 
has the free use of dollars in whatever way it thinks best. 

Mr. Vorys. I would still like to get an example of this multiplier 
factor in ‘defense support,”’ and find out whether you do it item by 
item, or not. 

Mr. Harriman. Mr. Batt has some detailed cases which he can 
give you. I can only answer it generally—that we have analyzed 
this on a country-by-country basis and these estimates have been 
made. 

In the case of Britain with its $300 million, we figured it would 
mean a defense production cut-back which would be 2% times that 
amount if the British could not get the raw materials to continue the 
manufacture of their munitions. And, of course, it would have the 
disrupting effect of interfering with our whole build-up program. 

Mr. Vorys, Mr. Batt can give you specific cases. 

Chairman Ricuarps. Are vou trying to find out whether they are 
going to get so much offshore procurement from this defense support 
and then have something left for the economy? Is that what you 
are trying to find out? 

Mr. Vorys. There are some new definitions that are used here. 
When we discussed offshore procurement, buying stuff over there 
last vear, we said, in substance, “That will give them defense support. 
That will give them dollar aid and also wind up with military aid.”’ 

I thought, when I first heard about defense support this year, it 
meant offshore procurement. I think some other people did. 

From the information given us, there is going to be about $1 
billion in this year’s program for offshore procurement, which is to 
come out not of the $1.8 billion “defense support” but out of the $4.8 
billion plus military funds. Therefore defense support is different 
from offshore procurement this year. 

Mr. Jupp. I did not understand that. It is dollars or commodities 
other than the end items to the recipient countries? 

Mr. Harriman. Defense support is to help these countries buy the 
raw materials or food, as in the case of Britain, or other agricultural 
commodities which are necessary to carry on their military effort. 
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The offshore procurement is to buy, as the Congressman said, 
specific military items. It helps develop the munitions industry of 
Europe and it has the additional advantage of providing the Europeans 
with free dollars to help them balance their payments with dollar area. 

Mr. Jupp. If we do the buying, it is offshore procurement; if they 
do the buying for their own industries, but with our dollars it is 
defense support? 

Mr. Harriman. With their dollars for commodities, machine tools, 

Mrs. Boiron. You said, “with their dollars.” 

Mr. Harriman. No; with our dollars. 

Mr. Vorys. Mr. Harriman, | want to yield the floor, but I want to 
remind you of this: As our chairman reminded you yesterday, this 
Mutual Security Agency was created, part of it right in this room, 
with the idea that there would be one man that would be responsible, 
and you are it. 

We have great respect for you, and also sympathy for you with your 
difficult job. But in view of that law, we expect you to be a superman, 
and we do not expect to have you say, ‘‘Well, somebody else will have 
to answer it,”’ because you are supposed to have all of the answers 
under one of your hats, TCC, MSA, and so forth. 

Now, I yield the floor. 

Mr. Harriman. I could read you case after case, but I did not 
think it would be profitable. I thought you would have Mr. Batt 
here, and that would save you time in doing it. 

I am satisfied that this analysis has been made appropriately. 
Although you expect a great deal of me, which I am flattered to try 
to do, the act which you passed gave primary responsibility to the 
Defense Department to buy the munitions in Europe which are needed, 
and to make the estimates of what the requirements of the end items 
were for the different countries. 

I think the decision of Congress was very wise to give the Defense 
Department primary responsibility for that purpose. 

Mr. Vorys. One more comment. Defense support sounds to me 
exactly like the Marshall plan. Now, the rest of you can ask ques- 
tions. I yield the floor. 

Mr. Harriman. | would Jike to say this: It is economic assistance 
for an entirely different purpose. One was to rebuild the civilian 
economies from the disruptions of war. This is to help them expand 
their military program. 

Chairman Ricuarps. Would you still contend it could be beans 
or coon root or anything else you want, according to his interpretation? 

Mr. Vorys. That is right. 

Mr. Javirs. Is there tobacco in it? 

Mr. Harriman. I do not know what the commodities may be, but 
it makes it possible for a country to have a defense program of the 
character contemplated. 

Chairman Ricuarps. Mr. Gordon. 

Mr. Gorpon. I have no questions at this time. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Boiron. No questions, Mr. Chairman. 

Chairman Ricuarps. Dr. Morgan. 

Mr. MoreGan. Mr. Mansfield is next. 

Mr. Cuaruam. Mr. Mansfield has gone. 

Chairman Ricuarps. Go ahead, Dr. Morgan. 
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Mr. Morean. What is the difference in military appropriations in 
H. R. 7005 and that of Public Law 249? 3 

Chairman Ricuarps. You had better identify the bill. 

Mr. Morean. I read the bills. What is the difference in military 
appropriations? : 

Chairman Ricnarps. H. R. 7005 is this year’s bill and the other is 
last vear’s bill. 

Mr. Harriman. The total aid requested in fiscal 1952 was $8,500 
million. The Congress appropriated $7,328,900,000. This year’s re- 
quest is $7,900 million. Those are the totals. Here are the military 
items: For Europe the amount requested in fiscal vear 1952 for title T, 
was $5,240 million; the amount appropriated by Congress was $4,774 
million, exclusive of $44 million to liquidate prior years contract 
authority; and the amount requested this vear is $4,070 million. 

Chairman Ricuarps. That is Europe? 

Mr. Harriman. That is for Europe. In title IT countries, which 
include Greece and Turkey, there was about $400 million appropriated 
last vear; $600 million is asked this vear. 

Mr. Morean. That is the purpose of my question. I want to 
know the reason for the difference. 

Mr. Harriman. And in Asia, $535 million was appropriated last 
year, and $611 million was asked this vear. 

Mr. Morean. Then the difference in the military appropriations 
last year and this vear for title I is about $700 million less. And in 
title II it would be an increase of —— 

Mr. Harriman. Of about $200 million. 

Mr. Morean. Is that because of Greece and Turkey? 

Mr. Harriman. | would rather give the answer in executive session. 

Mr. Moraan. In title III there is an increase, too? 

Mr. Harriman. In title III there is an increase of about $75 million. 

Mr. Morean. In title 1V there is another increase? 

Mr. Harriman. Title IV has an increase of about $24 million. 

Mr. Morean. That is all, Mr. Chairman. 

Chairman Ricuarps. Dr. Judd. 

Mr. Jupp. Mr. Chairman, I am sorry I was late this morning, but I 
was tied up with matters dealing with my State. We had a primary 
in Minnesota yesterday which is of great significance to this bill, in 
my judgment. 

Chairman Ricuarps. Would you mind telling us what it is? 

Mr. Jupp. In the first test in the so-called isolationist Midwest 
there was almost a record primary turn-out on a nasty, blizzardy day, 
and General Eisenhower, who is the personfication of a unified Euro- 
pean defense program, got almost as many votes as a popular, favor- 
ite son in his own State, by a write-in vote. Believe me, something 
is happening. 

Chairman Ricuarps. How did you get them out?—barbecues, 
things to eat? 

Mr. Jupp. No; just amidst the snowflakes. 

Chairman Ricuarps. I would like to make a comment, too, before 
you go into that. While we are talking about celebrations, | would 
like to say that we have with us a very distinguished citizen of this 
country and points in South America. ‘This is Mr. Burleson’s birth- 
day today. 
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Mr. Burteson. I will never see 25 again. 

Mr. Jupp. Mr. Harriman, going back to the question we had 
yesterday about vast appropriations being made so long before the 
money is spent if vou are to avoid very drastic cuts in this bill, you 
gave as an illustration yesterday that it takes 18 months to get a tank, 
but maybe vou can get the radio or some other gadget for the tank 
in the last 2 months and there is no use buying that and having it 
lving around until the tank is turned out. 

Is it possible to break down the appropriations so that we appro- 
priate what is necessary to buy the long-lead portions of a plane or 
tank, and not appropriate until the year in which it is going to be used 
for those parts which are specialized and additional, and can be secured 
on a short-lead time? 

Mr. Harriman. As came out in our discussion yesterday, the 
Appropriations Committee has always taken the position that it 
does not like to give contract authority but wants to have the appro- 
priations made for it. 

I think it would be a mistake to break it down item by item. If 
you are going to order a tank or airplane, you must get the necessary 
equipment for it. 

Mr. Jupp. | know, but they order the equipment on a short-lead 
time. 

Mr. Harriman. You have to prepare for doing it. It would be 
possible, if the Congress wished to do so, to give advance contract 
authority rather than appropriations of money. But the Appropria- 
tions Committee has never wanted to follow that procedure. 

We are the humble servants of the Congress. And on this sort of 
question I do not feel qualified, or believe that it would be appropriate 
for me, to express a judgment. But, in the last analysis, the bill has 
to be paid. 

Mr. Jupp. We do not deny that. But you and your staff ought to 
help us, if you can, and if you want to get this money. 

We ought to find a means, if possible, to prevent appropriations 
being made 1, 2, and 3 years before the money is to be spent. I hope 
you will work at it and help us if you can. 

Mr. Harriman. May I say, as far as the European end of it is 
concerned, we are catching up with the long-lead items and the ship- 
ments will be increased very substantially during this current calendar 
vear and the current fiscal year. 

Mr. Jupp. Referring to the delay in deliveries which has been 
greater than anticipated, you spoke yesterday of the Korean war 
Have there been other major reasons for the delayed schedule? 

Mr. Harriman. The delay in production of some of the items. 

Mr. Jupp. Can you estimate or can vou give us information as to 
how far behind your original estimated schedule the deliveries are? 

Mr. Harriman. It was not my original estimated schedule. 

Mr. Jupp. The schedules that were presented to this committee. 
We passed the bill the first 3 vears on the basis of estimates given to 
us. We are now asked to pass again on the basis of estimates. 

I would like to know, before we pass a new act, roughly what the 
performance has been in the previous vears. 

Mr. Harriman. | think we can show you that the production does 
justify the estimate of what is now projected, the $12 billion for fiscal 
year 1952 and 1953. 
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Mr. Jupp. We have to base our judgment on how nearly you came 
to your previous estimate before we can judge how accurate your 
present estimates are likely to be. 

Mr. Harriman. I do not think that the past situation relates to 
the future because there was a diversion to Korea and, thank good- 
ness, we did have the production which would help support our 
troops there. 

Now, production has moved forward, and there is sound reason to 
believe that performance will be better in the production field. 

Mr. Jupp. How far behind your estimates is production, not even 
mentioning deliveries? 

Mr. Harriman. I think it would be better if you asked the Secre- 
tary of Defense that question because, you see, they order items 
which are common both for this program and for the requirements of 
our own forces. 

I would waste the time of the committee if I tried to handle it. 
I understand Mr. Lovett will be before you. He can answer it far 
more competently than I can, and more appropriately. 

Mr. Jupp. I would like to take up two or three notes that I made 
while listening to your testimony the other day over in the joint 
meeting in the Senate. 

On page 5 of your testimony you omitted a couple of words. I 
wondered whether this was inadvertent or whether it was planned 
and, if so, why. 

Your manuscript read, talking about what the Europeans have done: 
The Europeans have taken the necessary measures to expand production, measures 
we are supporting, 
and so forth; but, when you read it, you left out the words “the neces- 
sary.”” You said: 

The Europeans have undertaken measures to expand productiop, 


Does that indicate they have not taken all the measures that you 
think it is necessary for them to take? Or was that done inadvert- 
ently? 

Mr. Harriman. I do not know. I worked over the speech, and 
when it went to the press, I do not know. 

I think I crossed it out myself when I read it, because I always like 
to take out the adjectives. It is a habit of mine. When I said 
“Europeans have taken the measures,’ I thought that included “the 
necessary measures.”’ That is the reason why I cut it out. 

But i would be willing to stand on the word “necessary” if you think 
it clarifies it. 

Mr. Jupp. I wondered if you thought that was an exaggeration 
that would not stand up. 

Mr. Harriman. No; it was just that I like to use simple language 
if I can. 

Mr. Jupp. On the next page, right in the middle, you say “Our 
allies pay, clothe, and maintain their forces.” 

It is not true we have to give them the money to buy the wool for 
their uniforms? 

Mr. Harriman. In some cases the defense support may include 
some wool. They may be buying it froma sterling area, and they may 
not be. It would be a country-by-country situation. 





} 
; 





<n ete 


MUTUAL SECURITY ACT EXTENSION 71 


But we are deficient in wool; so, 1 imagine that wool would come 
from a nondollar area. 

They might be importing cotton, if cotton would be a better exam- 
ple. We might be helping them to import cotton from this country. 

Mr. Jupp. None of those European countries are sufficient in cotton 
or wool. They have to import those items; and, therefore, it is not 
quite accurate to say they are clothing the troops, is it? They are 
doing the tailoring, but we, with our funds, are furnishing 

Mr. Harriman. Some countries may be importing all the raw 
materials: in other cases, we may be helping them import some of the 
commodities. 

Mr. Cuaruam. Will the gentleman yield? 

Mr. Jupp. Yes. 

Mr. Cuatruam. Dr. Judd has yielded to me. I think I know some- 
thing about the woolen business, having been in it for 25 years. 

I think you would get a woolen uniform in Europe today for about 
50 percent of what it would cost here. 

Mr. Jupp. When we were in France last year, they were in American 
woolen uniforms. I am trying to clarify the point that, whether 
wool or cotton, the cloth is not being provided by them. It is clear 
they are not doing it. 

Mr. Harriman. We may be, in some countries, contributing the 
raw materials, but not the cloth. 

Mr. Jupp. The next question is on page 11 of vour testimony where, 
in the third paragraph, you are talking about the economic and tech- 
nical-assistance programs. 

You say (reading): 

If there were no danger of subversion, we could carry out programs of technical 
cooperation in these countries at a slower pace and not speed them up with con- 
siderable quantities of equipment and supplies from the United States to support 
the work of the experts. 

Is that an announcement of a basic change in the point 4 program 
and its character? 

Mr. Harriman. No; the character is the same, but it is speeded up 
in these countries, so that faster results can be obtained in those 
countries where the need for speed is necessary. 

Mr. Jupp. But the point 4 program has been presented as not a 
commodity program, and it has been insisted that it does not furnish 
supplies, but that it provides only technical assistance and a few pilot 
or demonstration plants. 

Mr. Harriman. This makes larger pilot plants. 

I was told in India they were attempting to drill a well by the 
difficult device of having a number of men pull a pulley with an iron 
rail with a point on it, and it took them several weeks to complete the 
well; whereas one of our drills could drill that hole in a matter of a 
few hours. 

Mr. Jupp. They could operate theirs, and they probably cannot 
operate ours. 

Mr. Harriman. We can teach them to operate it. When vou give 
them one rig, they can drill a number of these wells. That is the tvpe 
of thing which, if substantial, can get a speeded-up program as against 
the slower processes. 
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Mr. Jupp. I am concerned about this program because | think, if 
we are to have a free world, it has the greatest possibilities for the 
long run of anything we are doing. 

The worst thing that could happen to it would be to make it a supply 
program. I know Dr. Bennett felt strongly on that. When en- 
thusiasts came up with a larger budget and said that they needed 
so many millions of dollars, he said, “1 will have to turn some of that 
back to the Treasury because I can’t spend it.’ That was his phi- 
losophy. Now he is gone, unfortunately. 

The temptation will always be to take care of immediate needs with 
commodities rather than stick to teaching them how to help them- 
selves; and, if you do, you will ruin this program as sure as anything. 

Mr. Harriman. I have been told—I did not hear it for myself; so 
I have it second-hand from people who were working with him—that 
he approved of the Indian program in substantially the dimensions 
that are now presented to the Congress. 

Mr. Jupp. I hope, sir, you will keep that in mind. You said in 
normal times, you probably could carry out the programs at a slower 
rate. The fact is that you cannot carry out this program at a faster 
pace and succeed—— 

Mr. Harriman. I think, if you would analyze what is being contem- 
plated in India, you will see that it can be carried out at a faster pace, 
and that the same number of Americans can get quicker results with 
a few more tools to work with. 

Mr. Jopp. Americans can build stuff all right, but if it is going to 
be a program of enabling them to do things for themselves you can 
only do it about so fast. 

Mr. Harriman. There have been some very successful programs 
in India. We can have them explained to you by people who have 
seen them. They can be done much more rapidly with a relatively 
small amount of additional equipment and commodities. 

\ir. Jupp. I will not argue the point, but I do warn against crowding 
too fast. 

Mr. Harriman. You can take one pilot plant and develop it in one 
area; you can take one acre of land and give the farmer fertilizer and 
increase the vield of that acre, and prove that up, or you can take 
larger areas in a number of different places and provide the fertilizer 
and the seed—undertake the activity on a wider basis. 

I do not believe we have time in India to go through the slower 
process that we are going through. I understood that Dr. Bennett— 
and I respect him as you do very much—approved of the program 
that we now have. 

Mr. Jupp. He told this committee that he could not use all the 
money he had last year, and he told me that if they gave him as much 
money as the Pr esident asked for in his budget he would have to turn 
much of it back or misuse it. It was the “general principle he was 
talking about to me. 

I want to ask this question also. We do not have the individual 
country programs as vet. I understand the $3.5 billion is arrived at 
by merely adding the plans for the various countries to be aided 
together. Is that not correct? 

Mr. Harriman. Yes; they are illustrative divisions 

Mr. Jupp. Illustrative? "What do you mean by “illustrative’’? 
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Mr. Harriman. That is the word we have used with this committee 
before—the programs are illustrative of what will be done. The money 
will not be committed to any country without a careful analysis of 
the requirements and agreement as to what the countries themselves 
will do. It will be done in accordance with the same procedures which 
I believe have worked satisfactorily before. They have been cut back 
in some places and in others expanded. 

Mr. Jupp. Is it not a fact that the country programs are not yet 
available? 

Mr. Harriman. We have the information on each country and we 
will submit it to the committee, and on the basis on which we develop 
these illustrative figures. 

They have not been talked out in detail in each country in order 
to assure ourselves that the commodities required are the ones that 
are really needed, and to satisfy ourselves that the results we expect 
are to be achieved. 

Mr. Jupp. You are not satisfied that these amounts are really 
needed; is that what vou said? 

Mr. Harriman. I am satisfied every dollar is needed. 

Mr. Jupp. But you do not know for what? 

Mr. Harriman. We do, because they will present them. 

Mr. Jupp. Will these country needs be presented by each country? 

Mr. Harriman. As to the end items, the Secretary of Defense has 
stated and explained the priority procedures. The equipment will 
go to the countries that General Eisenhower and his staff say have 
organized and trained their units to a point where they are ready 
to receive the equipment. 

That will be analyzed on a month-by-month basis, and his recom- 
mendations will be used as a basis for the final decision which, as 
General Bradley explained, will be made for the Department of 
Defense. 

Mr. Jupp. Then this total is right as to plans but not as to the 
programs? There is a difference between “plans’’ and “programs.” 

Mr. Harriman. The countries have their programs. 

Mr. Jupp. But they are not ready yet? 

Mr. Harriman. They have submitted them. 

Mr. Jupp. Who is going to defend those programs, give them to 
this committee and defend them one by one. 

Mr. Harriman. On the military side there will be the representa- 
tive of the Secretary of Defense; on the economic side, Mr. Cleveland 
will represent the MSA; the point 4 program will be by Mr. Bingham. 

Mr. Jupp. Mr. Chairman, the thing that disturbs me is that before 
they get the appropriation they always know exactly what it is for 
and how much, but as soon as thev get the authorization and the 
Congress appropriates the money, they do not know how much is for 
what. 

Last year on July 1, they had $6 billion, and we gave it to them on 
the basis of their presentation. But 7 months later they had only 
decided what to do with 25 percent of it. They had obligated 
$1% billion. 

Now they have $4} billion still to obligate between now and the end 
of June. I am sure it will all be obligated by that time. But I 
thought thev knew last June what they wanted to do with it. 
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They obligate $1'5 billion in 7 months and $4% billion to squeeze 
through in the remaining 5 months before the end of the fiscal year. 
That is the kind of thing that is awfully hard to justify. 

Mr. Harriman. Mr. Congressman, one must remember that the 
final action of Congress in appropriating funds was about November 
1—the end of October. We have also been engaged until recently in 
the TCC analysis. We gave the countries a certain part of the funds 
and we kept a part of them back until we saw how this analysis devel- 
oped. They have been told what they can count on and the process of 
the country placing its orders and presenting the requests for specific 
commodities is going on. They will use the money before the end of 
the vear. 

The practice of presenting illustrative programs has alwavs been 
the practice in presenting the Marshall plan. We have used the 
word “illustrative” in these figures in order not to make any commit- 
ment to a country until we got down to cases. 

They are subject to change only in the sense that there are changes 
in the situation, new developments, changes in priorities, and so forth. 

So I can assure you that these are not some figures that are taken 
out of the air. These figures are carefully analyzed country by 
country, and we will show them to vou country by country, and justify 
them on that basis. 

Mr. Jupp. Why is it not possible for you to get going just as soon 
as the Congress gives you the money? You tell us how long the lead 
time is, but each month you wait before the contract is let delays by 
that much the time as to the delivery. 

Mr. Harriman. As far as the MSA is concerned, as soon as the 
money was available, we gave the minimum possible to each country 
and held back a certain part of it in order to get the benefit of the TCC 
analysis and the final commitments of the countries with respect to 
their military program. 

As to the military program, I think the Secretary of Defense can 
better explain why it takes a certain length of time to get those 
contracts out. 

Mr. Jupp. I appreciate the patience of the committee. Can you 
give us any assurance that when the Congress acts this year you will 
have these programs in such-a form that you can really get them 
going right away? 

During this period of waiting while the Congress thrashes it out, can 
you not get them into form so you can get going right away? If it 
is so urgent for us to act with speed, it seems to us it must be urgent 
to you, and the delay is very difficult to explain. Thank you very 
much. 

Mr. Harriman. I think it can be made clear that when you are 
dealing with procurement in a military establishment it takes time to 
place the orders under the procedures which are deemed proper and 
prescribed by Congress. 

As far as the Europeans are concerned, or any other country is 
concerned, when you say, “You are allocated $50 million,” it takes a 
certain length of time for them to develop the procurement programs 
for the commodities they need, and then we have to approve them. 

But what is important is that the country knows early in the year 
that it has the money so it can develop its import programs—that it 
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will have the money, where now it has none, and it can use the money 
during the course of the year. 

That is absolutely essential or else they have to slash their program 
and slash their production. 

Mr. Jupp. But they cannot defend themselves with just money. 
What is important is that they get the goods. Many may give them 
some reassurance, but it will not stop any Russians. 

Mr. Harriman. If a country has an import requirement of, let us 
say, just as a round number, $100 million, and can cover only $80 
million of this requirement from their own resources, then, unless 
they know that they can get the $20 million, they must begin to cut 
the first month of the year, or else they will run into grave difficulties. 

If they know they have the $20 million, to spend, they can start 
on their import program on a month-by-month basis. 

The essential thing for them to know is that they can draw on 
that money during the course of the year, because in all cases these 
countries have their dollars to buy the major part of their needs. 

Chairman Ricwarps. Mr. Chatham. 

Mr. Cuaruam. Like my colleague, I want to compliment you on 
your presentation. It is a very fine document. 

Mr. Harrman. Thank you. 

Mr. Cuaruam. It is splendid, sir. While I was in business I 
always tried to get visual presentations, because my mind is such 
that if I can see something like this I can tell something about it. 

I think it is valuable, and in no sense a comic book. I expect to 
study it and get a great deal out of it. 

I would like to comment on the point Dr. Judd made. 

I am sorry my colleagues across the table, who have taken about 
| hour and 10 minutes, have never been in procurement. 

It took us, when we started our war effort in 1939 until 1943 in this 
country, with raw materials plentiful, to get our production going. 
Everybody who has been in procurement or in manufacturing knows 
that the way to waste money and spend it is to say, ‘‘Get this going. 
Get us some figures, and get this stuff out.” 

In Europe, we should use, in my opinion, all the offshore procure- 
ment we can because we will save the American taxpayer hundreds 
of millions of dollars, because raw materials have to be brought in 
from every corner of the earth, because planning has to be made 
months and months ahead, plants have to be changed, civilian busi- 
ness has to be given up, and a business cannot just throw out their 
business and say, “Tomorrow morning we will start making tanks.”’ 
It takes months. 

In the case of this country it took 3 years to get started. I was in 
it and I know what I am talking about. 

Mr. Jupp. They have had 3 years, and are still not going. 

Mr. Cuatruam. After going through a world war, we are slowly 
getting into production. ‘Take the case of planes, which I know about 
and which | have gone into in the case of the Navy. 

They are not yet in real production. They thought they would be 
2 years ago. They say they have a target date now, right in this 
country where materials are plentiful. 

I realize the problems they have over there. As I said yesterday, 
with men like Mr. Harriman, Mr. Kenney, and Mr. Draper at the 
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head of this program, we have the most able men in the United States, 
experienced, able and hard working. 

It makes me sick to have people say, ““You are not doing the job.”’ 
They are doing the best job, I think, that can be done. 

I think they are doing a better job than we did in the last war, and 
I think better than in this country today. 

Mr. Jupp. Perhaps we could borrow a couple of the Russian expe- 
daiters. 

Mr. Cuatuam. I think they are having trouble. They have settled 
on one thing and have done what Hitler did. If a new modern plane 
came out, better than the German Stuka, and that type of plane, the 
Russians would be out of luck. 

Mr. Jupp. For a war, but it is our purpose to prevent a war. | 
would rather prevent a war than win a war. 

Mr. Cuatuam. We won the war with Germany because we had 
more modern weapons than they had. They had fixed types on the 
tanks, planes, and guns. We went into more modern equipment and 
won the war. 

Russia must know what we are doing in this country. We are 
building the most modern equipment that can be built. 

Mrs. Bouron. So far, she is ahead of us on the modernity, is she 
not? 

Mr. CnHatuam. Again, let me say I want to compliment Mr. 
Harriman on the job he is doing, and say I am happy, as a citizen, 
that he is head of the Mutual Security Agency. 

Mrs. Boron. I would like to say I do not think there is any 
question in any of our minds as to the job that Mr. Harriman is 
doing. It has always been the effort of this committee to bring about 
the closest cooperation possible between this committee and the State 
Department during the hearings on all bills. Our questions are 
aimed to that end. We try to do all possible to facilitate clarification 
of the prograr. But it is also our job to get a bill through the House 
and that is not going to be easy. 

Mr. Cuaruam. I do not think we will get any closer cooperation 
by calling this a comic book. 

Chairman Ric#arps. Proceed, Mr. Chatham. 

Mr. Cuatrnam. Is General Eisenhower completely in favor of this 
program, this mutual-aid program? 

Mr. Harriman. All I can say is that in all of our work with the 
TCC, we had the cooperation and advice of General Eisenhower in 
the development of this program. 

| have not gone over the details with him, but he would not be there 
if he were not counting upon the continued program. 

Mr. Cuatuam. Is he thoroughly familiar with the whole program? 

Mr. Harriman. He is thoroughly familiar with the whole military 
program in Europe. 

Mr. Cuatruam. It made me happy when Dr. Judd made the an- 
nouncement of what happened in his own State, because if General 
Eisenhower is thoroughly familiar with this, and by the grace of God 
should General Eisenhower be President of the United States, I would 
therefore feel that this program would be safe. 

Mr. Jupp. I am glad to have your support of my statement. 
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Mr. Harriman. May I say that in no sense do I resent what my 
good friend across the table spoke of a moment ago, about this being a 
comic book. 

Mr. Vorys. It may be that you have properly judged the mental 
capacity of the Congress. 

Mr. Cuatuam. He certainly has judged mine properly, John. 

Mr. Vorys. I knew you were speaking for yourself. 

Mr. Cuatruam. Completely for myself. 

Mr. Harriman. I do want to say, Mrs. Bolton, that I have always 
felt the questions of this committee to me were directed to get at the 
facts. 

Mr. Jupp. You know I have never opposed this program. I have 
fought against every cut. It is not that I want to wreck it; I want it 
to succeed better than it has. 

Mr. Harriman. I have nothing but the greatest respect for this 
committee, and I have received the greatest courtesy from this 
committee. 

Chairman Ricuarps. Mr. Chatham is one of those rare men around 
the Congress who is a good businessman. 

1 would like to say, Mr. Chatham, what kind of a fix would your 
business he in if you were running $14 million in the red under a budget 
and unless you found some new source of income to help-—— 

Mr. Cuatuam. There would not be any business. We could not 
make anything for the defense of this country, cloth or blankets or 
anything else. 

Chairman Ricnarps. So, if you ran it, you would have to run it on a 
shoestring? 

Mr. CuatHam. You have to have raw materials and time to change 
over. 

Chairman Ricnarps. You would not have any credit if you were 
$14 million in the red? 

Mr. Fuutron. You would be out of the job as president. 

Mr. Cuatuam. I am not president. I am already out. 

Chairman Ricnarps. Mr. Fulton. 

Mr. Futron. I wanted to comment, Mr. Harriman, that we almost 
look upon you as an ex officio member of the committeé, and perhaps 
treat you on a too friendly basis. 

Chairman Ricuarps. Beware of Greeks bearing gifts. 

Mr. Fuuron. I understand the Greeks have just been taken in the 
North Atlantic Treaty Organization, so we seem to like them. 

As Mr. Harriman knows, I represent Pittsburgh. We feel we are 
a production center and are vital to the defense effort in the country. 

Mr. Harriman. It is justified. 

Mr. Fuvron. The administration has cut back the production of 
air power which would be a protection to our production centers. 
Has that cut-back in air power been due in any way to this foreign 
aid program, the Mutual Security Program? 

Mr. Harriman. I do not understand that that is the reason at all. 
I think that the Secretary of Defense can explain what the program 
is, and why. 

Mr. Futron. But, in your opinion, there is not the alternative 
that we give up the protection for these production centers of our 
country in order to go ahead with this program? We can do both; 
can we not? 
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Mr. Harriman. Of course, I think that we can do anything that we 
want to do. It is a question of the speed with which we want to 
create our own defenses and help our friends and allies abroad. 

This is our recommendation on a rounded basis as between the help 
necessary to strengthen our friends and allies around the world and 
the development of our own Defense Establishment. 

Mr. Futron. Some of us will have the job of justifying this program 
in defense centers that are now open to attack and subject to the risk 
of being laid waste by enemy planes. 

The point I want to clear with you is that there is no sacrifice of our 
plane production, so that production has been cut down because of 
this program, so this does not cut across out own protection of our 
United States industrial centers? 

Mr. Harriman. | think the details of the Defense Department’s 
program for our own Military Establishment should be directed to 
Mr. Lovett. 

As far as the general purpose of our whole security effort, both 
abroad and at home, the way to protect our cities is to prevent another 
war. Itis my judgment, as I have said many times to this committee, 
that the strengthening of our friends and allies around the world is the 
best way that we can, in addition to our own defense effort, get the 
kind of a world situation which will prevent another world war. 

There is no way you can get complete security. It is a question of 
how best to balance our efforts, how best to use our own efforts and 
the efforts of our allies to get the maximum in defense. 

Mr. Fuuron. Our appropriations for defense are based on our esti- 
mate of the danger at the present time. Is the danger less now or 
more than a year ago and, in the converse, is our strategic position and 
strength better now or worse than a year or 2 years ago? 

Mr. Harriman. It is my judgment that it is better. That is my 
personal judgment. 

The thing that has affected the Kremlin more than anything else is 
the determination of the United States to develop its defenses. 

I think the unity that has developed as a result of Korea, the 
strengthening of the North Atlantic Treaty, is a very important factor. 
It is my beliéf that we are in a better position today than we were a 
year or two ago. 

Mr. Furron. On the other hand, would you say the danger of 
aggression from abroad has remained about constant; is that right? 

Mr. Harriman. The danger of aggression exists when we have 
ruthless men in the Kremlin with large military forces at their dis- 
position. 

Chairman Ricuarps. I beg your pardon. I want to say there is a 
quorum call. If you want to answer it, you can, and come back. We 
will stay in session until 1 o’clock today. 

Mr. Fuiron. I am one of those people on the Foreign Affairs 
Committee who feel we need an adequate definition of the term 
“defense support.”’ If you will look at the products which are already 
going into these mutual security programs, you will find many of the 
products to be meat, vegetables, tobacco, sugar, rice, and dairy 
products. From the general statements you have given I can see 
what the term is aimed for. But I do feel for the committee’s 
purposes—— 

Mr. Harriman. We will take it country by country. 
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The percentages estimated are 58 percent industrial commodities, 
30 percent agricultural, 12 percent transportation. 

Mr. Futron. Do you not think, as to the particular commodity 
inclusion, that there is need of a survey so we can tell what you mean 
by the definition of “defense support’’? 

Mr. Harriman. We need it on a country-by-country basis. Each 
country is different. Britain is in a different situation because the 
British converted and feel able to do military production. 

As I have said, Italy has very substantial facilities and manpower 
that can be applied to the military effort. 

Mr. Fuuron. The feasibility of this program under the NATO, of 
course, is a question here. I wanted to ask you about the refusal of 
Britian to pool its armed forces in a European army. 

What effect do you think that has? Is that a small effect or a big 
effect? Does the refusal of Britain to join the European army 
strengthen or weaken the European army? 

Mr. Harriman. The European Defense Community, the European 
defense force, is a merging of the military establishments of six con- 
tinental countries. They work through a supranational authority 
which will, step by step, function basically as the defense department 
of the individual countries. 

The British are contributing forces to the Continent under Eisen- 
hower, the NATO army stationed in Europe, and to the air force in 
Europe. 

They are contributing to General Eisenhower's army, but they have 
not felt their Commonwealth connections and their world-wide 
responsibilities would allow them to come into the European Defense 
Community in as intimate an association as is now being worked 
out for the six central countries. 

Mr. Fuiron. Do you think it would strengthen the NATO forces 
if Britain did join in the European army? 

Mr. Harriman. I think it would strengthen it if they joined and 
we joined. Perhaps we are a little further removed, but it would 
not seem practical for us to do so, and not practical for Britain to do 
so. But there is no reluctance on the part of the British to stationing 
their army in Europe and having it under the combined NATO army. 
They are part of the NATO army but not part of this merged con- 
tinental military establishment which is being created. 

There would be no chance of France being willing to merge her 
forces with those of the Germans unless this merger was part of the 
whole NATO concept in which both the British and 

Mr. Futron. Do you not think by Britain staving out of the 
European Army, Germany will dominate the NATO forces on the 
Continent? 

Mr. Harriman. No, because the British will have forees there, 
and we are participants in NATO. 

Mr. Futron. The Russians have now changed tactically and have 
made an offer that they will be for a unified Germany, and that they 
will not ask for reparations from Germany any further, and that 
they want all occupation forces withdrawn from Germany. 

Why does not the United States then say that we make a similar 
offer for Austria? 

Mr. Harriman. We have made an offer in Austria 
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Mr. Futron. I meant just as a counterpart of the Russian-German 
offer instead of all these little negotiations we have been doing on 
Russia. Take just what they said on Germany and then you say 
that on Austria. 

Mr. Harriman. We have made that offer. 

Mr. Fuuron. I do not know of it. It has not been dramatized for 
the public, because it looks like the result of little negotiations back- 
ward and forward. 

Mr. Harriman. They are not little; they are long and drawn out. 

Mr. Fuvron. Why has there been no dramatization that we take 
what Russia has said on Germany and say, “All right. You do it on 
Austria’’ in order to show your good faith? 

Mr. Harriman. In the first place, as far as this offer about Ger- 
many is concerned, are you prepared to accept this offer? 

Mr. Futron. Not without their showing good faith. Such an 
offer on Austria tests them as to their sincerity. When they will not 
accept on a smaller position in good faith it raises a question as to the 
offer on Germany. 

We would take the position of saying, ‘‘We will take a smaller 
country and see if you are sincere. If you are sincere on that, then 
we will consider a discussion on Germany.” 

Mr. Harriman. The last offer we made on Germany was on March 
18. That is there. It has been made. It has been highly publicized 
and is well known in Austria and Europe. It did not get as wide 
publicity as this thing of the Kremlin. But it is there and has 
been made. 

Mr. Futron. My suggestion is that it be tied in with the counter- 
offer over Germany because it is lost in the long and drawn-out 
negotiations and nobody hears of it. 

If it was tied in dramatically, if you show you mean business, that 
we will consider the offer on Germany in good faith, it might help. 

We have had a program of guaranty under previous programs. Is 
there any program of guaranty under this proposed program? 

Mr. Harriman. It is the same program. There is a substantial 
amount available. It is a carry-over. 

Mr. Futron. $45 million is the only amount of authorized guaranty 
used so far out of $200 million? This is disheartening. On that 
problem I might say that I am one of those people who is heartily 
in favor of the guaranty program, and each year it has come up for 
renewal and I wondered why it was not used when American business- 
men wanted to use it. 

In a company that I happen to be connected with for some time as 
a stockholder, I helped sell the management the idea of trying to use 
the guaranty program. They have a British as well as an American 
company. ‘They have said they will go over and buy a plant in Britain 
that is almost obsolete for defense purposes, expand it, buy more land, 
but that application bogged down for a year. The company would 
pay the required premium and use their own money for expansion. 

Mr. Harriman. Send it to me and I will take care of it. 

Mr. Fuitron. Because I was personally interested in it, I did not 
push it. I asked the Department what was wrong. First they said 
they did not know if the purchase for the new land could be guaran- 
teed in England. Secondly, it was an obsolescent plant but was in 
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existence. While the company said they were going to expand with 
new production lines, there was a question raised on method and they 
must have felt that they did not have much of a guaranty that the 
company would, although the plans were laid out to them, and the 
company is an old, stable organization. 

In addition to that, they then asked the investing United States 
company to guarantee what the British seller of the plant would do 
with the purchase money it received. The person going into Britain 
to invest would have to tell the United States Department where the 
British company would use the money. It is foolish to follow the 
money through the British economy and see what the British will do 
with the Americans’ own money, and is certainly not the usual business 
transaction. 

Mr. Harriman. If you will give me the case, I will be glad to 
analyze it and give you a full report. 

Mr. Futron. I have been down to see them. I did not use my 
congressional position in any way. 

Mr. Harriman. It is not my particular interest in this particular 
plant, but the question of the procedures involved. I make it a per- 
sonal request. 

Mr. Futon. I would rather do it with no pressure at all, and only 
generally to see that proper procedures are instituted to get full 
utilization and benefit of the new money which would be invested by 
United States private investors under a properly run guaranty 
program as authorized by Congress. 

Mr. Harriman. I will make a full report on it to you. 

Mr. Futron. Did you see on table C-11 there is only $45 million 
used jn all the countries of the guaranty of $200 million that we have 
made in all these programs? The guaranty is not Government money 
but United States investors’ money who want to go into these coun- 
tries, and such programs should be developed fully. 

In relation to the defense effort, I think the agency must consider a 
real implementation of a guaranty program when the businessmen are 
willing to pay the premium. 

Mr. Harriman. I took an interest in each case and tried to further 
it. I believe there was an earnest effort on the part of ECA, and now 
MSA, to carry out what we all agreed. It was a very important pro- 
vision of the bill. We will continue to do so. 

Mr. Futron. May I say to Mr. Harriman that in the words of 
Wendell Willkie, I am not one of those Americans who say, ‘‘I cannot 
understand why so many Americans assume that when democracy 
and communism come into conflict, communism will win.” I do not 
think it will win. We free countries are making real progress toward 
security. 

Mr. Harriman. I do not think it is winning. 

Mr. Fuuiron. I think you are conducting a good program and it is 
going in our favor. We are disagreeing on method rather than on the 
program, which is good. Thank you. We have full confidence in you, 

Mr. Risicorr (presiding). Mr. Javits. 

Mr. Javirs. Mr. Harriman, is it fair to say that whereas the Mar- 
shall plan was designed to pick up Eurepe’s dollar gap, the defense 
support is designed to pick up Europe’s defense gap? 

Mr. Harriman. That is a very fair way to put it. 
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Mr. Javirs. Do you not feel there is a real obligation on the admin- 
istration to make very clear the difference between offshore procure- 
ment and defense support? 

Mr. Harriman. I agree. 

Mr. Javits. It is a fact, is it not, that defense support will be of 
some help to the civilian population in these countries? 

Mr. Harriman. Certainly, because defense industry employs people, 
and there are certain benefits that come from munitions production to 
the people who work in those factories, particularly in a place like 
Italy where there are so many people unemployed. 

Mr. Javirs. Mr. Harriman, could you give us a chart or figures 
which would show the diminution in the standard of living of the 
civilian populations in the NATO countries which would occur if 
they went through with the TCC program for the defense build-up 
and they got no defense support? 

In other words, that is what I call the “defense gap,” and then 
show the effect upon that diminution, to what extent that is made up. 

Mr. Harriman. I will be glad to put it in a short form, if you do not 
want the “comic book.” 

(The information referred to appears on p. 258 and Appendix p. 1061.) 

Mr. Javirs. I did not want to interrupt Mr. Vorys, but in that 
regard I think the tables are good. We have to run and read. If 
things will help me, I am all for them. 

I would like to tell you specifically. You can pick up the picture 
on page 5, and I think it is a little silly. I agree with Mr. Vorys. 
But at the same time, the tables on pages 2, 3, 9, 11, 13, and 17 on, are 
of the greatest value and point up just exactly what you are testifying 
to here. 

Mr. Harriman. Would you be willing to have it put in the record 
for the benefit of the other Members of Congress? 

Mr. Javirs. I am anxious to. 

Mr. Harriman. May we put it in the record? 

Mr. Risicorr (presiding). Certainly. 

(The material referred to is as follows:) 
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Mr. Javits. Mr. Harriman, there are some imperfections in offshore 
procurement are there not? I hope very much the administration 
is not going to go overboard on that. Would you agree with me that 
you have to defend this program as the way to do it right, and not 
just because you might be trying to win some support which you 
may or may not win anyhow? Do you agree with that, that you 
cannot twist this program around? 

Mr. Harriman. That is my personal conviction. 

Mr. Javirs. A number of difficulties with the offshore procurement 
is the fact that it may not move to the people who need it most; 
is that not true? In other words, the British have no excess capacity? 

Mr. Harriman. That is right. We do not want to penalize the 
British because they are the ones who move the fastest. 

Mr. Javits. Exactly. I think the record can well stand a specific 
analysis to show how completely putting everything into offshore 
procurement, rather than being frank about the defense support, 
would prejudice the British people who have done the most on defense 
in Europe so far. Could you give us that? 

Mr. Harriman. Yes; you are right. 

(The material referred to is as follows:) 


SUBSTITUTION OF OFFSHORE PROCUREMENT FOR DEFENSE SUPPORT 


A question has been raised during the hearings as to the possibility of substi- 
tuting an enlarged offshore procurement program in Europe for the proposed 
rogram of defense support to Europe. Could not the United States Defense 
Departanest expand its program of matériel procurement for military purposes 
in Europe, and thus at the same time provide the European countries with 
sufficient dollar earnings to pay for the imports necessary to support their economy 
and defense efforts? 

United States procurement of military matériel in Europe does of course pro- 
vide the producing countries with a source of dollar earnings, thereby increasing 
their ability to pay for needed imports of essential commodities from the dollar 
area. Receipts from offshore procurement consequently reduce the need for 
defense support, and such receipts have been taken fully into account in caleu- 
lating the requirements for defense support in the fiscal year 1953 program. 

The earning of these dollar receipts, however, is a byproduct rather than a 
primary purpose of the offshore procurement program. A soundly conceived 
and properly administered offshore procurement program cannot meet all of the 
requirements to which defense support is directed, either as to location, amounts, 
or timing. Defense support, offshore procurement, and direct military assistance 
are all complementary, and none of them is a fully adequate substitute for any 
of the others. 

Offshore procurement in Europe is the purchase by the Defense Department 
of finished military end items manufactured by European producers which the 
Defense Department undertakes to procure and deliver to our allies under ap- 
proved matériel programs. Defense support is the provision of essential com- 
modities for import into Europe which cannot be paid for by the dollar earnings 
of the European countries (including earnings from offshore procurement) but 
the supply of which is essential to the carrying out of those countries’ full mili- 
tary programs. 

The primary purpose of offshore procurement is to activate unused industrial 
capacity in Europe which can effectively be employed in munitions production 
but which cannot be financed by the European governments. In this way, a 
European munitions industry can be built up, directed particularly toward the 
production of items (including spare parts) which will be required in substantial 
volume after the major capital build-up of the current years is completed, and 
also items for which European production would be desirable in the event of war. 
In many cases, moreover, equipment for the military assistance program can be 
obtained more economically from European suppliers than from United States 
production, particularly in view of the heavy costs of packaging and ocean trans- 
portation. 
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The selection of items and suppliers, and the amounts and timing of offshore 
procurement, are designed to serve these primary purposes. While, as indicated 
above, they also involve as a byproduct additional dollar earnings for Europe, 
these do not match the requirements for defense support either in amounts, 
timing, or location. 

As to amounts and timing, offshore procurement is limited by the fact that it 
should normally cover items and plants for which production and financing plans 
by the government concerned do not exist. Careful administration is required in 
the determination of production sources, the setting of contract terms, determina- 
tion of specifications, arranging for quality inspection, and the like. It is doubtful 
whether a volume of contracts could be placed far in excess of the $1.5 to $1.6 
billion now contemplated for the current and coming fiscal years, taking into 
account the facilities actually available and the requirements of sound adminis- 
tration. 

The establishment of administrative machinery for these purposes is necessarily 
a time-consuming process, and the placement of contracts in significant volume is 
only now just beginning. Under normal payments arrangements, which are re- 
lated to deliveries of the finished products, by far the largest portion of the receipts 
from the placement of contracts in the current and coming fiscal years will accrue 
in fiscal year 1954, and they should reduce defense-support requirements very sig- 
nificantly in that period. 

As to location, the geographical distribution of desirable offshore procurement 
activity, and of prospective dollar receipts therefrom, does not coincide with the 
requirements for defense support. The most striking example of this difference 
applies to the United Kingdom. The United Kingdom was the first European 
country to undertake a large expansion in its defense effort after the Korean war 
and included in that expansion a very large munitions production component. 
Manpower, steel, and other basic resources are very tight in the United Kingdom. 
There is very little unused capacity available for activation through offshore pro- 
curement. At the same time, the requirement for defense support imports essen- 
tial to the large British military program is larger than for any other European 
country, and without such defense support, the United Kingdom could not main- 
tain anything like the intended volume of munitions production. In certain 
other countries, such as Greece and Turkey, defense support is required to make 
possible the maintenance of large military efforts, but those efforts do not include 
any significant volume of munitions production and the industrial capacity does 
not exist for use in offshore procurement. In those relatively very poor countries, 
the pay, maintenance, and provision of soft supplies for their large forees, together 
with military construction, could not be sustained without defense support, and 
there is no means by which they could make good their deficiencies in dollar im- 
ports through extra munitions production and its sale to the United States. 

It would theoretically be possible to expand the scope of offshore procurement 
to such a degree that it could provide the European countries with all the neces- 
sary dollar earnings to support the carrying out of their defense efforts, Todo 
this, however, would require the purchase in some countries of munitions already 
under contract between the governments and the suppliers, and in other countries 
the extension of the program to common-use civilian type items and soft military 
supplies. The funds saved in the defense support category would simply have to 
be transferred to the category of broadened offshore procurement. Such a pro- 
gram would constitute an indirect way of providing necessary defense support, 
but it would not make any savings for the United States; it would dilute and con- 
fuse the primary purposes of the offshore procurement program; and it would 
involve the loss of effective control over the programming of the dollar imports. 
It would therefore be neither an efficient wav of achieving the true objectives of 
the offshore procurement program nor an efficient way of providing necessary 
defense support. 


Mr. Javits. That is the most striking case in point, to my mind. 

It is a fact this program carries, in addition to the defense support, 
something like $650 million for straight economic aid; is that right? 

Mr. Harriman, Technical assistance and economic aid. 

Mr. Javits. In round figures? 

Mr. Harriman. Yes; that includes $141 million for the Israel and 
Arab resettlement programs 

Mr. Javits. But that whole figure is about $650 million? 
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Mr. Harriman. Yes. 

Mr. Javits. Are you satisfied, Mr. Harriman, that that is what the 
world needs this year and does not need any more? 

Mr. Harriman. I am satisfied it is a minimum program. As a 
taxpayer, I would be glad to see it increased. I think we would in- 
crease the security in areas that are very vital to us. 

Mr. Javits. Section 516 of the Mutual Security Act called upon 
you to take certain measures with respect to stimulating private 
investment abroad. Are you prepared to tell us what has been 
accomplished under that section? 

Mr. Harriman. I took it up as soon as I got back from Europe 
with the NAC. We have an active committee, of which a member 
of my staff is chairman, analyzing all the different ways by which in 
the different countries and through the different departments and 
agencies of the countries we can carry out the mandate of Congress. 
I will give you a report on that. 

(The information requested is as follows:) 


IMPLEMENTATION OF SECTION 516 OF THE MUTUAL SECURITY 
ACT (THE BENTON AMENDMENT) 


INTRODUCTION 


Section 516 of the Mutual Security Act provides: “It is hereby declared to be 
the policy of the Congress that this Act shall be administered in such a way as 
(1) to eliminate the barriers to, and provide the incentives for, a steadily increased 
participation of free private enterprise in developing the resources of foreign 
countries consistent with the policies of this Act, (2) to the extent that it is feasible 
and does not interfere with the achievement of the purposes set forth in this Act, 
to discourage the cartel and monopolistic business practices prevailing in certain 
countries receiving aid under this Act which result in restricting production and 
increasing prices, and to encourage where suitable competition and productivity, 
and (3) to encourage where suitable the development and strengthening of the 
free labor union movements as the collective bargaining agencies of labor within 
such countries.” 

The three subsections of this section each cover different but interrelated aspects 
of a broad policy of administering the Mutual Security Act in such a way as to 
encourage major institutional changes in the national economies of the countries 
receiving aid. Taken together successful achievement of the three objectives 
listed would add up to a peaceful economic revolution with more dynamic econ- 
omies and higher standards of living for all. Such a revolution would be a 
constructive alternative to the appeal of communism to the underprivileged 
peoples of the countries receiving aid and would provide the best hope for achiev- 
ing &@ level of production in these countries which would make it possible for them 
to support decent standards of living and necessary defense expenditures without 
continuing recourse to extraordinary United States aid. Thus the principles of 
this section are of the greatest importance to the over-all objectives of the Mutual 
Security Program. 

he three subsections each require somewhat different approaches and different 
lines of action. Current and planned United States Government activities 
bearing on each of these subsections are described below. 


I. Activities RELATING TO Section 516, Parr 1 


The Director for Mutual Security has initiated efforts to seek out new and 
increasingly effective ways of carrying forward this policy. As a first step he has 
set up an Interagency Advisory Committee of representatives from the several 
departments and agencies of the Government engaged in activities whose interests 
and programs are closely related to carrying out the policy expressed in section 516 
(1). This Interagency Committee consists of representatives of the Departments 
of State, Treasury, Defense, Interior, Agriculture, Commerce, Labor, Export- 
Import Bank, Defense Materials Production Agency, Mutal Security Agency, 
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and Technical Cooperation Administration. The International Bank for Recon- 
struction and Development is also represented on the Committee by the alternate 
United States executive director. 

The Committee was formed February 4 and is currently in the exploratory 
stage. It has under its purview all activities and programs affecting private 
investment abroad, including local private investment and investment from third 
countries. Seven working groups specializing in different fields of activity have 
been established in order to develop, in consultation with private individuals and 
organizations, specific opportunities for encouraging private investment. The 
fields in which these working groups are specializing are as follows: Manufacturing 
and distribution, minerals development, agriculture, finance, treaties, taxation, 
and procurement. 

Each of the working groups has the following considerations in mind to 
determine to what extent and how they could be acted upon in their area of 
assignment. 

1. Provision of technical advice to foreign governments on ways and means 
whereby such governments or private institutions could attract more foreign 
capital into their country, and also on internal policies which might channel local 
private capital into the most productive purposes. 

2. Establishment of the necessary field assignments among the several United 
States agencies having foreign field organizations to advise and maintain contact 
with foreign governments and private individuals on problems involved in 
attracting foreign capital and mobilizing local capital. 

3. Development of methods for improving information available to prospective 
United States investors as to the technical problems involved in foreign investment, 

4. Development of more effective ways and means of bringing requests received 
through government channels for United States private capital to go into projects 
abroad to be brought to the attention of sources of capital in the United States 
most likely to be interested. 

5. Setting up means of continuous liaison between the Committee’s work and 
various business and technical groups experienced in the foreign field. 

6. Review of the effect of United States Federal and State laws and regulations 
on efforts by foreign concerns to obtain capital in the United States. 

7. Acceleration of efforts to improve treatment of foreign investment by foreign 
governments through conclusion of comprehensive commercial treaties, tax 
treaties, and the provision of technical advice where such advice is desired. 

8. Examination of various proposals put forward by a number of private 
organizations for revision of United States tax laws to provide incentives to 
United States investment abroad. 

9. Review of MSA policies under the investment guaranty program (Economic 
Cooperation Act of 1948, as amended) in order to determine whether greater 
incentives could and should be offered through this mechanism. 

10. Consideration of policies applicable only to investment and private enter- 
prise in the particular fields of the working group assignments. 

It is anticipated that the Committee will refer specific findings and recom- 
mendations affecting private investment abroad to the appropriate agency for 
action. Questions falling within the competence of the National Advisory Coun- 
cil in these matters would be referred to it. 


Oruer Existinc Activittes Pursuant To Section 516 (1) 


As stated above, the policy expressed in section 516 (1) is already being carried 
forward to a considerable extent in the operation of departments and agencies 
of the Government which are directly responsible for the administration of the 
Mutual Security Act. These operations are as follows: 


A. MUTUAL SECURITY AGENCY 


1. The production assistance drive together with technical assistance consti- 
tutes a powerful program for carrying out the objectives of part (1) of section 
516. The successful carrying out of this program can contribute greatly to 
creating a more favorable climate for investment in participating countries, 
both in industralized ana in underdeveloped areas. Conversely, a substantial 
investment program is necessary in order to achieve the expanding economy 
objectives set forth generally in the production assistance program. 

2. The matériel development program is largely directed toward the encour- 
agement of private enterprise to develop new sources or increase existing sources 
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of basic matériel needed for the defense effort. Private capital, both United 
States and foreign, is encouraged to participate in exploration and development 
undertakings. 

3. The industrial guaranty program is directed by statute toward facilitating 
and maximizing the use of private channels of trade and provides a useful incentive 
for the investment of United States capital abroad. 

4. Through various media of information the Office of Small Business has con- 
tributed materially to the encouragement of private enterprise and private invest- 
ment abroad. 

5. A special staff has been established to facilitate and expand offshore procure- 
ment thereby developing defense production capacity in cen, through com- 
mercial arrangements, such as licensing, exchange of patents and know-how be- 
tween United States manufacturers and foreign firms, arrangements for providing 
capital required by foreign firms to enable them to accept defense orders, and 
arrangements leading to the establishment of subsidiaries of United States firms 
in foreign firms to provide required defense production capacity. 

6. In the field of agriculture policies and activities carried out have made a 
major contribution to the strengthening and encouragement of private enterprise 
and to improving the basic conditions for attracting private capital. Technical 
aid and transfer of American know-how to all areas now benefiting from United 
States economic assistance have as a direct consequence strengthened private 
enterprise in those areas. Programs of land reform have been carried out involv- 
ing the transfer of State lands to private ownership and the providing of security 
of tenure under conditions which guarantee the farmer-owner a fair share of the 
fruits of his labor. 

B. STATE DEPARTMENT 


The ability of private enterprise to function effectively throughout the world 
is affected by the broad programs and policies which are a part of the whole 
foreign policy of the United States. Through participation in the military assist- 
ance and technical cooperation programs, the United Nations, through the 
reciprocal trade agreements program and in many other activities the foreign 
policy of the United States is exerting influence toward the establishment of more 
stabilized political conditions and more satisfactory economic relationships 
throughout the world. These efforts to help create a sense of confidence and 
security and an expanding balanced world trade pattern are designed to eliminate 
many of the basic deterrents to increased private participation in foreign economic 
development. Among the principal activities of the State Department in further- 
ing the policy expressed in section 516 (1) are: 

1. Negotiation of commercial treaties are in progress with 30 foreign govern- 
ments which contain provisions designed to assure nondiscriminatory, fair, and 
equitable treatment of private capital and private enterprise on a reciprocal basis. 

2. The general field of financing economic development is given extensive 
consideration by the Department and the United Nations. Active support is 
given to the efforts of specialized agencies such as the International Bank for 
Reconstruction and Development to stimulate private participation in economic 
development. With the United Nations, and with the support of the State De- 
partment, extensive studies have been made of the factors affecting foreign private 
investment and the mobilizing of local private financial resources for develop- 
ment purposes in Latin America, Asia, and the Far East. 

3. The activities of the Technical Cooperation Administration are largely 
directed to the development of basic conditions and environment in foreign coun- 
tries essential to the encouragement of the growth of private enterprise, and the 
attraction of private capital. The Administration also assists and advises foreign 
countries and private enterprises in those countries in taking steps necessary to 
attract foreign as well as domestic capital into enterprises, both industrial and 
agricultural, needed in the development of their economies. Field missions are 
being established to carry out these activities. 


C. OTHER AGENCIES 


The policy expressed in section 516 (1) is also being carried out by other agencies 
and departments not directly responsible for the administration of the Mutual 
Security Act. 

Much of the work of the Department of Commerce is directed toward encourag- 
ing the disposition among United States businessmen to invest abroad either by 
providing services bearing directly upon their immediate consideration of such 
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possibilities, or by encouraging foreign government actions which mitigate 
obstacles to United States investment abroad. 

The Treasury Department makes continuing efforts to facilitate investment 
and trade abroad through an active program of negotiating tax treaties. These 
treaties are directed toward removing deterrents in international investment by 
establishing rules for the allocation of income, by eliminating double taxation, 
and guaranteeing against nondiscriminatory taxation of United States enterprise. 

The Department of Agriculture has been stimulating private enterprise and 
private investment through programs of foreign technical collaboration whereby 
scientific agricultural advancements are made available to farmers, landowners, 
and commercial interests through research, extension, and training. By stimu- 
lating the organization of sound and effective agricultural services in the Minis- 
tries of Agriculture of foreign countries this program has made it possible for 
private capital to invest in new agricultural enterprises abroad of diverse kinds 
with confidence in their technical integrity. 

The activities of the Export-Import Bank are directed to supplementing and 
encouraging private capital, and their loans in many instances have been directed 
toward the creation of basic conditions favorable to the subsequent establishment 
of private enterprise and the entrance of private capital. 

Almost all of the foreign activities undertaken by the Department of the 
Interior are in the nature of technical assistance programs carried on either under 
the provisions of the Mutual Security Agency or of the Technical Cooperation 
Administration of the State Department, and in the last analysis are aimed at 
the stimulation of private enterprise and the encouragement of private investment 
abroad. For example, the Department plays an active part in the development 
ef water resources, a basic factor in the development of land for the benefit of 
private ownership and operation, and the utilization of power incident thereto 
for the development of private industry. The same can be said of the Geological 
Survey and the work of the Bureau of Mines, both of which contribute to the 
development of private enterprise and the encouragement of foreign investment 
abroad. 

The Department of Defense in offshore procurement are directing their efforts 
toward the education of smaller concerns in Europe as to how to do business with 
the Army. They are encouraging local private capital to assist in the finance of 
United States defense contracts placed with foreign firms, and are encouraging 
American business to subcontract defense orders with foreign firms. These 
arrangements involve providing badly needed know-how and often involve foreign 
investment to a considerable degree both of United States and foreign capital. 


II. Activities Retatina To Section 516, Parr 2 
A. BACKGROUND 


Section 516 (2) of the Mutual Security Act seeks to encourage a major basic 
change in the nature of the economies of Western Europe. While the picture 
varies widely from country to country and industry to industry, the present econ- 
omy of Western Europe is in many respects noncompetitive and restrictive in 
character. Restriction is sometimes formal, sometimes informal; partly private 
and partly governmental; partly conscious and partly an unintended result of 
ingrained thought and habit patterns. This system is geared to low productivity, 
low production, low turn-over, low wages, high unit profits and high prices. Its 
overriding objective is stability of status and income for all groups. For this 
objective it sacrifices potentialities for a rising standard of living. 

Moreover, the European climate of public opinion is such that cartels and cartel- 
like business practices are not only accepted but also defended by a large segment 
of the population, including in some cases the labor segment, 

However, large numbers of people in every country in Western Europe are not 
satisfied with the present nature of the economy or its results. They are seeking 
ways and means of changing it. There are two major directions in which this 
change can come. The Communist alternative makes the promise of greater 
stability and higher standards of living for low-income groups through totalitarian 
state control. These promises have wide appeal in some countries. 

The free world alternative is a dynamic economy geared to high production, 
high productivity, high rates of turn-over, high wages, low unit profits and low 
prices. Its objectives would be high and continually rising standards of living 
for all. 


; 
4 
i 








ety 


Fa pt he RBM Sa Be oo Dw 


SEY att TBS RK 


Dae a Sa ens ic 1, Kelty oA 


view ets: 





2) Aid Rt 








MUTUAL SECURITY ACT EXTENSION 117 


This alternative, too, has wide appeal. Section 516, in effect, directs that the 
Mutual Security Act be administered in a way which will support actively this 
point of view. 


B, UNITED STATES PROGRAMS FOR IMPLEMENTATION OF PART 2 OF SECTION 516 


The executive branch has attempted to develop an articulated program of 
various measures to encourage the forces working for the right kind of change in 
the economies of Western Europe along the lines indicated in section 516. 

There are two basic aspects. Certain prevailing activities and practices are to 
be discouraged—specifically cartel and monopolistic business practices which 
result in restricting production and increasing prices. On the other hand, certain 
favorable aspects are to be encouraged—specifically competition and productivity. 

1. Discouraging restrictive practices.—United States Government policies and 
activities for discouraging restrictive business practices include a number of 
broad efforts extended over a period of years at the level of intergovernmental 
agreements. These programs date from the negotiation of the lend-lease agree- 
ments during World War II. The United States Government sponsored chapter 
V of the International Trade Organization Act which provided that the 54 sig- 
natories would take measures to eliminate harmful restrictive business practices in 
international trade. However, the charter never went into effect. Consequently, 
the United States introduced a resolution in the last session of the Economie and 
Social Council of the United Nations calling for the development of an interna- 
tional agreement against restrictive business practices. This resolution was 
passed with only the Soviet countries opposed and work is proceeding for the 
development of an international agreement. 

In the GATT, the OEEC, and the EPU the United States has pressed for the 
reduction of trade barriers between nations and convertibility of European 
currencies. These efforts have been aimed at exposing various European in- 
dustries to the invigorating force of international competition. 

In bilateral negotiations the United States has included in the draft treaties of 
friendship, commerce, and navigation a provision against restrictive business 
practices. Such a provision has been successfully negotiated with all countries 
with which we have signed treaties since 1948, including Italy, Uruguay, Ireland, 
Colombia, Greece, Israel, and Denmark. 

Furthermore, provisions were included in the ECA bilateral agreements with 
participating countries calling for governmental action against private restrictive 
arrangements which interfere with European recovery. Under this provision, 
various cases of restrictionism have been brought to the attention of foreign 
governments in an attempt to obtain remedial action. The proposed formation 
of a coke cartel in Western Europe was opposed by the United States under this 
provision. A French-German abrasives cartel was terminated through invoking 
Allied anticartel laws in Germany and through invoking a provision in the French 
ECA bilateral agreement. 

The United States, during the occvpation of Western Germany and Japan, 
instituted programs to eliminate restrictive business practices in both these 
countries. 

Several projects under the ECA/MSA technical assistance program bear 
directly on the development of national legislation to control cartels and monopo- 
listie practices. Special teams in this field have come to the United States from 
the United Kingdom, Germany, Italy, and France. The United Kingdom has 
established an Antimonopoly Investigating Commission, and Sweden has estab- 
lished a Monopoly Investigating Bureau. Several other countries, including 
France, Italy, Germany, and Belgium, are considering the establishment of legis- 
lation designed to deal with restrictive business practices. 

Special United States programs: The United States public loan policy, as set 
forth by the NAC and approved by the President in 1948, establishes that ‘‘credits 
should not strengthen or extend business arrangements or practices (whether 
engaged in by public or private commercial enterprises) affecting international 
trade which restrain competition, limit access to markets or foster monopolistic 
controls.’’ The policy outlined in this document also indicates that the United 
States will seek to discourage private investments which strengthen international 
private cartels. 

The ECA guaranty program which permitted that agency to guarantee certain 
private investments abroad has also been operated in line with the United States 
anticartel policy. Applications for guaranties are screened to see that proposed 
investments are not in conflict with United States foreign economic policy. 
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In the United States program for the procurement of strategic materials abroad, 
the United States Government has, where possible, taken steps to develop sources 
of supply free of cartel control and is assisting through the United States aid 
program in loosening the ties of restrictive agreements. 

2. Encouraging competition and productivity——The basic Marshall plan task of 
restoring productive facilities in Western Europe has contributed in an important 
way to creating basic conditions necessary to the development of a more dynamic 
economy. Extensive modernization of equipment has taken place and over-all 
productivity rates have increased significantly. 

ECA’s technical assistance program was primarily aimed at making European 
managers, technicians, and labor leaders aware of the nature and methods of a 
dynamic economy. More than 6,400 Europeans have been brought to the United 
States to study the operation of particular industries or improved methods of 
agricultural production. About 800 American specialists of various types have 
gone to Europe to transmit know-how on productivity techniques. 

The production assistance drive-—To supplement the programs described and 
to provide an action program to encourage competition and productivity in ac- 
cordance with section 516 (2) MSA is stimulating the development of a special 
production assistance drive in Western Europe, stressing the equitable sharing 
out of the benefits of increased productivity by management, labor, and consumers. 
While these programs will, of course, be adjusted to the particular circumstances 
of each country, it is hoped that the general pattern will include: 

(a) The development of a productivity agency, representative of business, 
labor, comsumer, and government groups in each country, to provide a con- 
tinuing institutional framework for the administration of the program; 

(b) The provision of adequate special funds to cover the costs of the 
program; 

(c) Passage of necessary legislation in the various countries to remove 
obstacles to productivity improvement and to support and assist individual 
firms willing to move ahead on shared-out productivity improvement; 

(d) Operation by the agency and related bodies of a positive productivity 
program with six major aspects: General and special information programs; 
@ more intensive program of education and training in productivity tech- 
niques for management and workers in various industries; a special service to 
provide expert assistance to individual firms seeking to improve their pro- 
ductivity; a special program of full-scale demonstrations of shared-out pro- 
ductivity; provision of special credit funds for productivity improvement; 
and provision of arrangements for ready access to productivity tools for plants 

articipating in the program. 

MSA will stimulate and assist in the development of national programs along 
the lines outlined above by encouraging the use of United States economic aid 

ounterpart funds to provide some of the financing of operating costs and necessary 

loan funds for the program; providing and assisting in the financing of the services 
of United States experts of all types to assist in the activities listed above; and 
providing dollar financing and assisting in the procurement of productivity tools 
required from the United States. 

3. Progress to date-—The past 6 months have been a period of development in 
terms of organizational and financial arrangements and legislative provisions for 
this productivity program. This process is in varying stages of completion in 
different countries. In the Netherlands, for example, a special post of Minister of 
Productivity has been created in the cabinet; a special system of Government 
guaranties of private investment in productivity development has been estab- 
lished; the existing productivity center has been increasingly active; special 
provision for granting wage increases to reflect increased productivity has been 
made; and a general long-term productivity improvement program has been 
spelled out. In France, negotiations between the MSA Mission and the French 

overnment are well advanced for setting aside the equivalent of $36,000,000 in 
counterpart funds for the development of a shared-benefits productivity program; 

lans are underway for strengthening of the existing productivity center; and the 

rench Government has proposed a whole series of legislative provisions spe- 
cifically designed to encourage shared benefits productivity development, including 
tax relief for firms participating in such programs and similar measures. In 
Italy, a widely representative productivity board has been established by legisla- 
tive action and is in the process of formulating a special program. In Germany 
and Austria, labor, management, and government groups are conferring with 
MSA officials on the establishment of such a program. 





















MUTUAL SECURITY ACT EXTENSION 119 


On the information side, intensive programs utilizing all available media have 
been developed in all of the Western European countries. 

Perhaps the strongest possible testimony to the present and potential success 
of the productivity program in contributing to the objectives of the free world 
is the fact that opposition to this program has become the No. | target of Com- 
munist propaganda and efforts. 


cC, FURTHER ACTIONS PLANNED TO STRENGTHEN THE PROGRAM UNDER SECTION 516 (2) 


The primary problem faced in the development of the production assistance 
drive apart from the inescapable difficulties of securing the necessary wide agree- 
ment of various individuals and groups in the countries, lies in the question of 
availability of necessary local currency resources to finance the capital costs of 
the program. Various devices for earmarking counterpart or other capital funds 
in the countries for such purposes to be loaned under the guidance of productivity 
agencies are under discussion. It is hoped that up to $250,000,000 of local cur- 
rency in all the countries together can be made available for this specific purpose. 

Consideration is now being given by the United States to the establishment of 
a positive program which could be undertaken by NATO with the aim of elimi- 
nating restrictive business practices which interfere with defense production or 
increase the cost of the joint defense effort. On another front, efforts are being 
made to intensify the program under the Defense Materials Procurement Agency 
in order to avoid cartel or monopoly control over raw materials needed for defense 
or the stockpile. In the offshore procurement program, guidance has been sent 
to all procurement officers to assist them in avoiding the operations of cartels and 
monopolies and minimizing the possibility that the cost of the procurement 
program will be increased by them. 


D. APPLICATION OF PROGRAM TO AREAS OTHER THAN EUROPE 


The over-all program outlined above is especially applicable to Europe because 
of the high degree of industrialization in that area. However, substantial parts 
of the program are also to be applied to other areas receiving aid. 


Ill. Activiries RELATING TO SecTion 516, Part 3 
A. EUROPE 


1. Basie aid.—The encouragement of free trade-unionism in both Europe and 
the underdeveloped areas has been an important part of the policy of this Govern- 
ment for several years. The aid program had contributed significantly to setting 
an atmosphere favorable for growth of the free unions and other. democratic 
institutions in Europe by helping keep factories running, restoring war-damaged 
plants and equipment and enabling ever-increasing Output from industry and agri- 
culture. Our aid has contributed substantially to the achievement of higher 
living standards and employment levels than would otherwise have prevailed in 
the disorganized postwar period. With our aid, programs of direct benefit to 
labor were developed in many countries in regard to workers’ housing, labor 
training, migration, emergency employment, and aid for refugees. These pro- 
grams will be continued as part of the basic economic underpinning of the mutual 
security effort. 

2. Consultation with free trade. unions—In recognition of the importance of 
directing aid in such a way as to help free trade-unions, the Administration has 
from the beginning of the aid program relied on the aavice of the American trade- 
union movement and on the assistance of labor advisers and other labor specialists 
in Washington and in our diplomatic and MSA missions abroad. ‘lhe free trade- 
unions in most Western European couatries have advisory committees maintain- 
ing official contact with their governments in carrying out the aid program. At 
the OEKEC level such liaison is provined by the ERP-Trade-Union Advisory 
Committee (ERP-TUAC) which represents the free trade-union federations in 
the participating countries. Informal relations have been established recently 
by free trade-union groups with NATO and a proposal is now being considered to 
regularize these coatacts. 

3. Technical assis‘ance.—'l echnical assistance, provided under the United States 
foreign-aid program, has afforded an opportunity for many European free trade- 
union leaders, technicians, and rank-and-file members to observe first-hand the 
operations of unions and constructive collective bargaining in the United States. 
During 1951, over 120 European free-trade unionists including many top leaders, 
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have participated in technical assistance missions to the United States to observe 
trade-union operations or labor-management relations. Many additional trade- 
unionists participated in industry productivity teams which also included manage- 
ment representatives and technicians. 

The technical assistance program has, during the past year, also sponsored the 
missions of several American trade-union leaders and labor specialists to Europe 
to further the same objective of strengthening the free trade-unions in the frame- 
work of more productive economies. 

Most recently, a work-study training program has been undertaken by MSA 
to enable selected Western European workers and technicians to spend a year 
working in American industry and attending special evening classes. 

Additional programs, designed to meet the same objective as MSA’s technical 
assistance, are provided by a special project for German trade-union leaders and 
for labor participants in the Smith-Mundt exchange program. The latter is also 
noteworthy in regard to programs for labor leaders from underdeveloped countries. 

4. Labor information.—In recognition of the importance of promoting better 
understanding of United States policies and objectives among free labor groups 
in Europe, special information programs have been directed to this group. 
American and European labor information specialists have been carrying out 
programs which have utilized all the major informational media—radio, press, 
graphic displays, and motion pictures—which reach workers in Europe, 

5. Production assistance drive-—During the past vear, a special production 
assistance program with strengthening of free trade-unionism as a major objective 
was undertaken in Europe. The production assistance drive supports the con- 
cept of “sharing out’”’ the benefits of increased productivity through higher wages, 
lower prices, and an expanding market to accompany higher output. 

The participation of worker representatives at all levels and the concept of 
“sharing out” benefits of productivity in the PAD will contribute much toward 
the achievement of the labor objectives of the Benton amendment. The program, 
calling for higher wages and lowered prices and an expending market accompanying 
increased productivity, will weaken communist influence which thrives, particu- 
larly in France and Italy, on social unrest arising out of low living standards or 
unemployment or lack of hope in the future. In raising output, the PAD will 
avoid “speed up” and “stretch out” techniques that workers have found lead to 
job lay-offs. In effect, the program in raising output will result in less physical 
effort by relying largely on improved work methods, better plant lay-out, good 
industrial relations and modern marketing methods. 

Free trade-union leaders, who are supporting the productivity program in face 
of Communist boycott and their active opposition, will be strengthened if the 
program yields tangible economic benefits for workers from such participation 
Collective bargaining for supplementary wage agreements which are related to 
productivity rises will lead to improved, more mature industrial relations. In 
addition, free trade-union participation in the national multipartite production 
assistance agencies will lend prestige to the unions, provided, of course, that the 
program fulfills the promise of increased real wag*s. In those plants where labor 
and management request aid in more satisfactory collective bargaining procedures, 
the services of United States labor consultants will be provided under PAD tech- 
nical assistance. 

6. Labor considerations in offshore procurement (OSP).— Adequate cor sideration 
of labor factors in the placement of offshore procurement in Furope can help ma- 
terially in implementing section 516 (¢) of the Mutual Security Act, and at the 
same time assure uninterrupted production of material with a minimum danger of 
sabotage. Under OSP instructions already sent out by the procurement services, 
country teams, and their labor officers will be consulted by procurement officers 
in regard to the labor aspects of contract placement. In order to advise procure- 
ment officers on the relevant labor factors in respect to firms bidding for offshore 
contracts, missions and country teams will consider such criteria as working con- 
ditions, the trade-union situation, labor-management relations, and the vulnera- 
bility of the labor force to Communist influence. Plant capacity and the availa 
bility and qualifications of the labor supply will also be considered. Finally, the 
country teams and their labor officers will be expected whenever possible to use 
their good offices in helping to maintain satisfactory industrial relations in plants 
working on offshore procurement once the eanrtracts are placed. 
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B. THE UNDERDEVELOPED AREAS 


1. Point [V.—An exchange of technical skill and knowledge designed to help 
the underdeveloped areas to improve their governmental labor functions has been 
in operation under this program since 1950. Groups of trade-unionists interested 
in the twin aims of studying both the structure of American trade-unionism and 
the industries of their own particular competence have been brought to the United 
States as trainees. In fiscal year 1951, approximately 100 trainees were brought 
from underdeveloped areas to the United States for such training. To complete 
the two-way flow, a small number of American technicians have gone abroad to 
help solve some of the more pressing labor and manpower problems in these areas, 

Instructions relating to Benton amendment labor objectives are being com- 
municated to the technical cooperation missions in the field and include sug- 
gestions for development of specific programs designed to implement the labor 
objectives of the Benton amendment. 

2. ECA-MSA program.—MSA has recently assigned labor advisers to STEM 
missions in the Philippines and Indonesia and a labor economist, with similar 
functions, is being sent to Burma. These advisers assist the chiefs to missions 
in all matters relating to labor and give technical advice to participating govern- 
ments as requested. ‘Thus far specialists in the manpower, low cost and worker 
housing, and minimum wage administration fields are currently assigned to 
STEM, Manila, and other technicians are being recruited. A policy guide on 
implementation of section 516 (3) cf the Mutual Security Act sent to MSA 
missions in the Far Fast covers use of technical assistance programs to encourage 
free trade unions as collective bargaining agencies for workers; development. of 
labor programs in each country to fit the local social, economic, and cultural 
pattern and encouragement of legislation to permit organization and operation 
of free trade-unions; development of broad labor education programs, including 
labor institutes, labor press, labor libraries, etc.; use of qualified specialists and 
necessary equipment; and expansion of trade-union team training programs in 
the United States. 

3. Labor information programs.—Taking into account the special factors in- 
herent in underdeveloped areas, United States labor information specialists have, 
as in Europe, employed all the major informational media in programs designed 
to promote a better understanding among workers of United States foreign policy 
objectives. These include the United States objective of encouraging the strength- 
ening of democratic institutions such as the free trade-unions 

What work has been done so far I have not with me this morning. 

Mr. Javirs. Do vou believe we have done everything we could 
with the American directors of the International Monetary Fund 
and the International Bank for Reconstruction and Development, to 
have these institutions make their major contribution to that effort? 

Mr. Harriman. I amin constant touch with Mr. Black. Of course, 
the Secretary of the Treasury is responsible for our representation on 
the Board. 

On the other hand, I am in constant touch personally, with the full 
approval of the Secretary of the Treasury, on the projects that thev 
are working on in different parts of the world. 

I have found that Mr. Black and the directors of the Bank are 
very anxious to move forward as rapidly as they can within their 
authority and within the possibilities of financing under their proce- 
dures. 

Mr. Javirs. Have they told you why they find their authority in- 
adequate for the purpose? 

Mr. Harriman. As far as the operation of the International Bank? 

Mr. Javirs. No, as far as doing the job is concerned. 

Mr. Harriman. They have made very substantial loans all over 
the world. I think they have been very effective im the kind of de- 
velopment for which the Bank was established many vears ago. 
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Mr. Javits. Do you not agree that is not nearly adequate to the 
job that needs to be done? 

You, yourself, said we do not have time in India and yet India has 
a 5-year development plan. 

Mr. Harriman. There is a need for equity capital as well as loan 
capital. There is a need in many parts of the es: 1 for equity capital. 

Mr. Javirs. There has been a proposal that the International Bank 
be entrusted with a sum of money that will be used to set up an 
International Finance Corporation which will supply equity capital 
and make loans to the private economy without Government guaran- 
ties and which should be affiliated with the Bank. 

Can you give us your opinion as to whether or not we should 
utilize some of the funds under the Mutual Security Program for 
the purpose of stimulating this kind of activity through the Bank? 

Mr. Harriman. I do not believe you should use these funds. I 
believe it would be well to work out a plan to encourage the invest- 
ment of private capital. The International Bank should not do it 
all. Private capital should go to a country and help, together with 
the local capital, stimulate development. 

I do not think there is room to take out any funds for this purpose 
from the program for resettlement in Israel and the Arab states or 
from this $650 million. I do not think there is room for that. 

Mr. Javirs. I agree with you. Will you put before us a plan by 
which we could accomplish that result, stating the desirability of it 
if we provide additional money? 

Mr. Harriman. I would be very glad to discuss it with the Secre- 
tary of the Treasury and Mr. Black, President of the International 
Bank. I will do it for the committee as a whole, or I will discuss it 
with you individually. 

Mr. Javits. I would like to see it done for the benefit of the com- 
mittee as a whole though. I am making the request. 

I might say I have urged the chairman to call the members of the 
Bank and fund for that purpose. 

Mr. Harriman. I cannot speak for Mr. Black. They are not 
asking for anything. They do recognize the need for equity capital. 
I am sure he, as an individual, would be very glad to cooperate in any 
way that he could. 

I would think this thing would be welcome and useful. I think 
that the concept should be that in such a development American 
capital should be used and not have the local currency do it all. It 
should be in cooperation with the maximum amount of local equity 
capital available. 

Mr. Javits. My whole purpose in suggesting the International 
Finance Corporation is to germinate capital, whereas anything we do 
by economic or military aid does not have that much leverage value. 

Mr. Harriman, is it fair to say that the great bulk of this program, 
to the extent of over $7 billion, is entirely defensive in its operation, 
in terms of arms and equipment, and so forth? 

Mr. Harriman. Our whole objective is to develop a peaceful world 
and prevent aggression. 

The technical and economic cooperation funds have a long-range 
aspect. They are not at all defensive. They are to try to help 
develop a prosperous world. Therefore, I do not like to think of that 
as being defensive. I think it is a very affirmative step on the part of 
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people to recognize that we cannot live in prosperity unless there is a 
prosperous world. 

Mr. Javits. Mr. Harriman, I am trying to bring out the distinction. 
I wish you would help me. I think it is important for what you 
believe in. 

Of this program, $7,300,000,000 is defensive, is it not, that is to 
prevent armed aggression against the free world? 

Mr. Harriman, It is to prevent armed aggression against the free 
world. And in no sense do I want to give any idea that we have any 
other thought than defense. 

But, on the other hand, I think there is an affirmative side to it, 
because men cannot live in terror and go on with their lives. 1 believe 
when we carry through the program this vear you will see a great 
improvement in the confidence of the people of Europe, and the other 
places where we are helping with military defense, which has an 
affirmative aspect that goes way beyond purely defense 

Mr. Javirs. It is then defensive and protective? 

Mr. Harriman. It is defensive and protective Jevond that it is 
the development of confidence in the free world, which alone makes 
it possible for men to go forward and plan for their future. 

Mr. Javres. I agree with that. But there are over $600 million 
in here as compared with $7,300,000,000 for offense, which is for the 
war on poverty and disease and low standards of living 

Mr. Harrman. The right kind of offense. 

Mr. Javirs. That is really-the division of that program. So, 
when you cut the $600 million, vou are cutting vour very small 
amount of this program which is the part for offense? 

Mr. Harriman. I do not want to suggest that you cut any part of 
this very direct offensive program against such conditions. At the 
same time I do not want to minimize the fact that I believe in the 
other parts of the program which have a military connection for 
defense. This element, in addition, has the kind of offense that vou 
are speaking of, the development of confidence, the development of 
stable conditions, living conditions by which men can move forward, 
It does have that effect on the whole program as well as the $600 
million. 

Mr. Javirs. Do you think the people of the world, Mr. Harriman, 
regard the expenditure of $7,300 million as doing anything but de- 
fending and protecting? Do you think it is going to contribute to 
their future well-being in terms of food, clothine, and shelter? 

Mr. Harriman. Part of the program does make it possible for these 
countries to move forward with an expanding economy instead of 
retrogressing. 

Thev are ready to make the sacrifice, but they do want to feel that 
when thev achieve an adequate defensive position they can move 
forward and get a better life. 

| think this feeling is very much required in Europe. The whole 
concept of the Russians and their satellites is to tear their economies 
down to the low standard of Russia. I think we must have the con- 
cept that we want to help people bring their standards up. 

[t is not the participation of American assets, but it is helping people 
brine up their standards. Ido not see how we, as a rich nation of the 
world can live in prosperity when there is so much poverty and disease 
and such a vast difference in living conditions. 











124 MUTUAL SECURITY ACT EXTENSION 


Mr. Javirs. Do you feel that the program as defined is going to do 
enough for the colomal and dependent areas of the powers that we 
are helping directly? 

Mr. Harriman. I think it ought to be a continuing program. We 
have found that in the past that as we show what can be done, they 
themselves undertake more and more of the same sort of things. 

And so I think this program will generate action on the part of the 
local people of the different countries. As far as the colonial and 
dependent territories, say, of the European countries are concerned, 
all of them have certain development programs of their own which 
they are carrying forward. 

We are helping with the critical materials and that does have a 
direct benefit on the improvement in those countries. 

Of course, you have the Colombo plan of the British Common- 
wealth, and they are doing the same thing within their means. 

Chairman Ricuarps. Mr. Ribicoff. 

Mr. Risicorr. Not having been here this morning, | would be 
presuming on the committee to ask questions that might have been 
asked before. So I will pass. 

Chairman Ricwarps. Go ahead, Mr. Fulton. 

Mr. Futron. The question is on the program, Mr. Harriman. 
How much counterpart is expected to be generated in this new pro- 
gram? 

Mr. Harriman. Ninety-five percent of the $1,800,000,000 will be 
counterpart available for the use of recipient countries with our 
consent. Five percent is reserved for United States purposes. 

Mr. Futon. So we, therefore, have the further projection of that 
counterpart money in the program for the benefit of these countries 
and their economies? 

Mr. Harriman. And their defense efforts, because in many cases 
it will go directly to support their defense effort. 

Mr. Furron. On the European Pavments Union, the United 
States had, I believe, put up $350 million toward the capital fund 
when we established that. 

Mr. Harriman. When the Europeans established it. 

Mr. Futtron. Yes. How is that operating? Has that been going 
well? Is the capital fund still in existence? 

Mr. Harriman. It expanded trade in Europe. It helped break 
down barriers. Since 1948, 1 think, European trade has nearly 
doubled. Since the European Payments Union, it has increased 15 
or 20 percent. 

Mr. Fuvron. Have the funds been used up or are they still in exist- 
ence? 

Mr. Harriman. There are about $300 million left there. 

Mr. Futron. So we have that carry-over? 

Mr. Harriman. No. That has been appropriated and is there and 
is under the operation of the fund. 

Mr. Futvron. Is there any request in this program for further 
contributions? 

Mr. Harriman. No; it is not contemplated that we make any 
further contributions at this time. 

It is a fact that the world inflation of raw materials did affect 
European trade considerably, and it has created certain difficulties 
which tend to unbalance trade in Europe itself. 
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Mr. Fuvron. Within the countries in Europe, then, the European 
Payments Union has worked out well and satisfactorily? 

Mr. Harriman. | think it has made a contribution, but there are 
still substantial problems in European trade. 

Mr. Futron. We are making up here, as well, a dollar deficit to our 
trade area, because of European defense commitments. What is the 
situation on the deficit, for example, that England might be rolling 
up in her trade with Russia? England has a trade with Russia on 
many things. One item is rubber, which would be to us a defense 
support item. She is rolling up an adverse trade balance with Russia 
in her dealings in spite of large credits obtained by Britain for rubber 
shipments to Russia. 

Mr. Harriman. The trade balances between the European coun- 
tries through their trade agreements are kept in balance. 

Mr. Fuvron. Britain is rolling up an adverse balance with Russia. 
The European Payments Union keeps her trade in balance in Europe, 
but now | understand she has an adverse balance with Russia. What 
is being done on that? 

Mr. Harriman. | do not understand she has an adverse balance 
with Russia. 

Mr. Fuuron. I understood they did. 

Mr. Harriman. | will check that. These trade agreements are on 
a balance arrangement. 

(The information requested is as follows:) 

\s revealed in the following trade figures the United Kingdom has had a net 
gain in resources from the trade with both Russia and all of Eastern Europe dur- 
ing the past 3 vears, since Britain has received more in imports than she has sent 
in exports. By this trade the United Kingdom has received important supplies 
of grain, timber, and other items while giving a smaller amount in value of pro- 
ducts desired by the Communist areas. With the trade deficit being paid in 
sterling the accumulation of balances has meant a credit advanced to the United 
Kingdom by Eastern Europe which has helped finance the British economy as 
it went about its tasks of recovery and defense. 


United Kingdom trade with 


tussia (millions of dollar 
Imports 
f. o. b. 
“xports 
pay Trade bala 
i. UL 
1949__. 10.6 nO —10.7 
90 \ 84.3 9 6 —44.7 
51 (11 months) 129.9 59. 6 70.3 


| United Kingdom trade with Eastern Europe 
(including Finland and Yugoslavia) (millions 
of dollar 


_ =e 215.5 14.3 51.2 

RANTS OS ET ale 1. Rees Bae Sees Oe ae 266.6 | 165.0 —101.6 

| RE Sb See eee em ee --| 452.9 | 214. 2 —238. 7 
' 


Source: United Kingdom report on overseas trade. 


Mr. Futron. I understood definitely she is running up an adverse 
balance with Russia. 

Mr. Harriman. She had a credit balance with the Western Euro- 
pean countries and more recently has had a deficit with the Western 
European countries. 
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But as to her trade with Russia, rubber is one of the items that th, 
British do sell to Russia in return for some of the essential commodities 

Mr. Fuxron. Has there been any talk of cutting off that trad: 
with Russia? We look at rubber as a defense support item tha‘ 
would help Russia in her plan. 

Mr. Harriman. There have been discussions of controlling it but 
not cutting it off. 

Mr. Fuiron. Would it be a thing that would hurt the relations 
with our country if we tried to put further limitation in this act, on 
any country dealing in defense support items with Russia? 

Mr. Harriman. We have the Battle Act which is operating, wit} 
which you are familiar. I think you should give that act a chance to 
operate before you put any more restrictions on. 

Mr. Fuvron. I am just asking the question. 

Mr. Harriman. There is a basic question about this, Mr. Fulton 
There are three principal commodities that are very important fo: 
Western Europe. They cannot get them in any other way than from 
Eastern Europe. They are timber, grain, and coal. 

There are other items, too, such as chrome and manganese. Thos« 
are the biggest items. Until you can develop new cycles of trade from 
other directions, that trade must go on or else the economies o! 
Western Europe would suffer very materially. 

The alternative is that we would send coal. But lumber we could 
not. It is not even a question in the case of some of them, becaus: 
there is not an alternative source of supply. 

We are judging it as the Congress wanted us to do, from the stand- 
point of the value of the trade to the west as against the value of the 
trade to the East, together with the other factors Congress specified. 
On the other hand, they have controlled all shipments of the items 
which we consider of the highest strategic value, with minor excep- 
tions. Rubber is not on the top list. It is one of those to be con- 
trolled, not to be stopped. 

Mr. Futron. Should not the sale of a good many of these surplus 
planes of ours, through indirect hands, be controlled by the Battle 
Act, because they are certainly defense support? 

Mr. Harriman. There are no shipments from the west of any 
military equipment to the iron-curtain countries. That stopped a 
long time ago. 

Mr. Furtron. That would stop the planes at Hong Kong that the 
British are holding from being delivered, too? 

Mr. Harriman. I do not know what that situation is. 

Mr. Harian Cieve ann. | think the problem there is who owns 
them legally. 

Mr. Fuiron. I am talking only of delivery, not ownership. 

I said to the Ambassador that if the planes that are surplus from 
this country are a part of the defense, then likewise the planes in 
Hong Kong could not be delivered. 

Mr. Harriman. We do not confiscate property belonging to the 
Polish Government when it comes into our hands. 

Mr. Fuuron. Might I point out several figures, for example, on 
the coal production that you have mentioned? 

The monthly average in metric tons for Britain in 1988 was 19.2 
million metric tons. But 1950 it is 19.1 million metric tons in the 
first quarter per month, and in 1951 it is 19 million metric tons per 
month in Britain. 
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Then in the last quarter of 1951 there are only 19.5 million metric 
tons of coal being produced in Britain. So it is obvious there has 
been no increase whatever and no effective pressure by the British 
to increase coal supply. 

Mr. Harriman. There has been an increase in Britain steadily, 
vear by year. May I give you the figures on a yearly basis, because 
they are more acc urate? 

In 1938—— 

Mr. Fuuron. These figures of mine were supplied by you people. 

Mr. Harriman. I say, they are quarterly figures. In 1938, 
Britain produced 230,400,000 tons. In 1948, 212,400,000. It was 
up to 218 in 1949; 219.6 in 1950, and 225.8 in 1951. 

They hope to increase it in 1952 by another 2 million. 

Mr. Fuiron. Could I comment there, that the 225 million in 1951 
is less than the 230 million in 1938. 

If vou look over on motor vehicle production, you will find on pas- 

never cars, for eXat nple, that Brits in has gone up from 28 O00 per 
month in 1938 to 48,000 cars per moath in the fourth quarter of 1951. 

Mr. Harriman. As you know, 80 percent of the automobile pro- 
luection in the United King: lom is directed for exports to he ‘Ip payv 
for their imports. The fact is that in Britain they have increased 
their industrial production between 40 and 50 percent above prewar 
levels whereas in coal output they have not quite vet hit the prewar 
production mark. 

There are a great many reasons, psychological and practical, for 
that matter. It is one of the major problems that the United King- 
dom has. The British are attempting to find a solution to it. It is 
the No. 1 producti on prob lem. It isa fact that Britain has not been 
able to get expansion in its coal production to the level which it pre- 
viously had. 


Chairman Ricuarps. | beg your pardon. Just one moment. Mr. 
Harriman, itis 1 o’clock. Ido not know what vour schedule is today. 


Maybe if we could stay a half hour or so longer we could finish up with 
vou. If you do not object, | think we will continue a while 

Mr. Fuuron. May I point out to you the reason for my question. 
| have to explain the coal situation when I go in the coalfields. With 
the car production and the manufacturing plants for paris that are 

ated in our Midwest area, we have to explain to the y ope in our 
reas Why this ear production has gone up, for example, to 48,000 in 
Britain, while ours has been cut. 

In Germany, passenger car production in 1938 was 17,000 as a 
monthly average. Germany has now gone up to 25,000 as a monthly 
average on passenger cars. Yet for the manufacturers in this country, 
we are told to cut down on production, to lay off the men, and not to 
make the parts in these many small plants. 

Mir. Harrtman. Would you give what we were producing in 1938 
as compared to what we produced in 1950? 

Mr. Funron. What we ourselves did? 

\ir. Harriman. Yes. 

Mr. Fuiron. | think our present production is above it. 

\Ir. Harriman. It is way above it. 

Mr. Futron. I am trying to justify the cut this vear in United 
States production of passenger cars of approximately 30 percent. 
This will have to be justified to the people of our automobile industry 
and our steel industry. 
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Mr. Harriman. They are attempting to balance their requirements 
to import food and raw materials by the export of their car production. 

Only 20 percent, as I recall it, and I think I am right, of the pro- 
duction of cars in the United Kingdom is permitted for domestic 
consumption, which is considerably less than it was 10 vears ago. 

Mr. Futron. I am glad to have your explanation on that. 

Shipbuilding uses up defense materials. You will find that Ger- 
many in 1938 launched merchant ships in the sum of 119,700 gross 
tons, and in the 1951 fourth quarter it is 110,000 gross tons. 

Then in the United Kingdom for the year 1938 it was 256,000 gross 
tons, and now that has gone up to 444,000, in the fourth quarter. 

Norway has gone from 13,800 tons in 1938 to, in the fourth quarter 
of 1951, 38,000. 

If we have all these excess ships lving around from World War II, 
why is there this tremendous use of war materials in those countries 
for this purpose, and when you look at us as a whole, the western 
democracy, we almost have surplus ships running out of our ears. 

Mr. Harriman. In the first place, Norway lost almost half of her 
fleet during the war. 

Mr. Futron. Why not give her some of the Liberty ships? 

Mr. Harriman. These are modern ships which are adapted to 
modern requirements. The older Liberty ships are not designed for 
the current trade. They are good for some purposes. 

Mr. Futron. Could vou submit us a statement on that? 

Mr. Harriman. We are not permitted to sell our ships abroad. I 
felt it would have been useful if we could have in the program sold 
some of our ships abroad, but it was not permitted. ra 

Mr. Roosrvecr. By the Congress. “ 

Mr. Fuvron. Could we have a provision in this bill that would 
permit the United States to sell surplus ships abroad without any 
intermediate agent? 

Mr. Harriman. | think there are many places where it is still 
possible to sell ships to advantage. 

I want to make it plain that I have been for the maintenance of our 
own shipping industry. I have been consistently for it. But I do 
believe we can sell our ships. It would have been advantageous to 
have sold some of our ships to other countries, and it would have made 
it more possible for those countries to get on a self-sustaining basis. 

Mr. Furron. Ceuld you have your agency supply us with a method 
of doing it, and leave to the committee the decision of how to do it, 
the method of possibly coming up with the sales of ships from surplus, 
the ships that are not used by our Merchant Marine? 

Mr. Harriman. I would have to consult with the Maritime Com- 
mission. I will be glad to supply any information as to what ships are 
available. I am not here to make that proposal at this time. There 
are strong feelings against this on the part of a large number of 
interests. 

I felt it was wise in 1948. I do not want to stir up again a major 
controversy at this time. 

Mr. Fuutron. If vou would have that cleared so it would be satis- 
factory to our Merchant Marine, I would like to have it. 

Mr. Harriman. What ships are still available in the Maritime 
Commission? I would not want to come up with a plan of sale, that 
is, that is not protected 
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Mr. Futron. Just the method. 

Mr. Harriman. You will remember there was a Harriman com- 
mittee report in 1948. We recommended the sale of our surplus 
ships, but the Congress in its wisdom decided it was not advantageous 
to do it. 

(The information referred to appears in the appendix, p. 1057). 

Mr. Fuvron. In closing, I wish to thank you. 

On your request for specific information regarding the company | 
mentioned, I think it is much better to point out that the guaranty 
program generally has not worked and that it has had enly $45 
million used under it. I would therefore ask that the general method 
be checked to bring it into focus rather than submit to you a question 
of any particular company in which I am _ personally interested. 
Thank you very much. 

Chairman Ricwarps. Mr. Hays. 

Mr. Hays. Mr. Chairman, Mr. Harriman has been under consider- 
able bombardment. I do not want to take any more time. Will 
this be the last session? 

Chairman Rrenarps. Yes, | thought possibly at the present time. 
It mav be necessary for Mr. Harriman to come back later on. 

Mr. Hays. I think some of the questions | can ask of other witnesses. 
I think by all means we must get through by 1:30. So, if the Chair 
will gavel me at the end of about 8 minutes, | will share the time 
with the other two members. 

Mr. Harriman, you made it very clear that the purpose of the pro- 
gram is to achieve maximum military strength. 

I suppose there are two assumptions, or more, that underlie that 
program. Two that occurred to me are, (1) the will to fight, which 
you believe, and it is certainly supported by the speeches which we 
have heard from General Eisenhower and others, that the will does 
exist, as a result of the efforts of all of us. 

I want to ask you about that point. I will tie the two assumptions 
together. The second is, there is probably achieved the minimum 
requirement of coordination. You can have a will to fight on the 
part of a lot of people, but if, governmentally, it is not coordinated, 
then the will might prove futile. 

You would say, L assume, that these two requirements exist— the will 
to fight and the minimum requirements that came through the Lisbon 
Conference and otherwise, the governmental coordination? 

Mr. Harrman. | am completely convinced of it. I think we have 
ample proof in the British Commonwealth division that is fighting in 
Korea, the Turkish brigade, and the battalions from other countries. 
Their record has been superb in all the accounts I have had. 

From the standpoint of the determination by the countries, it will 
have to come from the people of the countries, but the majority of 
the countries have overwhelmingly approved the NATO treaty and 
are continuing to support heavy expenditures for defense. 

They all have universal military service, and a number of them 
have expanded their length of training and have otherwise shown a 
disposition to increase such forces. 

I do want to mention, also, the French and Indochina. It is a 
desperate struggle. They have been fighting for a number of vears. 

Mr. Hays. The chart that vou have shown on the North Atlantic 
Treaty Organization applies to the 12 countries, or does it embrace 
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Greece and Turkey? ‘To what extent is the Lisbon agreement to be 
distinguished from our total Western European organization? 

Mr. Harriman. Turkey and Greece are now represented on the 
North Atlantic Council. They will be represented on the Military 
Committee. 

The standing group consists of the United States, the United King- 
dom and France. When you get below to the command structure, 
it is still being worked out as to how Greece and Turkey fit in under 
the command structure. 

The basic agreement has been reached. 

I should not say it has been worked out, but it is being worked out, 
and they will come under the command structure. 

Mr. Hays. I have been convinced personally from the data that you 
have, and which others have submitted, that these European countries 
are carrying their share of the load and that they are prepared to 
carry a proportionate share of any projected program. 

But as you can tell from the question I asked the other day about 
the tax question, | am concerned that there are, within those countries 
certain favored groups that are not carrying their share. It is the 
kind of problem that you do not reach by having all of the favored 
groups in one country, so vou can say to country X, ‘You are not 
carrying your share.”’ 

But nevertheless, there is a disparity. There is a condition that 
if we could, if we had a device to reach it, we would certainly be 
derelict if we did not correct it. 

I presume you agree on that from what you said the other day 
about the tax problem. We found it in Germany. There is a con- 
stitutional problem there, partly of our own devising. The problem 
exists in France and in Italy. 

If you come up with some answers on that, it seems to me you will 
favor us greatly because we must defend the program. 

Mr. Harriman. All I can say is that as far as France is concerned, 
for example, we pay somewhat over 80 percent of our Federal taxes 
in direct taxes, and France pays only about 25 percent in direct taxes. 

They have undertaken to increase their direct taxes, and I under- 
stand collections are going up. Italy has a tax reform which goes in 
the right direction. These countries are sovereign countries. We 
can not write their tax bills for them. 

There are certain difficulties in writing tax bills which the Congress 
itself has. IT would not undertake to prescribe how a country should 
levy its taxes. 

It is a fact that we have suggested in an appropriate way the study 
of tax reform on the part of these countries, and | think results are 
being achieved. I cannot give you any further encouragement on 
the suggestion that there is any way in which we can prescribe how 
a sovereign nation should tax its people or the manner in which it 
should do it. 

I think it would be a mistake to undertake to do so. However, 
I heartily agree with the concept which is pursued by most of the 
NATO countries, of a larger percentage coming out of direct taxes, 
that is on the basis of a payment by those who can afford to pay. 
May I just say, I have said it before, but perhaps you were not 
here, that France, although her average per capita income is less 
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than one-third of ours, does collect in taxes a larger percentage of 
her gross national product than we do. 

Mr. Hays. I was here. It is a highly relevant statement. I am 
glad you brought it out. 

But that again, Mr. Harriman, dramatizes the fact that within 
France there are groups that are favored. That only proves the 
relevancy of the other point. I am glad you brought that out. 

Now are there provisions for enforced contributions for the Euro- 
pean army from the respective countries? 

Mr. Harriman. Forced contributions? 

Mr. Hays. Yes. I am speaking now just of the European army. 
Perhaps it is not necessary to take the time on this point. I will 
withdraw the question. 1 was thinking of how we reached the ques- 
tion of contributions by the respective countries for-——— 

Mr. Harriman. In dealing with sovereign states, each country has 
offered to do certain things, to develop certain military forces, and 
the sum total of that was analyzed and discussed. Some countries 
undertook to do more than they first planned. The net result was 
the Lisbon plan of action. 

Mr. Hays. And that seems a tremendous step forward in meeting 
this question of sovereignty. 

Mr. Harrman. There is a feeling that there is a mutual responsi- 
bility to each other in the NATO countries. 

Mr. Hays. On page 7, you lost me awhile ago, and I wanted to 
clear up one point about the defense item of 1.4, Mr. Harriman. That 
item of defense support is not included in the big item, the total 
item of $17.7 billion that you have given as an over-all figure, is it? 

Mr. Harriman. That is right. It is to help the Europeans carry 
out their own military efforts. 

Mr. Hays. I wanted to be sure that the 1.4 does not include any raw 
materials, for example. 

Mr. Harerrman. Yes, it does include raw materials. That is just 
what it does inelude. 

Mr. Hays. I meant to say end items. 

Mr. Harrman. No. The end items under this year’s program are 
2.8, and the offshore procurement is 1 billion. 

Mr. Hays. That is what I wanted to clear up. The end items are 
carried in the 2.8 only? 

Mr. Harriman. That is right. 

Mr. Hays. That is all. 

Chairman Ricuarps. Mr. Roosevelt. 

Mr. Roosrevetr. Mr. Chairman, I regret that I was unable to be 
here this morning, due to another meeting with regard to unemploy- 
ment in the city of New York. 

But if Mr. Hays wants to take any of my time, [ am more than 
happy to give it to him. I have no questions. 

Mr. Hays. That is all I have. 

Chairman Ricuarps. Mrs. Kelly. 

Mrs. Krxiiy. I have one question, Mr. Chairman. Mr. Harriman, 
to achieve maximum military strength, assistance has been given to 
Yugoslavia. 

Do you believe that further aid to Yugoslavia will benefit Marshal 
Tito in his continuance of his collectivization program which is dia- 
metrically opposite to our belief of the private enterprise system? 
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Mr. Harriman. The military assistance we are giving to Yugoslavia 
will help protect Yugoslavia against attack. They have large forces 
under arms. 

What the internal policies of Marshal Tito are, are not involved in 
the military assistance that we are giving Yugoslavia. 

Mrs. Kexiy. You believe that we should not make it a condition 
to any further aid to Yugoslavia? 

Mr. Harriman. There is no way that we can put any conditions on 
our assistance? 

Mrs. Ketiy. There is no way we can? Could we not place condi- 
tions that she must stop collectivization, which is a principle of Marx- 
Lenin-Stalinism and Marx-Lenin-Titoism. 

Mr. Harriman. | think she has stopped the collectivization of the 
farms. But there would be no opportunity, and there can be no 
alternative to accepting the political situation as it exists. The alterna- 
tive to Tito in Yugoslavia is a Soviet satellite state. 

That is the reality of the political facts as they exist. 

There is no question in my mind that Tito has split from the 
Kremlin. There is no question in my mind that he is determined to 
defend bis country against attack from the east. 

Chairman RicHarps. You look somewhat puzzled, Mrs. Kelly, 
and worried. 

Mrs. Ketiy. I am worried about that. What part will Yugoslavia 
play in the defense of the west? Has that been planned by any 
agreement, other than holding Yugoslavia as a gateway against Stalin 
moving in? - 

Mr. Harriman. If Yugoslavia is attacked from the east, there is 
no question in my mind, as long as Marshal Tito controls the Govern- 
ment, they will fight. 

Mrs. Kextiy. Should he be asked to contribute if Russia attacks 
any other country but his? 

Mr. Harriman. The subject of whether we would wish to make 
parallel commitments under which we agreed to defend Yugoslavia 
if she was attacked and Yugoslavia agreed to come into the war if 
some Other country was attacked has not been discussed or proposed. 

Mrs. Ketiy. Thank you. 

Chairman Ricwarps. Mr. Harriman, there is one question I want 
to ask just before we recess. Someone this morning mentioned 
something about this hat business. Last year we had about four 
hats downtown. There was a Defense hat; there was a State hat; 
there was a point 4 hat; and then there was an ECA hat. It looked 
to the committee like they were about the same size, and they were 
getting the hats mixed up down there and they could not get them 
straightened out. 

Either somebody else was taking somebody else’s hat or invading 
other functions of somebody else. 

What we tried to do in the mutual security bill was give you the 
big hat. It would not fit anybody else down there. Then you would 
have three or four little hats under you and you would keep those 
hats straight downtown. 

Has anybody been trying to take your hat since you were appointed? 
I am talking about cooperation. 

Mr. Harriman. No, I have found the most wholehearted coopera- 
tion. I think the Congress was wise—I might not have been the 
right selection—in the set-up you provided. 
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I think the fact that we are getting this type of cooperation is 
showing itself. 1 think the fact the Secretary of State, the Secretary 
of Defense and | all recommended to the President one man to run 
the program in Europe is a major step forward. 

I am not sure that I can say | have a big hat compared to the hat 
that the Department of Defense wears. But I find the greatest 
cooperation with Mr. Acheson and Mr. Lovett in working out the 
kind of problems we have. 1 think it is working. 

Chairman RicuHarps. You are not hunting the big hat. Congress 
gave you the big hat. What Congress wanted to do was to find out 
what is under the big hat. They want to go to somebody down there. 

Mr. Harriman. It is somewhat small. 

Chairman Ricnarps. You have plenty under the big hat. They 
did not want to go down there and have somebody tell them, “That is 
the other hat man.” So they are going to the one fellow with the big 
hat. If there is any trouble with the big hat, you have to take it. 

I am glad to see you think it will work better than the old set-up. 

Mr. Harriman. I think it is working. I am not issuing any orders 
to the Secretary of State or the Secretary of Defense. We sit around 
the table when there are matters to be discussed and work them out. 

As I have the supervision of the whole program, it is possible to 
pull in the other departments and agencies of government involved 
so we can get a rounded program. We are all working together for 
the common objective. 

Chairman Ricuarps. Generally speaking, with reference to the three 
or four small hats, nobody as far as vou know has been getting those 
mixed up and it is working pretty well? 

Mr. Harriman. Yes. We naturally have problems that are in- 
volved in different parts of the programs, and they have to be fitted 
together. It is essential that we have cooperation. I am not doing 
it by order but by obtaining cooperation. 

Chairman Ricwarps. Are there any other questions? 

Mr. Futron. I was going to ask about the coal of South Korea. 
Are they using it to help out Japan? Are they reopening the mines? 

Mr. Hartan Cievevanp. | do not think so. 

Mr. Harriman. It is a major problem that Japan has. She used 
to obtain so much of her raw materials from what is now Red China 
that plans and studies are being made for new circles of trade, where 
coal and iron can be obtained from friendly countries. It will take 
time to develop it. 

At the present time it is very unfortunate that this very high priced 
coal has to move from the United States to Japan. 

There is some coal development in Formosa and some in the Philip- 
pines, and some iron ore in Malaya. 

Mr. Fuuron. | wondered if those projects were started. 

Mr. Harriman. Some are started and some are being studied, be- 
cause the cost factor has to be figured out. 

Mr. Futron. In order to eliminate some of the problems in the 
occupied areas, can GARIOA be eliminated in this program? 

Mr. Harriman. It is not in this program, and I understand Japan 
is On a pay-as-you-go basis. 

Mr. Futron. GARIOA generally is not in this program, is it? 
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Mr. Harriman. No. 

Chairman Ricwarps. Thank you very much, Mr. Harriman. 

Mr. Harriman. I want to express my appreciation to you and the 
members of the committee for your courtesy. 

Chairman Ricuarps. We were delighted to have you here and ap- 
preciate your testimony and frankness. 

Mr. Harriman. I might say that General Olmsted, who was here 
yesterday, will be available on the military side. Mr. Cleveland will 
e here from the MSA. Mr. Wood is in charge of the entire presenta- 
tion, acting for me, and will be in attendance as my representative, 
if you will permit me to assign him to that, rather than come myself. 

Chairman RicuHarps. I think that is sensible. He will be your 
executive assistant in arranging that program. You will stand ready, 
of course, Mr. Harriman, to send any witnesses of your organization 
up here? 

Mr. Harriman. I will be glad to come back myself. There are such 
men as Mr. Batt and Mr. Draper whom you will want to hear. You 
will want to hear Mr. Bruce on the French situation. There are one 
or two others we can inform you about, if you want to get details of 
the program, or the program in the various parts of the world. General 
Gruenther is coming here? 

Chairman Ricnarps. Probably next week. 

Mr. Harrran. Yes. 

Chairman Ricuarps. The committee stands in recess until 10:30 in 
the morning. 

(Whereupon, at 1:30 p. m., the committee recessed, to reconvene 
at 10:30 a. m., Thursday, March 20, 1952.) 
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THURSDAY, MARCH 20, 1952 


Houser or REPRESENTATIVES, 
ComMITTEF ON ForeiGn AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee Room, 
Capitol, at 10:50 a. m., Hon. James P. Richards (chairman) presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we will continue hearings on H. R. 7005 
We are privileged to have with us this morning the distinguished 
Secretary of State, who has already testified before the committee 
at the joint session in general terms on the bill. 

He is here this morning to answer any questions put by any member 
of the committee. I have a few questions I would like to ask Mr. 
Secretary. 

Mr. Secretary, are you ready to proceed? 


STATEMENT OF HON. DEAN ACHESON, SECRETARY OF STATE 


Secretary Acnreson. Yes, Mr. Chairman. 

Chairman Ricuarps. Mr. Secretary, the bill we have before us, 
as you know, for you are one of the main architects of it, calls for an 
authorization of $7.9 billion in support of the Mutual Security Pro- 
gram. 

According to the President’s budget message, which calls for $80 
billion-plus to be authorized and appropriated this vear by the Con- 
gress to maintain the Government and also carry on the various 
programs proposed by the Government, that figure when compared 
to our tax income would leave us about $14 billion in the red, T believe. 

We have to do one or two things, or both, that is, raise taxes or cut 
appropriations. 

I think it is quite evident that the Congress this year is not going 
to raise taxes. It is an obligation, I feel, of the Members of Congress 
to do something about it. One of the things we could do is cut out any 
unnecessary deadwood from all of these proposed authorizations, if 
deadwood there be. 

We have a defense program. We have other programs. I would 
like to hear from you, Mr. Secretary, as to how you regard the relative 
importance of the proposal here, as compared with the other proposals, 
as it affects the United States, not other countries. 

Do you care to make a statement on that? 

Secretary Acueson. I will do my best to respond to your question, 
Mr. Chairman. 

In judging the importance of matters which are before the Congress 
I would rate the security of the United States as the most important 
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criterion you apply as to whether or not an appropriation is justifiable 
and necessary. 

There are many things we might be able to get along without if 
we had to do so. I do not think that it is proper or wise to economize 
on the security of the United States. That security is dealt with from 
the military point of view in the appropriations for the Military 
Establishment and for our allies. 

This amount, $7.9 billion, is almost entirely under the head of 
security. I think all of this really comes under that head, but the 
vast bulk of it comes directly under the head of military security. 
Therefore, if the Congress felt that it were necessary to reduce total 
appropriations over the whole field, [ should think the last point that 
the Congress would want to cut is our appropriations which have to 
do with security, and the last part of the security appropriations that 
the Congress would want to cut would be those funds which would be 
applicable to forces who might be the first forces to meet and resist 
an aggressor, if aggression took place. 

It seems to me that the funds which are provided here for the North 
Atlantic allies fall into that category. 

If there is trouble, it is highly likely the NATO forces under Gen- 
eral Eisenhower will be in the front lines. Those, therefore, are the 
ones which we should see are in tiptop shape and are increasing as fast 
as that can be done. 

That is what this bill provides for. I should think it falls within 
the conception of security, that it comes in the most important part of 
security. 

In my judgment all security matters perhaps take precedence over 
all other matters. That is a generalization to which one can find 
many exceptions. I would not want to push the thing too far. But, 
as a broad proposition, it seems to me that is the right way to go at it. 

Therefore, in approaching this matter I think the Congress has two 
considerations before it at the outset. One is, Does the Congress 
believe that it is necessary to reduce the deficit which would occur if 
there are no further taxes? It reduces that deficit by cutting that 
appropriation somewhere. Is that necessary? Or, is it possible that 
the country can stand as it is without bringing on inflation, or that we 
have a budget this year which is unbalanced? That is a matter which 
the Congress will have to decide. 

I would be very clear in my own mind if the choice were between 
cutting defense appropriations and leaving the budget unbalanced to 
the amount which it would be this year; | would leave it unbalanced. 

I would not cut defense appropriations for the purpose of bringing 
about a balance of the budget. 

What appropriations can be cut, if the Congress decides that it 
must cut them, does not fall within my province. In the first place, 
I am not familiar enough with all the expenditures of the Govern- 
ment. It is not appropriate for me to say. The thing I think Con- 
gress is entitled to hear from me is from the point of view of the 
foreign policy of the United States, from the point of view of the 
security of the United States, as far as the rest of the world is con- 
cerned, what are the items of priority in my judgment. 

In response to your question, | have done my best to answer. If 
I have not done it fully, I will be glad to respond to any other question 
along that line. 
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Chairman Ricuarps. Do you think the $7.9 billion, taking every- 
thing into consideration, is necessary at this time for the security of 
the United States? 

Secretary Acnrson. Yes;I do, Mr.Chairman. Broadly speaking— 
associates of mine and of Mr. Harriman’s will go into the details of 
the bill—the bill falls into a large part which is applicable to the 
North Atlantic allies. That is by far the greater part of the bill. 

Then there are the technical cooperation programs, which I will 
speak about in a moment; then there is the amount for the Far East. 
| have just spoken about the North Atlantic Treaty allies part of it. 
I do not believe it can be cut at all. 

So far as the technical cooperation programs are concerned, | am 
sure some of you will want to question me in detail about that a 
little later. That falls into three main parts. Part of the TCA 
carries What has been started in the past. That is not a very large 
sum. ‘Then there is a considerable amount in there which was put 
in for refugees. This is not really a technical assistance program. 
This is something which the Congress has directed TCA to carry out. 

This is a supply program for refugees into Palestine and refugees 
out of Palestine. These are people who at the present time are in 
trouble and homeless, and the Congress has been interested in helping 
these people and has directed the TCA to carry that out. 

Mr. Earon. Is the Palestinian refugee situation the only refugee 
situation we deal with? 

Secretary AcHESON. Yes, sir; I believe that is so. 

Then there are three programs which are quite sizable, ia fact, 
they take up the bulk of the funds provided for TCA this vear. 
Those are the programs in India, in Pakistan, and m Iran. I will go 
into this if anyone wishes to question me about it in greater detail later. 

What I want to point out at the present time is that they are large, 
larger in degree than we have ever done before im TCA, because there 
is an attempt to telescope in time a program which normally would be 
stretched out over a period of vearginto 4 years in order to meet a 
very dangerous situation which has developed in the last vear in India. 
I wil! go into that. 

india also affects Pakistan. That is equally true in Iran, but in 
lran the whole program is smaller. 

The effort of the TCA in India is, within the period of 4 vears, to 
make whatever assistance we would want to give over a much longer 
period of time available to the Indian Government, so that they may 
increase their food supply by 7 million tons. We believe it is neces- 
sary to do that to stop and reverse a trend which has been disclosed 
in the recent elections in India, where in certain parts of the country 
the Communist vote has increased to a very great extent. In some 
of the Provinces the Communists have only a little less representation 
than the Congress Party itself; no party has a majority of the state 
legislatures. 

The Indian Government is putting vast sums into an effort within 
4 vears to increase the food supply by 7 million tons. 

We are taking all the technical assistance which would normally 
stretch over 10 or 12 years and putting it in a big program to affect 
a large area of India where this troubled situation exists, so that we 
will stop and reverse this trend. 
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That, I think, is very important, again for security reasons, because 
if this trend continues, if we should have a real growth of Communist 
political strength in India, we would have a most dangerous situation 
for all of us in south Asia. 

So, the military part in Europe, I think, cannot be cut. I think 
it would be most hazardous to cut the part of this that has to do 
with the Middle East. So far as the Far East is concerned, there 
most of the funds provided are for military assistance where actual] 
hostilities are going on or are threatened, and the supply problems 
which are necessary to keep such economies as that in Formosa alive 
when they are bearing a military burden out of all proportion to the 
population and resources of the island. 

Those, I think, the Congress would not consider cutting because 
the Congress is fully aware of the danger coming from actual existing 
hostilities, and the threatened hostilities, in that part of the world. 

Therefore, those are the three main parts of this program. I 
believe they have been cut down to the very bone. 

If the committee finds that we have included anything in there 
which should not be included or could be stretched out into another 
vear, I would be the first to say it should be done. But I know of no 
such thing. 

Chairman Ricwarps. Mr. Secretary, thank vou for that statement 
outlining your position generally on the whole bill. I want to go back 
to the question of Europe. About three-fourths of this money is to 
be used in Europe, in round figures. About one-third of the funds 
proposed to Europe is so-called economic aid, or defense support. 

It is the feeling throughout the country and the Congress that we 
have just about given Europe as much economic support as they could 
expect, and that their economies have recovered to a great extent. 

I would like to ask you what vou think about the relative importance 
of the almost $2 billion for defense support, and the something over $4 
billion for straightout military aid. I would like to have a word on 
that. “ 

Secretary Acurson. I think they are both of vital importance. I 
think the whole program would be impossible if we do not have these 
funds that are called “defense support” or “economic aid.” 

I have spent quite a long time recently, an intensive period of time, 
in Lisbon, going over with our allies their defense budgets for the 
vear 1952, and their programs for the vear 1952. 

I am convinced that our allies are stretching their capabilities to the 
limit in order to carry out the programs worked out for 1952. I think 
they are dangerously extended. I think they can do it with this help. 
I am sure they cannot do it without this help. I am sure without this 
help their programs will have to be reduced to the point where we will 
not be providing the security which we ought to provide in 1952. 

The program that we are now considering for 1952 is a lesser one 
than we had hoped we could all carry out a year or so ago. That is on 
account of the studies of the TCC. We have had to reconcile what is 
desirable with what is possible. I do not think we ought to take a 
calculated risk beyond that which we are taking in this stretching out 
of the program. At the expense of being long-winded about this, may 
I put, from the point of view of a layman, the necessity and the reason 
for this defense support fund, these economic funds. 
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I think we can do it by working out a simple equation here. What 
we have been trying to do since the end of the war is to get the Euro- 
pean economies at a point where they are balanced, that is, where the 
expenditures which they have to make outside the country balance the 
sales they make outside the country, so that the hard money that they 
have to pay and the hard money they take in balance. 

That was pretty well accomplished under the Marshall plan, and 
we were going along in fine shape when we got to the Korean hostilities 
and the rearmament program which came along out of those. 

Let us start out where we were when the rearmament began. The 
equation I would like to start with is to say that X, which equals the 
cost of the imports into a country, and let us take England, because 
that is an outstanding simple example, that England has to pay out 
X for what it imports, and what it imports is food, raw materials, 
housing materials. The population eats, wears, and lives on some of 
the exports. The other exports they hammer into products which 
they sell, and that pays for what they bring in. 

When this thing started X equaled X. They earned as much as 
they had to pay out. In fact, they were doing a little bit better than 
that. But let us say that was the way it was. 

Now, you begin the rearmament program and things begin to happen 
to this equation right away. The first thing that happens is that the 
prices of all imports, which are the raw materials into England, go up, 
because evervbody is buying these materials in much greater volume 
through the whole defense program in the United States, France, and 
all other countries. 

Some of the prices go up a great deal; others go up 25, 50 percent, 
and some go up 300 percent, 400 percent, and so forth. A fair average 
is about double. 

So the equation on one side, instead of X equaling the cost of im- 
ports, it is now 2X. So you pay out twice as much as you were pay- 
ing out before. 

Now what happens on the other side of the equation? On the 
other side of the equation you do not export as much as you did before. 
The value of your exports may have gone up a little bit, but they 
have not gone up as much as the raw materials went up. So, let 
us say the exports here are 1X instead of 1X before. You have 
had some rise in prices. 

What immediately happens is that you do not export all of that 
amount because you have to take some of it and make that into 
uniforms for soldiers, into tanks, airplanes, guns, jeeps, and all that 
sort of business. So that amount of the imported raw materials 
does not return as exports. It remains in England as equipment 
for troops. So.that this X has a subtraction from it, that is, the 
amount of the materials which go into the rearmament. So it is 
X minus Y. Therefore, you have a disbalance at once. The cost 
of your imports have gone up and the amount you get from your 
exports has gone down. 

While that is happening some other things happen to this equation, 
Thev happen on both sides of the equation. The amount you get from 
exports is further reduced, and why? Because when this equation 
becomes unbalanced the pound begins to drop. And people who owe 
money or people who are going to order goods put off paving their 
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debts and put off placing the orders because it will be cheaper for them 
to pay their debts or place their orders when the pound goes down. 

Therefore, you get a withholding of money owed and in the placing 
of orders that will not be placed. So the equation has another minus 
on the export side, which we will say is minus Z. So that is going 
down on one side. The amount of money which is paid out, that is, 
the import side of the program, has another boost up. 

That comes from the fact that England is not only paying for its 
own imports but it is a banker for other people, the sterling area. As 
these prices in the world increase, the sterling area draws more dollars 
out or wants to buy more things quickly, which, because of the situa- 
tion, they will not get. So vou have another increase—-we do not 
know how much—which is a very sizable increase on the import side. 

So instead of a little disbalance with which it begins, what happens 
to this equation is that the amount of dollars that they have to pay 
out continually rises and the amount of dollars which they take in 
continually drops. 

What happens then? The only place that deficit can come from is 
out of the British national savings account. What is that? That is 
their gold and dollar reserve. That is all they have. If their reserves 
are large, and this sort of thing happens, no great harm comes, because 
you take money out of their savings bank and you pay this deficit, 
and in the meantime you take measures to correct it. By the time it is 
corrected you have lost some of your savings account, but if it is large 
enough that does not do any harm. 

The British savings account is not large enough. It started out on 
June 30, 1951, at $3,800,000,000. That is what they had. That is 
all they had in the world to meet this kind of thing. 

On December 31, 1951, the reserve was down to $2,300,000,000. 
In other words, they had lost a billion and a half dollars in 6 months. 

The Chancelor gave his figures as of the end of February in his 
budget speech, and the reserve is now down to $1.7 billion. Great 
Britain has lost more than half of its entire reserve in this world in a 
period of 8 months. 

Now, the British have taken energetic steps to stop this and turn it 
around. They, first under the Labor Government, and when the 
Conservative Government came in, and as also shown in the Chan- 
celor’s speech, drastically cut their imports to try to bring down this 
2X-plus something to a manageable figure. 

They have cut into all such things as food subsidies, and so forth, 
which are very difficult matters to handle ia a country like England. 

They have raised their taxes. They have done all the things that 
they can possibly do to meet this. I am sure that those actions will 
in time stop this drain and turn it around. But the question is, When? 

How far can this nose dive go before the thing blows up? If it 
blows up, we are in real trouble. 

As it goes down, the British Government has to look at this amount 
of stuff which they import and use for the armament program and 
they have to say, ‘‘We just cannot afford to do that if we do not get 
some help, because our reserves are going down and we are close to 
the poimt of collapse. As much as we want to take care of our arma- 
ment program, we have to keep people alive, or you do not have any- 
body in an army or working on an armament program, and, therefore, 
we heve to reduce the armament program.” 
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The purpose of these funds we are talking about, in the case of 
England and France and these other countries, is to say, “It is not 
necessary for us to cut down or stretch out this armament program 
lower than what you were planning to do, because the United States 
is asking Congress to do this, and we hope the Congress will give us 
the funds to do two things.”’ 

Both of these things have to do withethis import problem. One of 
the things these funds are for is to buy the raw materials which go 
into the making of armaments. That takes all sorts of things for 
which dollars are required—steel, copper, all things of that sort. 
That is one use of these funds. 

The other use of it is to say that we will take care of some of your 
deficit problem which is incurred by buying wheat or cotton or the 
various things vou have to get outside of England in order to clothe 
and feed your people. It is so that your economy can go on, that 
people can eat and get clothes while they are working on this program. 
That is why, to a somewhat different extent, the same illustration 
would apply in France. It would be a little different from that, but 
it is essentially the same. It very clearly would apply in Italy, and 
pretty much in the Low Countries, in Norway, and Denmark. 

The point | am trying to make is that if vou do not have these 
funds, then to give the British the end items does not produce an 
army, because you have an economy which is not turning out weapons, 
only part of this army is armed, and the part which they are going to 
produce is not produced. 

You do not have factories operating which can take over the 
maintenance of what they are being given, and, therefore, you do 
not have an army. So, to give the end items without this aid does 
not produce what we are after, which is an army. 

Incidentally, it is true that these funds produce a very considerably 
increased dollar value in armament, because when you give a person 
some raw materials and they furnish the labor and equipment and the 
factory, what they produce is worth in guns a Jot more than the raw 
material is worth. So you get 24 or 3 times as much value out of your 
dollar by giving the raw material than you would in giving that whole 
thing in end items. 

But, from the point of the British economy and the French econ- 
omy, you would not have an army unless you kept those factories 
going. That is why, in my judgment, this part of the thing is abso- 
lutely essential. 

It is not given to allow these communities to live in a comfortable 
way or do a lot of things they would like to do. It is given so they 
can eat, wear clothes, get the raw materials which they make into 
armament. It is an absolutely vital part of the whole program. 

Chairman Ricnarps. Mr. Secretary, just one other question. That 
is all right from the standpoint of Great Britain, France, and the 
over-all NATO organization, but do vou mean to say that from the 
standpoint of the American taxpayer he is getting more for his money 
out of the $2 billion than he will get out of the $4 billion? Is that 
correct because of the lesser cost of production of items manufactured 
over there? 

Secretary Acnrson. Yes; I think that is true. It is not true that 
it would be cheaper to do it all in this way, because there is not 
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enough capacity in Europe to do it. What we are saying is, there is 
capacity in Europe—— 

Chairman Ricuarps. To do this much? 

Secretary Acnreson. Yes. There is labor in Europe. If you use 
that capacity and that labor as fully as you can, what you get out of 
that as far as dollar cost is concerned is cheaper than what you get 
out of our own end items, because somebody else is contributing the 
labor and the factory and management; whereas in this country we 
would have to contribute in the end item the raw material, the labor, 
the factory itself and the factory manager. In England, in France, 
when we hand in the raw materials, they provide the other elements. 

Chairman Ricnarps. | have taken too much time. We will go 
on with unlimited questioning. We are not under the 5-minute rule. 
Dr. Eaton. 

Mr. Earon. One central question: What is the danger to our 
security that this program is taking into consideration? 

Secretary Acheson. The danger to our security, Dr. Eaton, has 
developed out of the policy of the Soviet Union since the war. 

The hopes that were generally held at the end of the war, in fact, 
the hopes that are built into the United Nations Charter, which is 
that there would be cooperation between the great powers and, that 
assumption being assumed, the United Nations was to be sure that 
what happened was on the basis of justice and law. 

That cooperation has not only not materialized, but the opposite 
has turned up, and the Soviet Union has, in the first place, built up 
vast armed forces of its own, vast armed forces of its satellites. 

It has supplied arms and equipment and instruction to people who 
are actually engaged in hostilities with the free world, in Korea, for 
instance. One of its satellites, Red China, has furnished material 
and instruction to another one of the satellites who is engaged in a 
war in Indochina. 

Other satellites in Europe have made threatening gestures toward 
some of the countries in Europe, for instance, Yugoslavia. This 
whole development has brought about such a state of uncertainty in 
the Middle Kast and in the Far East that the only way in which 
there can be any security for us, or anyone else, 1s to develop this 
strength at the center. 

We have become convinced in our own country that we should have 
a military establishment which is strong, and we are working with 
our alles in South America and in Europe, so that here at the center 
of the free world there will be strength instead of determination with- 
out the means to carry the determination into effect. 

Mr. Eavon. What do you mean by “security?” 

Secretary AcuEson. By security we mean, in the first place, actions 
which will result, so far as any action on our side can result, in the 
prevention of war. It is the prevention of war, the maintenance of 
peace, which is the primary goal. 

We believe that if there is sufficient strength in the United States, 
in Europe, and the Western Hemisphere, to make it quite clear that 
there cannot be an easy attack and victory by the Soviet Union or its 
satellites or anybody; that is unlikely to oceur, it is unlikely there 
will be such an attack. 

We are trying to carry our armament on further so that if there 
were such an attack there could be a sufficient defense so the thing 
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might be held until the full force of the western nations come into 
play. There is no attempt on anybody’s part to establish a military 
establishment now which is capable of making an attack and winning 
a war. That is not what we are trying todo. We are not trying to 
set up forces anywhere which are capable of launching an attack. 

Mr. Earon. Of resisting an attack? 

Secretary AcnEson. Yes, resisting an attack until the whole reserve 
forces of the world can be developed and brought into play so you 
can protect vourself against this attack. That is what we mean by 
security. 

Mr. Earon. Our policy rests upon the assumption that Russia 
proposes to conquer the world if she can? 

Secretary AcHEsoN. It rests on the belief that the whole Communist 
policy is one which will take advantage of weakness. If there is weak- 
ness or disintegration anvwhere it will take advantage of it. 

Mr. Earon. That is all. 

Chairman Rrewarps. Mr. Gordon. 

Mr. Gorpon. Mr. Secretary, a moment ago vou spoke about the 
import and export taxes. Has there been any agreement reached 
as to the situation in France and her taxing for our goods? 

Secretary AcnEson. Let me answer that question. First of all, Mr. 
Gordon, may I say what the tax problem in Europe was. 

No European government, so far as 1 know, has taxed goods which 
the United States has sent to their country. | do net know that it 
existed anywhere. 

The tax question arose only and solely to the best of my knowledge 
and belief because the United States entered a country, anv country, 
which had a complicated series of indirect taxes and carried on oper- 
ations. No taxes were ever imposed upon the United States as such. 
As the United States bought goods which had been subject to various 
kinds of internal revenue taxes, there was in the price of those goods 
or in the price labor or contract services an element of taxation, which 
was in the price. 

We brought that to the attention of these governments and they 
very readily cooperated to take it out. It is nothing they have put 
in in any attempt to be unfair to us. 

it was that their ordinary taxing system resulted in the fact that a 
bag of cement had some element of tax in it, because sales taxes had 
been imposed by the manufacturer, retailer, and so forth. 

They said that surely it was not intended this should add to the 
burden of the United States in helping them, and that they would go 
to work and take those taxes out. They have done that. We have 
had negetiations with the European countries, with this result: 

The Netherlands signed an agreement with us on the 7th of March; 
France on the 13th of March; Italy on the 7th of March; Norway on 
a date which | have not got, but they will present the agreement to 
their Parliament this week for the ratification; Denmark has made 
an agreement, but that will also be presented to their Parliament this 
week or next, as | understand it. 

The United Kingdom has worked out an agreement with us which 
is now awaiting signature by the Secretary of State when he returns 
from his meeting in Europe. 

Belgium has worked out an agreement with us which will be signed 
within the next 2 or 3 days. Luxemburg has worked out an agree- 
ment which will be signed any day, and may already have been signed, 
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Iceland has worked out an agreement that is ready for signature. 
We have worked out the principles of an agreement with Portugal, 
and we are now reducing those principles to the text. 

The purpose of these agreements is to say that all taxes shall be 
taken out—lI do not know the technical words—it means that the 
United States shall not pay directly or indirectly any taxes. That 
is stated in broad terms and language. 

Then it goes on to identify all the taxes that can be identified, 
and to say: We have these taxes in mind. These have to be taken 
out. 

Then it says: If we have missed anything here, this agreement is 
open for amendment and anybody who brings to our attention any 
other tax we have missed, we will put that in. 

The details of these agreements and what is regarded as a tax by 
us and what is not regarded as a tax by us will be laid before you by 
the mission which went over to negotiate these agreements. 

Some of the agreements can be made available publicly. Those 
which are about to be reported to foreign parliaments will be told you 
in executive session. We should not make them public until the 
other parliaments have a chance to see them. 

In order to be sure that we have not paid any taxes while we have 
been negotiating, we have held out of all the funds which we are 
paying in those countries an amount larger than our estimate as to 
what the tax element in any of these prices may be. 

When we find out what the tax element has been in these payments, 
we will pay any excess to these governments, but we will not pay over 
this amount. 

In that way we believe we have covered everything that the Con- 
gress directed us to cover. We have covered more than that. We 
have put ourselves, L think, in exactly the position we would like to 
be in in Europe. 

We are examining the situation in Turkey and Greece, where we 
do not have, we believe, operations on behalf of the United States 
in the same way we do in other countries. If we do, if there is an 
element of tax there, we will take those up and the governments will 
be willing to deal with us. 

Mr. Gorpon. Thank you very much, Mr. Secretary. 

Chairman Richarps. Mr. Vorys. 

Mr. Vorys. Mr. Churchill and I think the A-bomb is still the main 
deterrent as far as the threat of force is concerned in deterring Russian 
aggression. Do you agree with us? 

Secretary AcHESON. Well, it is a very useful one; ves, sir. 

Mr. Vorys. Since the forces in Europe are known to be inadequate 
so far, if something in the line of force has been deterring them, that is 
the only thing I ean think of. 

Secretary Acheson. | do not think you need to get me to say it is 
the main one. 

Mr. Vorys. All we are after is to deter that aggression. 

1 am still puzzled about this defense support. I want to find out 
how the figures were arrived at. 

I find, for instance, in the case of France, in this document we have 
here, there is a table for France that shows under “Internal accounts,” 
that ‘‘military’’ has increased $430 million for 1952-53. Our defense 
support for France is proposed as $420 million. This would look to 
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me as if the proposition is simply that we should pick up the check 
for the total merease for military expenses for France. 

Here is a letter which is not security, because it is from M. Baum- 
gartner, Governor of the Bank of France. It was published in Le- 
Monde on March 6, 1952. It was directed to the President of the 
Council by M. Baumgartner, Governor of the Bank of France, in 
commenting on a request for an increased margin for provisional ad- 
vances from the Bank to the State. 

I just want to read it: 


{Translation from the French] 


LetrER BY M. BauMGARTNER, GOVERNOR OF THE BANK OF FRANCE, IN 
Le Monper, Fespruary 29-Marcu 6, 1952 


(The following letter is dated February 29, to the president of the Council by 
M. Baumgartner, Governor of the Bank of France, in the name of Council General 
of the bank: 

According to your letter of this day vou wish to explain to me that the public 
treasury runs the risk of not being able to face up to its next debt payments and 
you ask that the agency of issue furnish immediate assistance to the state. 

The Council General of the Bank of France, after considering this matter, has 
refused to increase the margin for provisional advances from the bank to the state. 

Considering, however, that it cannot refuse, at a moment when France is 
without a government, the immediate assistance necessary to avoid interruption 
of state payments, it has agreed that the agency of issue proceed to credit the 
public treasury, and in the limit of the amount of 25 million francs, by purchase of 
securities at due date of March 20, 1952, date of the next payment of taxes. 

The Council General has in this manner estimatéd to have met adequately the 
assistance which had been requested in an amount and for a period, commensurate 
with the urgent need of France during a period of change of government and 
program. 

It does not behoove the Council General either to fix this program or—and this 
goes without sayving—to suggest political methods necessary for its realization, 
but its responsibility as guardian of the curreney requires that it call to your 
attention the following: 

“Tf our currency, after having known real stability from the beginning of 1949 
until the middle of 1950, has begun again to depreciate, it is without doubt in a 
large measure due to the events in Korea, but it is also due to reasons within our 
country.” 

This second factor alone explains why rise in prices has been in the last 18 
months more accentuated in France than in other European countries. 

In this particular situation in France, from all the evidence, the correction 
necessary involves an adjustment whose general line would not be analogous to 
that followed by other nations which succeeded in surmounting similar difficulties. 
This adjustment which is indispensable, in order to avoid compromising what is 
left of our credit, our reserves and of our franc, will result from a complete and 
coordinated program touching every aspect of the administration of France. It 
will involve immediate measures and also the beginning of long-term reforms. 

It will be especially necessary to act positively and strikingly in the realm of 
public finance in order to put an end to the continual budgetary deficit. 

It will be necessary in the politico-economic realm to sweep out all special in- 
terest groups even those with the most legitimate appearance. 

It is the profound sentiment of the Council General that the state, like the 
public, is living above its means. The public authorities in pretending to assume 
a group of obligations which they cannot cover in full by taxation or by loan, man- 
ufacturers and merchants in trying to obtain funds from banks which exceed the 
reasonable limits of their credit, the farmers in seeking to take advantage of the 
system of protection which only brings about rising prices, the laborers in carrying 
their demands to levels which are no sooner reached than they become illusory 
all these are in varying degrees responsible for the depreciation of currency which 
the Bank of France is compelled to issue in quantities at a rate and in a measure 
to offset the depreciation. 

Such are the considerations that the Council General believes it must express, 
which it agrees to provide the state with assistance which, in spite of its stipulated 
temporary character nevertheless must be profoundly regretted. 
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In spite of the threats, however, which for a long time have been expressed and 
have become manifest, the Council General still affirms its faith in the possibliity 
of the adjustment which it has suggested. 

Resources are not lacking in France and good sense and courage ought not to be 
lacking. 

Kindly accept, Mr. President, the homage of my respectful devotion. 

Mr. Vorys. I wonder if the government of the Bank of France is 
right and their problem, especially their domestic problem, is of that 
nature, and how much we help them in solving it by simply offering 
to pay the increase for this vear in their military expenditures; how 
do we help the long-time or short-time situation very much? That 
is a long question. 

Secretary Acngeson. Well, as to the first part of your question, 
which had to do with how the figures for the various countries are 
arrived at in the presentation which is made to vou, I have to tell you 
that I do not know about that. 

Last vear the Congress, in its wisdom, and I am sure out of con 
sideration for me, discharged me of responsibility in managing this 
program, which T attempted to do to the best of my ability up to that 
time, and vested it in Mr. Harriman. He and his office will go into 
great detail in these figures with you. 

In the executive meeting of the committee which they held with me 
when I came back from Lisbon, I went into some detail with our 
negotiations with the French regarding the help which they needed 
in their budget for the calendar year 1952, which is also their fiscal 
vear. 

I will be glad to go over that again in an executive session for the 
benefit of those members who were not present at the earlier meeting. 

T think what I can say at the present time is that we are not paying 
the cost of the additional effort, that our help does not cover all the 
additional effort which France is making tn its budget for 1952. The 
French themselves are assuming the major part of that additional cost. 

1 will show you how that is so when we get into executive session, 
because it involves a whole lot of figures in the military budget which 
are not public. 

Mr. Vorys. You ean see why I ask this question based on this 
public document 

Secretary AcuEeson. You have read from the letter of the Governor 
of the Bank of France. I think I went over this once with the com- 
mittee, but it will be useful to mention it again. 

There is internal French disagreement over how to raise the taxes 
or raise the funds which are necessary for the part they are going to 
add, that they are going to be spending on arms to meet their larger 
commitments for 1952. That is an internal French argument. 

On one side there are those who believe that the tnerease should be 
borne by indirect taxation. There are others who think that puts the 
burden where it can least well be borne, and that increased taxes 
should be in direct taxation, that is, income tax legislation. 

Then there is a group which believes the way to get these funds is 
not by increasing the taxation, which they believe is high already, 
but by cutting other elements of the budget 

That is an internal French argument, and we all know the way those 
internal questions arise in every country. There is also a healthy 
desire on the part of certain groups to have other groups bear a con- 
siderable share of the burden. The dollar aid we give is important 
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for meeting the dollar difficulties in the French budget. It is very 
largely for that reason that our help is indispensable. That is not 
wholly true, but it is in considerable part true. 

Mr. Vorys. Then you would say that this apparent connection 
between the increase in military expenditures for France and the 
proposed grant is coincidental and is not a case of one being the reason 
for the other? 

Secretary AcHEson. I would. I just do not know the figures to 
which you have been referring. 

I can tell you again in very great detail all the discussions that 
we had with Mr. Faure in Lisbon, the exact amount of the military 
budget, the exact amount of the increase which they were prepared to 
carry, the amount we are going to bear out of already existing funds 
appropriated to us, and the amount which they are going to pay out. 

Mir. Vorys. There is a good bit, however, to what Mr. Baum- 
gartner says. There is a great deal that can be done internally in 
France, and until it is done they are pretty shaky. 

Secretary Acureson. That is correct. It is true the inflationary 
problem is more severe in France than it is anywhere else. The 
handling of that matter by various governments has been criticized 
widely, both in France and elsewhere. 

I am sure that the steps could be taken which would be better for 
handling the situation all around. 

Chairman Ricuarps. Mr. Zablocki. 

Mr. Zasiockt. I have no questions. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Botton. May I go back to taxes for a minute? What goods 
are exempted from taxation by France? 

Secretary AcnEeson. I am not an expert on the subject. I think 
the problem arises from the fact that if we are going to construct an 
airfield in France, what you do is what you do in the United States. 

You employ a contractor. The contractor buys materials; he 
employs labor. He goes to work. He builds the airfield. In the 
course of his operations a great many of the things that he buys are 
subject to taxes. 

There may be some taxes in the amount he pays for labor. There 
may be corporation or other taxes that he pays under the internal 
revenue laws. All of those would be included in some way or other 
in the price of goods in the contract price. 

Mrs. Botton. Then there would be no taxes on the real estate 
that we take over for the airfields? 

Secretary Acureson. I would rather have Mr. Lovett explain that. 
Certainly, so far as the airfields which are in the common program, 
that is, the one that is being done under General Eisenhower’s SHAPE, 
and as to which we are making a sizable contribution, in all of those 
cases the land is furnished by the government of the country where 
the airfield is. 

It is given to the military people free. Then SHAPE makes the 
contract and pays for it out of funds contributed by all the govern- 
ments. 

Mrs. Boiron. Freedom from taxation does not include the ordi- 
nary things such as we pay taxes on, cigarettes, and so on, when we go 
in France? It is not the ordinary things? 

Secretary AcuEson. No. 
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Mrs. Bourton. We have had a good deal of objection made to con- 
tinuing to do for these countries whose people are not paying taxes 
commensurate with those which our own people are paying. 

Are we able to take that matter up with them, or is that not in your 
program? 

Secretary Acueson. All of these matters have been discussed in the 
NATO Council, through the Temporary Committee, of which Mr. 
Harriman was chairman. 

We have somewhere, and I am sure they will either be made avail- 
able to you, or have been made available to you, a list of the various 
countries with the percentage of the national income which is collected 
in taxes. 

It can easily get into a technical field, as to whether you are talking 
about gross national product or national income. I must confess | 
do not quite know the difference between those two. I think France 
is the third or fourth country in relation to percentage of gross national 
product which goes into taxes. I think the percentage is 30.7 percent. 
I think it is exceeded in that by Great Britain, the Netherlands, and 
perhaps Norway, and then France is the fourth. I think we are the 
fifth, or maybe the sixth. 

Mrs. Boron. Some of the men who went over to Europe this year 
came back with a very keen sense of distaste for the situation and what 
they were told there by the natives and also by our newspapermen, 
that so many people pay no taxes at all and that the tax is not at all 
comparable to what our people are paying. Therefore they resent 
any further inroads upon their money in order to furnish it to other 
countries, 

Secretary Acheson. | think in a way that is a mistaken idea. As 
I pointed out a moment ago, I think these countries, some of them, all 
together take more out of their whole national product for taxes than 
we do, and the others a comparable amount. 

There is one feature of the French program which is subject to 
great criticism in France, as elsewhere. It is that three-quarters of 
all their taxes are indirect taxes and only one-quarter are direct 
taxes. Therefore, if one makes a comparison on income taxes, for 
instance, it would be very unfavorable to France. However, if one 
takes the total amount, it would probably be higher than ours. 

As I said a moment ago, a great many people think that is the 
wrong proportion, that when you have so much in indirect taxes, it 
gets borne by the elements of the population who are least able to 
bear it. 

That is a discussion which you have often had on sales taxes, and 
so on. 

Mrs. Boiron. Thank you, Mr. Secretary. In view of the much 
that is being said on all sides it would seem to be well to have your 
comments as to how our aid could be used to stabilize such countries 
as are unstable. This aid could well be a factor in stabilization. 

Secretary Acurson. You are now talking about the Asian and 
Middle East situation? 

Mrs. Bouron. Yes. 

Secretary Acnreson. It would be a very great factor, I believe, Mrs. 
Bolton. For instance, as I said a moment ago, in Asia, south Asia, in 
India, the great problem there is food production. The Provinces 
have shown the greatest Communist gains, and some of them are very 
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significant in the recent elections. They have been the hardest hit 
by the food shortages. 

It is in those areas in which, together with the Indian Government, 
we have developed in the current year this program in some very 
sizable parts which has doubled the food production in just 1 year. 

What that program that we are putting forward here would do 
would be to take the methods which have been so successful in that 
smaller demonstration and apply it to a much larger area over a period 
of 4 years. This would be the first year. That involves a whole 
series of most fascinating things. 

Roughly, the program, first of all, involves getting technical people 
out there who can teach the Indians, usually young people, at the 
village level, how to teach their people, because we are much more 
successful when we instruct an Indian so he can teach his fellow 
villagers than it is for one of our people who has all the language 
troubles and everything else to try to go in and teach a village. 

That has resulted in programs. At the proper time in the hearings 
I would like to have the TCA people go into that. If that cannot 
be done, vou and I can get together and I will give vou an explanation 
on it. 

Courses have been set up which are so intensive that almost half 
the people drop out before they are over. 

Mrs. Boiron. This is done purely in order to affect the stability 
of the country? 

Secretary Acurson. Yes. These people are taught how to go 
into their village and teach, tools are brought in, new and improved 
seed is brought in, wells are drilled, ordinary pipe wells, to add 
something to the uncertain rains. In some eases help is given to the 
finishing of dams which have already been started for irrigation, and 
within a short period of time vou begin to get a terrific increase in the 
food production. 

What the Indian Government wants to do is inerease throughout 
all India by 7 million tons their food production in 4 years. That is 
why our program is so much larger than was ever contemplated when 
we started out with this TCA, because we are trying to do in 4 vears 
what you normally would do in 10 or 12 vears. 

Mrs. Bovron. All through the situation across the world, of course, 
Russia is using the propaganda that the United States and the Western 
Powers are preparing for war. Therefore she must prepare also. She 
has used this line very successfully within her own borders. So, quite 
definitely her people feel we are wretches and, of course, she is using it 
in other countries also, as you know. 

It is true that the emphasis in the West is being put on military 
preparedness. It is true that we are not half as good at propaganda 
as the ULS.S.R. 

What is being done to counteract the effeet of U.S. S. R. pro- 
paganda? Is there anything that can be done? 

Secretary AcnEeson. Yes. I think a great deal has been done, and 
successfully done. 

Mrs. Bouron. Yet there is an increase of talk that the international] 
bankers want war, that it is their business, that our munitions people 
want war, that this economy of ours is going to have an awful tumble 
when we stop making war materials, therefore war must be our 
objective. 
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Secretary AcuEson. That goes on all the time. It has definitely 
reached the downturn, because it has really been unsuccessful. 

It may be successful behind the iron curtain, but the rest of the 
world knows the peace offensive, the propaganda which pictures the 
Soviet as the dove of peace and the United States as the warmonger 
has really failed. 

Mrs. Bouron. What evidence is there of that? 

Secretary Acnuxrson. I think one interesting piece of evidence is 
that the main emphasis now on propaganda is being turned toward 
the economic field. 

That is the reason I made the statement a few days ago about this 
Moscow Conference which has been worked out, “Here are great 
economic possibilities if vou just follow along this road. Everybody 
will be prosperous.”’ 

I think that indicates that the peace offensive and picturing us as 
warmongers has not yielded too much. 

Mrs. Botron. Thank you, Mr. Secretary. 

Chairman Ricuarps. Mr. Ribicoff. 

Mr. Risicorr. How can this committee take the figure $7.9 billion 
seriously when such large sums remain unobligated from previous 
years’ appropriations? 

Secretary Acnrnson. Mr. Lovett, I am sure, can satisfy the com- 
mittee in regard to the military side of this thing. He has been over 
that, I believe, in the Senate, and also over it fully with this committee. 

I think he can satisfy vou that all of these sums will be obligated 
and paid out and that the sums requested here are necessary. 

I would only get it mixed up if I tried to anticipate his explanation. 
I would not even try to do it. Iam sure you will be satisfied on that. 

As far as to the part on which I have responsibility, that is, the 
TCA part, we have put into the record in the Senate, and will be glad 
to put it in the record here, our exact figures and production estimates. 

Briefly, we have at the present time available to TCA, $210 million. 

Mr. Rooseve ct. Is it secret? 

Secretary AcHESON. No; it is public information, Mr. Roosevelt. 

On January 31 we had obligated $42 million and had expended about 
$22 million. The reason for that is that until November 1, 1951, the 
TCA was operating under appropriations which involved an expend- 
iture of $2 million a month. 

Under the bill which was approved in October 1951 a very much 
larger amount was given for the standard programs. This required, 
first of all, negotiation of agreements with a considerable number of 
governments and the development projects which the governments 
would approve. 

That was 44, months ago. We have accomplished those agreements 
and identified and agreed upon those projects, recruited personnel, 
and are ready to go ahead. 

We have here a table, which I will give to the reporter and ask to 
have put in the record in detail, which shows that at the end of this 
fiscal year we expect to have obligated $211,449,000, and actually 
expended $124,927 ,000. 

(The table referred to is as follows:) 
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Technical Cooperation Administratton—F orecasts of obligations and erpenditures, 


to June 30, 1953 























[Thousands of dollars] 
| Obligations | Expenditures 
| 

Fiscal year 1952: 
EE ae ee a ee ae ee eee 35, 444 4,927 
pO SEER PS Se ee ee ae SSSR PPSTe. 75, 005 | 40, 000 
RR. TS, SE aS eee 101, 000 | 80, 000 
Ne A NTS a SSS EN PP EE Beet ee eee 211, 449 | 124, 927 
Fiscal year 1953: } sj 
EE a ae ee eee a 90, 700 | 85, 000 
Second quarter y 85, 000 | 85, 000 
ES IRR IE RT RR -| 80, 000 | 85,090 
a a ES 73, 000 | 85, 000 
} heated fe serahed 
ttn sn nae tobe na eelbeldinedinsotsiienh bos kiBD dcivendiskigasdiranaatedil | 328, 700 340, 000 
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Secretary AcuEson. For the fiscal year for which we are now appear- 
ing before the committee, we have made a quarterly estimate of both 
obligations and expenditures which indicate that by the end of that 
year we will have obligated $328 million and spent $340 million. 

The point is that you gave us the money 4 months ago. We had 
a lot of preliminary work to do, negotiations of one sort and another. 
That has been done and we are now ready to go ahead in carrying out 
the program. 

This is our best prediction as to how it would occur. 

Mr. Risicorr. | am willing to wait for Mr. Lovett’s explanation. 
I feel the whole key to whether this program means anything or not 
is really the explanation of the unobligated sums. 

I do not think it is satisfactory that we are going to place orders 
by July 1, because you sense a basic philosophy that comes from the 
executive branch of the Government to do a lot of things that seem 
inconsistent with your expressed intentions. 

In other words, the question of releasing all these critical materials 
for the coming quarter is a matter which would seem inconsistent with 
the philosophy of getting strong, getting a lot of planes and tanks, if 
that is what the administration really wants. 

The philosophy is just as important as the sums, because if the 
philosophy is in one direction, then, of course, the amount that is 
going to be expended just will not be translated into goods. 

Secretary Acneson. I am not familiar with the matters you are 
referring to. But I am satisfied by the statements of Mr. Lovett and 
Mr. Wilson that these sums can be transferred, transformed into the 
goods that we need in the time provided in this bill. 

Mr. Risicorr. You talked in the beginning, in answer to the chair- 
man’s question, about these inflationary pressures and the cost of 
material. Is it-not a fact that much of this inflation was caused by 
the wild indiscriminate buying of the United States itself in the open 
market of the scarce raw materials in excess of what we actually 
needed and actually could digest? 

Secretary Acueson. I should not say so. We have had to buy 
heavily. But I would not suppose it had been wild and indiscriminate. 

It is a hard thing to get a program as large as this going. You 
have to buy a lot of stuff. That does put the prices up. It is true 


that the rearmament programs throughout the world have been 
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responsible for putting prices up. I do not know of any reason why 
that was unwisely done. 

Mr. Risicorr. In my understanding, it was, but I do not expect 
you to say it was. Is there coordination at the present time going on 
concerning the buying of raw materials in order to have our allies 
and ourselves not competing with one another and causing additional 
expense to all of us? 

Secretary Acueson. I think that is so. To a large extent that is 
worked out through the material conferences. 

Mr. Risicorr. Do you not think we play right into the Commu- 
nists’ hands when we talk about the economic factors being the sole 
cause of the spread of communist strength? 

In other words, do we not fall right into their economic determina- 
tion of history or dialectic materialism when we keep saying over and 
over again, “All you have to do is fill a man’s belly and we are going to 
eliminate communism’? Take the elections in Italy. I think the 
figures will show, if they will be carefully analyzed, that communism 
is strongest in the wealthiest and strongest parts of Italy and weaker in 
the poorest parts of Italy. Would you care to comment on that? 

Secretary Acneson. | do not think there is any element of deter- 
minism in what we are saying. What we say is, “If vou create these 
conditions that are susceptible of being exploited, vou will get more 
exploitation if you remove the conditions.” 

We understand perfectly well, and we say all the time, there has to 
be a strong belief on the part of the people who are concerned that 
they wish to be free of this thing and maintain their independence 
and work out their own national futures in their own way. 

If they have that determination, then if they are helped to eliminate 
the conditions in which disaffection can breed, they are that much 
better off. 

Mr. Risicorr. Shouldn’t we say we are going to help all people 
raise their standard of living and not just say we are going to give X 
amount of dollars, because if we give X amount of dollars we think it 
is the way to combat communism? It is again a negative approach 
as against a positive one. 

Secretary Acnrson. I thought I had stated as vigorously as any- 
body could that what you first said is the answer of the American 
people, that we are interested in people as people. We are interested 
in helping people so far as we can who wish to maintain their inde- 
pendence, who wish to work out their future. I have said that over 
and over again, and believe it very strongly.. 

Mr. Rreicorr. I have one more question just a little beyond the 
scope of this. Do you feel that the administrative side of the State 
Department is getting so big that it is wagging the policy side of the 
State De _partmer nt? 

Secretary AcnEson. No, sir, I had not felt that ] was being wagged. 

Mr. Risicorr. You get a sense that a lot of things are being done in 
Mutual Security and in the State Department to satisfy a lot of men 
who want constant reports, explanations made, not only in the United 
States, but abroad. 

Secretary Acueson. ] think that you are right, that orders for 
certain types of reporting stay on the books quite often after the 
utility of those reports has passed. 
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What we try to do is revise all the standing orders for reports so that 
we cut out as much of the paper work as we possibly can. 

Mr. Ristcorr. I would like in this particular act, if possible, to 
eliminate all unnecessary reporting and duplication, and also the 
frequency of some of these reports which only find their way into the 
wastebasket. I would appreciate a list of those required of you by 
statute which you would like to have eliminated by amendment in 
the act. 

Secretary Acnrson. I will look that up. I did not know that many 
of these reports are required by statute. That is a good idea. 

Mr. Risicorr. | think the cost and the number of people involved 
is surprising. 

Secretary Acurson. We will be glad to do that, if you will help us. 

Mr. Risicorr. | will be delighted. 

Secretary Acnrson. And we will put up a stained glass window 
to you. 

Mr. Rreicorr. I yield to the gentleman from Ohio. 

Mr. Vorys. 1 wanted to point out that as these reports come to 
us, Members of Congress, they are always out of date as far as the 
legislation we must consider. We call for and obtain an up-to-date 
set; so they are not doing Congress much good. If Congress demanded 
them, we might consider the demand. 

Mr. Javirs. | would like to add a note, that only vesterday I 
went through my mass of accumulated material and | found the 
President’s speech proposing the Mutual Security bill and the MSA 
report to Congress both, which had been reprinted in a little pamphlet 
with fancy pictures. That happened to me. 

Mr. Jupp. Is it not true that while we do not get a chance to read 
all of them—lI do not; I confess it openly—our staff does study those 
reports and may get considerable value out of them, enabling it 
better to help us? 

I do not think they need to be put up in a fancy format or even be 
reprinted. They could be mimeographed. But the material ought 
to be available to our staff. 

Mr. Risicorr. I do not think the State Department has ever 
denied the staff material. You will find much of this is independent 
research that we get from our staff, anyway, and is a little more 
useful. I have no more questions. 

Chairman Ricuarps. Mr. Smith. There is a quorum call on the 
floor. If the Members can go down to answer their names we can 
stay in session until about 1 o'clock. 

Mr. Smiru. It is my understanding there is about $7 billion that 
has not been spent as of this fiscal year. If I am in error about that, 
what is the figure that is unexpended? 

Secretary Acneson. I do not think I can testify on that. 

Mr. Smirn. We have a memorandum here from the staff indicat- 
ing it is about nine at the present time. What is contemplated in 
the way of the spending program for the fiscal year 1953? Is it 
going to run $15 billion or more? 

Secretary AcnEson. I would prefer that you ask that of the men 
who are running this program. [am not. I just do not know. 

Mr. Surrn. I will be glad to do that. 
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Secretary Acnreson. Mr. Lovett and his staff can give you that 
in great detail. 

Mr. Smita. Out my way, Mr. Secretary, some of my people have 
been greatly concerned about this figure of $300 billion. I know 
you have answered it in the other body, at least the press reports 
state you know nothing about that figure. 

I was concerned about it. I was advised by the Department that 
there was no such figure available. I have direct responses here 
from the news services. I requested information direct from the 
United Press and the AP. I have this telegram from the United 
Press: 

Our reporter cables that $300 billion figure represents best estimate of defense 


budgets of 10 NATO nations for next 3 years. 
UniTEpD PREss. 


The AP wire was to this effect: 

Replying your telegram to Mr. Cooper, Associated Press considers thoroughly 
trustworthy its source for most figures connected with NATO rearmament plans 
and reported it in dispatches on Lisbon, February 23. 

Newsweek, on March 3, in discussing the NATO organization had 
this to say. I will just read an excerpt from the article, which is as 
follows: 

It adopted these recommendations. The Temporary Council Committee set a 
goal of 50 divisions for Western Europe, not counting Greece and Turkey, and 
4,000 tactical aircraft by this year’s end. It agreed to a revolutionary scheme for 
subjecting each nation’s military budget, including the United States, to an annual 
review to see that each was using its portion of the $300 billion, 3-year inter- 
national arms budget only for those projects it could most usefully pursue within 
the over-all program. 

Now, do I understand that insofar as you are personally concerned 
you know nothing about this $300 billion estimate for the 3-year arms 
program, or is that something that should be off the record? 

Secretary AcHEsSON. No, it is just without any foundation whatever. 
I gather from some of the telegrams you have just read that apparently 
there was some person who has tried to forecast the budgets of some 
nations, I do not know how many nations, for 3 years and add them up 
and translate them into dollars, and he believes that will be the equiv- 
alent of $300 billion. 

I have never heard of anyone trying to do it. It was never done 
in any meetings or group of meetings I had anything to do with. I 
do not believe it is true, if it was done. It is obviously some “think” 
piece that some fellow has written. 

Mr. Smirn. Obviously it has stirred up quite a discussion in Canada, 
also. A dispatch from Ottawa on March 13 by Mr. Pearson said that 
there were certain phases of the NATO program which were secret and 
he could not discuss them. The figure of $300 billion was used in that 
article also. 

If it was not true, the public ought to know it then. 

Mr. Rooseve tt. Will the gentleman yield? 

Mr. Smiru. Yes. 

Mr. Rooseve rt. On page 7 of this United States defense support in 
Western Europe document that Mr. Harriman gave us yesterday, as I 
understand it, the total for 1952-53 for the European program, 
including our aid, is only $17.7 billion. If you take a round figure for 
those 3 years of $20 billion per year you will only come up to $60 
billion. That is as close as you would get. 
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Over on page 10 of the same document, the whole gross national 

roduct of Western Europe, including our support, totals only $153 
Pillion. That is the total gross national product of Western Europe. 

Just on the figures, this $300 billion is obviously a figment of an 
enterprising newspaperman’s imagination. 

Mr. Smiru. They deny that categorically, but I am not here to 
defend them. 

Mr. Vorys. Would the gentleman yield? 

Mr. Sir. Yes. 

Mr. Vorys. It seems maybe that man took into consideration a 
figure that we ought to take into consideration, and the Soviets too, 
and that is that about $160 billion is being spent by the United States 
for rearmament, which would be available in case of war—— 

Mr. Roosrvet. In case of war. 

Mr. Vorys. If somebody wanted to estimate the total resources 
that might become available in a hurry if war was thrust upon us and 
our allies under the NATO Treaty, the amount that may be dedicated 
to this in a period of 3 years is not merely three times the European 
part of it, but includes the total rearmament budget of the United 
States. 

Mr. Roosrvecr. But, John, that is not what this report said. It 
said Lisbon agreed to a program which would cost $300 billion. It is 
absolutely false. 1 think this committee must go on record as recog- 
nizing that this is absolutely false. I think it is one of the most 
shocking things that the press has done in foreign policy. 

Mr. Smiru. Those are all the questions I have. 

Mr. Fuuron. I asked Mr. Harriman that same question yesterday. 
He fully agrees with the Secretary that there is no basis or justification 
for it, that he knew of no meeting or reason for its being given 

Mr. Gorpon (presiding). Mr. Secretary, the reason for the absence 
of the members is that they are answering the roll call. Mr. Fulton 
is next. 

Mr. Fuuron. I am interested in why the guaranty program of 
$200 million has not yet been utilized. There has only been $45 mil- 
lion of that authorization given out to date. The guaranty program 
is for private investment dollars to come into the Mutual Security 
Program through the payment of proper premium covering converta- 
bility risk. The American businessmen are interested in paying a 
proper premium and getting good efficient service. 

I have been one of those. I think there were five committee members 
of us who worked originally to develop the program. We have wanted 
it used so that private investors would help us in expanding the pro- 
gram in these countries. 

Each year that it has come up I have wondered why the program 
was never used, until I had run into a specific problem myself. So 
I would urge that in respect to this program, if it is to be extended 
and carried over into the new program, there be some push on it, 
because that means it is private money that is being put up by the 
private investor. There is simply a guaranty of convertibility and 
against expropriation and the Government does not have to put that 
money up. 

Without requiring an answer, I would urge the Secretary to look 
at the program, because I have had complaints from businessmen that 
they are even asked, when they are going to buy a plant in England, 
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to follow through and inquire of the British company that is selling 
it what that British company will use the money for. That certainly 
is no function of a buyer, an American buyer, going into Britain. 

Going a little further, is there any money in this program for Japan? 

Secretary Acnreson. No, sir. 

Mr. Futtron. Is there any money in this program for GARIOA, 
Government and Relief in Occupied Areas? 

Secretary AcHESON. No, sir. 

Mr. Futron. Do you feel there will be a danger, for example, in 
building up these defense plants in Europe, that they will then be in 
a position because of lower taxes, lower debt, lower social benefits and 
lower wages to compete unfairly against the American plants that we 
already have in our large industrial cities? Are we putting a problem 
up for ourselves later when this armament program is over and they 
have surplus capacity? 

Secretary AcuEeson. I should not believe so, Mr. Fulton. I think 
the great thing that we can all hope for is that when the capital goods 
for military establishments are provided the European plants will be 
able to take care of the maintenance and obsolescence. 

I think if they can do that they will be pretty fully occupied for 
some time to come. 

Mr. Futtron. Our Pittsburgh steel plants are a little concerned that 
we are giving so much to this defense effort, and then find that steel 
can be imported from European countries, either into this country for 
our highway programs, or to South and Central America, at a cheaper 
price than we can lay it down ourselves in Pittsburgh. 

Under those circumstances there is a leveling off point where the 
people in industry in this country feel that beyond a certain point, if 
there is a 3- or 4-year armament program, then there will be available 
European capacity that can be used in competition and to the detri- 
ment of the people who are now supplying the money for building the 
plants. 

Can you assure that that is not an immediate question that will 
cause some of us to hesitate on the program who represent industrial 
areas? 

Secretary AcuEson. I am not knowledgeable enough to assure you 
on it. 

Mr. Fuiron. You see no immediate danger? 

Secretary AcHESON. My opinion is that they will be fully occupied 
in the replacement and obsolescence. 

Mr. Futron. Another question we should have answered on the 
industrial areas is this: The United States has a present danger and 
we have our strategic capacity to do certain things for defense. The 
defense programs of this country are all based on a calculation by 
Congress of what we feel the danger is. In looking at the defense 
programs, we must see the type, and balance out the good from the 
bad, within our strategic and economic capacity. 

The industrial production centers of the country, of course, believe 
they should have air power to defend the sinews of America. But 
the administration has cut down the airplane-production program. 

Has that cut and consequent postponement in the United States 
airplane-production program, which would be in part for the defense 
of our industrial cities in the United States, been caused or in any 
way produced by this foreign-aid program? 











es 








MUTUAL SECURITY ACT EXTENSION 1 


7 


eg | 


Secretary AcnEson. No, sir. 

Mr. Futon. So there is no relationship, then, between this cut 
in our strategic air power and our interceptor air power, for the 
materials that might be sent abroad under this program? 

Secretary AcuEson. Not to my knowledge. 

Mr. Futron. Going back to Japan again, before the treaty becomes 
operative, we, of course, are in the position of being vis-a-vis Japan, 
a belligerent power. The treaty has not been ratified, and we have 
friendly relationships, but we have not formally recognized the new 
legal situation, until the treaty is in effect, have we? 

Secretary Acnreson. That is correct; the treaty of peace. 

Mr. Futron. Then our servicemen there are separate and apart 
from the Japanese civilian economy, and they are not under any of 
the laws of Japan and are governed by our United States military 
laws; are they not? 

Secretary Acurson. I would rather have someone testify on this 
who knows more about it than I do. 

The situation which will follow the ratification of the peace treaty is 
included in the administrative agreement which was entered into 2 
or 3 weeks ago. 

Mr. Futron. I wanted to make sure that none of our servicemen 
for any offense must be tried now or in the future under the treaty 
by Japanese courts. 

Secretary Acugson. I believe that situation is provided for in the 
administrative agreement. 

Mr. Futtron. They are not subject to Japanese law for any criminal 
offenses? We are not putting our citizens over there and drafting 
them to go there, for example, and then subjecting them against their 
will to foreign laws and foreign offenses? 

Seeretary Acurson. I believe the administrative agreement pro- 
vides that they shall be in the position which is set forth in that 
agreement, unless and until the treaty is approved, which provides 
for the status of forces in the NATO countries, and then that treaty 
will take the place of those provisions. 

Mr. Futron. So it is the military law that now governs our troops 
in Japan? 

Secretary Acnrson. I believe that is right. 

Mr. Fuiron. And United States military law? 

Secretary Acnrson. I believe that is right. 

Mr. Futron. Does that same thing hold true for Germany? 

Secretary Acurson. I believe it does. 

Mr. Fu.ron. There is no intention on the part of this country to 
change any of this legislation or any of the treaties that we intend 
to enter into? 

I do not want to get our American troops involved under foreign 
law, so when we send them over there they can be snatched away by 
a foreign government and tried apart from our military punishment 
code. 

Secretary Acurson. In any change that is brought about there 
would be applied the terms of the status of the treaty which has been 
worked out through NATO. That would apply in Japan, and what- 
ever change there is in that would apply in Japan. 

Mr. Furton. And the same for Germany? ‘You spoke of NATO. 
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Secretary Acheson. I am not sure about this. This is provided 
for in the agreement which we are now working out with Germany. 
What that is, I do not have in my mind at the present time. 

Mr. Futron. It has not been signed yet, so the situation still 
remains in Germany that our troops are not under German law but 
are under United States military law exclusively? 

Secretary AcnEeson. That is right. 

Mr. Futon. I wanted to say on the treaties that come up with 
these various countries who are now in the position of belligerents, 
that we should be very careful to keep our troops separate from those 
countries and from their laws. If they are to be occupation troops 
for a period of time, it pretty soon gets to the point where there might 
be claimed a merging with the civilian law of those countries. 

In my belief, it does not apply now and I do not want it to apply. 
Do you agree with that, Mr. Secretary? 

Secretary AcHEsON. | agree with what is in these treaties, because 
I helped work them out, but I cannot tell you offhand what is in the 
treaties. 

Mr. Fuiron. It is the current position? 

Secretary AcnEeson. That is correct. 

Mr. Fuuron. On the law as it now stands, Congress has prevented 
the export of atomic bombs without the President consenting. It 
now turns out that Britain has an atomic bomb program of her own. 
If we cannot send her atomic bombs but nevertheless finance her 
program, we are in effect getting around the law, are we not, that 
the bombs cannot be exported from this country, because we will 
be indirectly making them in Britain? 

Secretary AcuEson. I shall be glad to talk about the atomic bomb 
situation in executive session. 

Mr. Fu.iron. The other situation or matter that I wanted to ask 
about was, Do you see any possible area of cutting in this bill, or 
do you think the whole amount of it is necessary for the protection 
of our security and integrity? 

Secretary Acurson. I think it is all necessary, Mr. Fulton. 

Mr. Furiron. I am one of those who feel that the program so far 
has been well run and has been necessary. But I think the working 
of both parties toward this program has meant a great deal not only 
to Europe but to our security. I believe Mr. Harriman and the 
various departments interested in this program such as Defense, 
Agriculture, and so forth, have cooperated. 

Secretary Acnueson. Thank you, sir. 

Mr. Futron. That is all. 

Mr. Gorpon (presiding). Mrs. Kelly. 

Mrs. Ketiy. Mr. Acheson, I am happy to see you here this morn- 
ing. I was happy over your statement in the joint session last Thurs- 
day, but there is one question I would like to ask in respect to that 
statement. 

On page 7 you have stated, ““No nation and no people can be trul 
safe until the free world as a whole possesses enough military strength 
to protect itself against a treacherous attack. And it is equally 
true that no nation can be secure unless the political, economic, and 
moral foundations of its society are sound and solid.” 

We are assisting several nations, and might assist other nations, 
but we disagree with them on their economic soundness or moral 
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stability. How can we achieve that separate statement of yours 
without writing conditions? 

Secretary Acnpson. Are we now talking about Yugoslavia? 

Mrs. Ketiy. Yes, Spain and possibly other nations. 

Secretary AcuEson. I think what we have to say in regard to these 
two countries is that in both cases the situation is not what we would 
like. We could have a military relationship there which we think 
would help our security. Therefore, we are doing what we think is 
necessary to help our mutual interests in security. 

Mrs. Ketiy. You feel that with the existence of our troops and 
personnel, we may step by step encourage them to come along further? 

Secretary Acueson. | hope in time they will bave different ideas, 
but that is not the purpose of the military program. 

Mrs. Keviy. Since Yugoslavia is a Communist nation, my worry 
is, while I have not any proof otherwise, that the break is not definite. 
I question it myself. 

Secretary AcnEson. I do not think you need to worry about that, 
Mrs. Kelly. 1 think that break is complete and irrevocable. 

Mrs. Ketiy. I am glad to have you state that. 

In regard to our assistance that we are giving to France, which has 
been a tremendous amount, the argument needed for that assistance 
is usually brought in with the amount of money that France contrib- 
utes to the support of troops in Indochina. 

Can you tell us how.much per year the support of the troops in 
Indochina would be, and would we be better off to contribute to the 
support of those troops in Indochina rather than to France and permit 
the French Government to pay that? 

Secretary Acheson. Well, I think that we are working both with 
the French and with the associated states. We are helping the French 
forces and we are equipping, or helping to equip, the associated states’ 
forces. 

The object which we are all working for is to create as strong and 
as competent an army of the associated states as possible, because we 
all want to look forward to the time when those forces will be able to 
maintain their independence, and France can be relieved of that heavy 
military burden. I cannot tell you offhand what the figure is. My 
recollection is it is somewhere in the neighborhood of 35 percent of the 
entire French military budget, which is a very heavy cost in money, 
and it is a very heavy cost in noncommissioned officers and French 
troops. 

Mrs. Ketry. In the spending of our aid which was authorized by 
Congress last year in Spain, do you feel that our efforts will be coordi- 
nated by the Army and Navy, the military items, the economic, under 
the Mutual Security head in cooperation with our Ambassador so 
that the economy of Spain will not be disrupted? 

Secretary Acueson. I think that has been carefully worked out, 
Mrs. Kelly. Ambassador MacVeagh has been back here several 
weeks and has been working with the Mutual Security people and the 
various branches of the services in the Pentagon. | think the program 
is being worked out which will be just what you have in mind. 

Chairman Ricuarps. Dr. Judd. 

Mr. Jupp. Mr. Secretary, I was glad to hear your statement the 
other day before the joint session, because it was the most vigorous 
affirmation you have made of a position that some of us have made a 
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nuisance of ourselves in contending for these many years, namely, the 
essentiality of keeping Asia free if we are to keep Europe free. 

You yourself this morning have said that the thing that threw the 
program in Europe off the track and disrupted recovery and forced us 
into additional economic as well as military aid was the outbreak of 
hostilities in Asia and threats to the security and the independence of 
the remaining free countries in Asia. 

So, maybe, Mr. Chairman, I am not out of order now in bringing 
in Asia, as I may have appeared to be for 6 or 8 years during which 
I was alleged to be just a partisan of the Far East. 

Chairman Ricuarps. It is refreshing, Dr. Judd, for you to bring 
up the Far East. 

Mr. Jupp. I want to refresh your memories a little bit on that, 
because the American people were effectively sold a bill of goods for 
many years that it did not make any difference what happened in 
Asia. It was a successful Communist line. They knew that if our 
people forgot Asia they could come up with a victory in Asia which 
would endanger or perhaps make impossible the success of our efforts 
elsewhere. 

For the record, I want to ask the privilege of reading a little inter- 
change that you and I had Mr. Secretary, a little over 2 years ago 
when I was just as troubled about this European program as | am 
now. I said: 

I have believed, as you know, since 1947, when the first interim aid program 
Was proposed, that unless we succeeded in keeping Asia free we would almost 
certainly lose in Europe, too. I had a struggle with my conscience as to whether 
it wes justifiable to vote for the program in Europe unless there was assurance 
that the same sort of principle and program would be applied in Asia also. 

The difficulty, of course, was how could I vote to spend money in 
furope which I felt sure would be lost. 

I did vote for it, nevertheless, largely in hope. Four times I have done so. 

Now it is six times. 

Can I rightly do it again? If one is genuinely and sincerely convinced that a 
program cannot succeed unless certain conditions are met, and those conditions 
are not being met, then I have difficulty in seeing how, with our budget already 
~ the red, we can justify putting it still further in the red for this program in 
Lurope, 

J faa. much as I regret it, that it cannot succeed unless our policies in Asia 
are changed. 

And you said: 

If [ believe your premise, I should come very close to reaching your conclusion. 

Well, this morning apparently you bave agreed with my premise, 
that events in Asia can be disastrous to the program in Europe. The 
result has not been to negate the program in Europe but to require 
a belated extension to Asia of the policy you yourself so brilliantly 
and eloquentiy advocated for Europe, extension of that same policy 
of determination to win in Asia, the lack of which disturbed me before. 

I want to read one more section, if you will permit me: 

The reason I am more concerned now than I have been at any time previously 
is because we have not made the same kind of effort in China and we are not 
making in southeast Asia now the kind of vigorous effort we have made and you 


are advocating with respect to Europe. That is what disturbs me, that we are 
going all out in one place and not really trying in the other. I am afraid that the 
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half-heartedness of the effort in Asia will ruin the all-out effort in Europe. I 
want you to have the same kind of determination with regard to southeast Asia 
that you have with regard to Europe. 

You graciousiy said: 

You keep working on me. 


We have been working on you, sir, and on the other responsible 
persons, and the most encouraging thing is that your program this 
year is more nearly a global program than it has been heretofore. 

I am repeating this only to point out again to the Amercian people, 
insofar as it can get to them, that all this money in Europe will not 
succeed if Asia goes down, any more than an effort in Asia could 
succeed if Europe went down. 

I want to ask a couple of other questions about India. You said 
in your statement that the results of the election had shown some 
very “startling” and “revealing” and important things, that the 
Communist Party showed “unexpected strength.”’ I was surprised 
that you would have thought those results unexpected or that they 
would be startling. 

Was not your Department aware of the Communist designs upon 
India and the efforts they were making and the success they were 
achieving in India? 

Secretary Acueson. Yes, we were aware of the importance of India 
as an object of community propaganda and effort. But the actual 
results in certain of the provinces were more favorable to the Com- 
munists than we had expected them to be. 

Mr. Jupp. Is it not true that the Government of India is vigorously 
anti-Communist as far as the Communists in India are concerned? 

Secretary AcnEeson. Yes, sir; there is no doubt about that. 

Mr. Jupp. But it is inclined to be favorable toward Communists 
in other countries; it seems to think they are a good thing over in 
China. 

Secretary AcnEson. I should not say that was right. I think they 
are concerned about the closeness of China to India, and the impor- 
tance of maintaining, so far as they can, friendly rather than un- 
friendly relations with China. 

Mr. Jupp. You said in your statement that the Indian Government 
and the Indian people are determined that they shall not be taken 
over by the Communists, and that with our help they can succeed. 
May I ask if one of the measures we are advocating to the Govern- 
ment of India is that it enter into a coalition with the Communists 
or take them into the Government? 

Secretary Acneson. No, sir. 

Mr. Jupp. 1 wondered if that was one of the measures we were 
suggesting to them to help them keep their independence. 

I do not want to discuss any secret. figures, but last year there was 
some aid for Thailand and aid for Indonesia in the bill. Is it not true 
that both of those countries have very substantially favorable trade 
balances and export two or three times more to the gold countries 
than they import from those countries? 

Secretary Acheson. That is certainly true of Indonesia. I do not 
carry the Thailand figures in my mind. As far as Indonesia is con- 
cerned, the program is a comparatively small one and is one really 
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for the purpose of demonstrating the utility and necessity of certain 
programs, whiclvare just not known in Indonesia. 

Therefore, although the Indonesians could pay for this, the point is 
that at the present moment it is not something that appeals to them 
as a necessary and desirable thing because they do not know anything 
about it. 

Mr. Jupp. You mean it is more like a demonstration by us to 
create a desire on their part to expend their own funds for this sort 
of thing? 

Secretary AcnEson. Yes. That has been the whole history of the 
work in Latin America. We go in through the Institute of Inter- 
American Affairs, in agreement -with one of the countries, and demon- 
strate, for instance, that it is possible to eliminate malaria by spraying 
certain places with DDT. 

Now, you could not get that country to pay for this before they 
have seen what has happened. Once they have seen that this is a 
startlingly effective thing, then the Government says, ‘We will take 
that over.” 

It is the same way with corn. For generations in certain areas of 
Latin America they have used seed which could only produce a frac- 
tion of what a new hybrid corn can do. We bring in demonstrations 
of how to plant and cultivate it. Then that becomes the normal 
thing that the people in the Government want, and we go on to some 
other thing. 

That is the nature of this program in Indonesia. 

Mr. Jupp. Yesterday | was talking to Mr. Harriman about what 
I regard is the danger of altering the character of the point 4 program 
and making it more a commodity than a training program. He said 
that would make it move faster, which I doubt. 

Even if it is justifiable in India, which has a shortage of dollar 
purchasing power, such a change would not be justifiable in countries 
which do have enough funds. I mean, our program is limited strictly 
to pilot plants and demonstrations, not commodities; that is right, 
is it not? 

Secretary Acneson. That is right. As far as I know, there is no 
intention to change that. 

Mr. Jupp. Thailand is in a very difficult position. If Indochina 
were to be taken over by the Communists, is there any possibility of 
Thailand maintaining its independence, no matter how much aid we 
put in? 

Secretary Acugeson. I should not like to say there is no possibility, 
which could be a very dangerous and serious position for Thailand 
to be in. 

Mr. Jupp. Put it the other way, if Indochina is secure, Thailand 
is secure? 

Secretary Acueson. That is correct. 

Mr. Jupp. But if Indochina is gone, Thailand’s security is reduced 
to a very low level, is that not right? 

Secretary Acueson. That is right. 

Mr. Jupp. Any aid we could put into Thailand short of American 
troops would not likely be effective, is that right? 

Secretary AcnEson. That is right. 

Mr. Jupp. That is why so much aid to Thailand is one of the points 
in the program which I have to doubt the wisdom of. I would put it 
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into Indo-China rather than Thailand. If Indo-China is there, 
Thailand will stand; if Indo-China goes, so will Thailand. 

Secretary Acueson. It is difficult to maintain internal security in 
Thailand, and we hope this will tend in that direction. 

Mr. Jupp. May I ask this question about one of the amendments 
which was put in on the floor last year, about which our two colleagues 
on the committee had a great deal of difficulty with Mr. Vishinsky in 
Paris. 

I am speaking of the Kersten amendment which set aside $100 
million for certain purposes. I have had questions raised about that 
many times. 

Have any of those funds been used for enlisting escapees in the 
armed forces of Western Europe? 

Secretary Acngeson. No, sir. None of those funds have been used 
for that. In fact, none of the funds have been used. 

Mr. Jupp. For any purpose? 

Secretary AcHEson. No. 

Mr. Jupp. Is that because of the-——— 

Secretary AcHEeson. Wait a minute. Let me check on that. 

Chairman Ricuarps. Doctor, we are getting right on the thin 
edge there. 

Secretary Acurson. What I said to you was correct. that none of 
the funds have been used as yet. 

Mr. Jupp. May I ask if those escapees that are available—-— 

Mr. Futton. I object on the grounds of security. 

Mr. Jupp. Vishinsky docs not object to using those people in our 
forces; he objects to using funds for what he considers improper 
functions behind the iron curtain. 

Mr. Vorys. Will the gentleman yield? 

Mr. Jupp. Yes. 

Mr. Vorys. I hope we have a full statement on this to present to 
the Congress, but I hope that we will have our interrogation develop 
in executive session and a record made later. 

The categorical statement has been made, which I can verify, that 
none of it has been spent. 

Mr. Futon. This discussion should be in closed session. 

Mr. Vorys. I would hope we could proceed further in executive 
session. 

Mr. Jupp. That is all right. 

Mr. Vorys. I do not know if Mr. Mansfield agrees with me or not. 

Mr. Mansrrevp. I do. 

Mr. Jupp. I think that is all. 

Chairman Ricnarps. Mr. Hays. 

Mr. Hays. Mr. Secretary, if you did not cover this subject while 
I was out of the room, | would like to ask you about the prospects 
for easing the situation in the Near East through the technical 
assistance program. 

First, do you have anything comparable to the Institute of a 
American Affairs to cover that area as a whole? In other words, 

I understand it, the Latin-American problem was made easier because 
you had before this larger over-all program begun a foundation 
upon which to work an international pattern; that is correct, is is not? 

Secretary Acnueson. Yes. In the Latin-American field we have 
been working in this way for the past 10 years. So, we have some- 
thing to build on. 
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There was nothing comparable in the Middle East. We are now 
working through the TCA. Ambassador Locke, who is working with 
the TCA, is looking at the problem of the area as a whole. 

Mr. Hays. So our operations within a given country are related 
to the operations of its neighboring countries? 

Secretary AcHEsoN. That is what we are trying to do. 

Mr. Hays. How do you feel about that, Mr. Secretary? We are 
looking for all the hopeful reports we can get, of course, for stabilizing 
the conditions there. 

Secretary AcuEson. I am hopeful that this is the way to do it, 
and we will be successful in doing it. 

We have many problems in that area. But in this particular field, 
one is the refugee problem, which we talked about some time ago, 
which is a very great one in and of itself. 

Congress started last year to give us the funds to contribute to a 
U. N. plan to resettle those refugees from Palestine. 

We are working on that problem very hard through the U. N. We 
hope to be able to work that out. If that is done, it will have a very 
great stabilizing effect, because these people, there are about 850,000, 
are homeless and are in circumstances that are not good for morale, 
and present a great danger to that area. 

If a sound resettlement program is worked out and put into effect, 
that in itself will have a great effect. 

The other one is the point 4 program itself, which will lead to 
diversification of effort in those countries and in the building up of 
sounder conditions of life. That we are working out. We are be- 
ginning. It starts from scratch rather than from 10 years of prior 
history, as in Latin America. It will take time to get it going. 

Mr. Hays. There was publicity at one time, I believe, that Syria 
had turned down help from us. I assume that is an isolated case. 
From what I have heard, even Syria feels somewhat different now. 

Secretary AcHEeson. We are working a serious situation out. 

That, plus the one in Iran, is the only one I know of ia that area. 

Mr. Hays. That is all I have now. I will not take any more time. 

Chairman Ricuarps. Mr. Secretary, do you have another engage- 
ment? 

Secretary AcHEson. I am supposed to have an engagement at the 
Pentagon at 1 o’clock, but I would prefer to stay here. 

Chairman Ricuarps. You do not have anything against the 
Pentagon people, do you? 

If you could remain here a bit longer, I think it would save you the 
necessity of coming back in the morning. 

Secretary AcHEson. Having gotten my feet wet now, I can 
continue. 

Chairman Ricnarps. Mr. Javits. 

Mr. Javirs. Do you believe that the program of the United States 
and the Mutual Security Act, which you are presenting to us, over- 
emphasize military as against economic and technical assistance in 
terms of the United States objective in world policy? 

Secretary Acurson. I do not think so, Mr. Javits. If you start 
from the premise that only certain amounts are available, or can be 
used, I think we are using them the way we have to under the present 
plan. 
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Mr. Javirs. Do you think that is the optimum way to use, $7,900 
million? 

Secretary Acneson. Yes, I think at the present time. 

Mr. Javits. At this time? 

Secretary AcHEson. Yes. 

Mr. Javits. As I figure it out, you have about 92 percent of your 
program in military aid and defense support? 

Secretary AcnEson. I am sure you are correct. I do not carry the 
figures around with me. 

Mr. Javirs. And still the administration stands by that as essential 
under the circumstances? 

Secretary Acneson. Yes, sir. 

Mr. Javits. The main areas of difficulty, actual rather than threat- 
ened, are today the colonial and dependent areas, also, the areas under 
particular treaty arrangements, such as in Egypt; is that not true? 

Secretary AcuEson. ‘lhe areas of all hostilities are in Korea and 
Indochina, which at the present time is a dependent area. 

There are not hostilities, but there are troublesome situations in 
other parts of the Far East. The other area where there has been some 
conflict recently has been in Egypt. But that is not a dependent area. 

Mr. Javits. It represents a treaty situation with a major European 
power, does it not? 

Secretary AcnEson. Yes, troops were put there for the defense of 
the Canal under the treaty. 

Mr. Javits. In which that power has certain rights not enjoyed by 
other powers? 

Secretary AcuEson. It has troops there for the defense of the Canal. 

Mr. Javits. What is the American policy, publicly stated, with 
respect to the future of these colonial and dependent areas, like 
Indochina; where are we going in that regard? Do we just stand 
and help the French defend it? Do we have some objective in terms 
of the social, political, and economic future of these areas. 

Secretary Acnurson. The French have a sound objective in Indo- 
china. They are tremendously sympathetic to the thought of turning 
over the responsibilities of government in Indochina to the Indo- 
chinese. 

They have done that. I think they have done that to the fullest 
extent that the Indochinese sre capable of assuming it. In fact, 
it may have gone further than the Indochinese were ready to meet. 

The problem there, I think, comes from this Communist warfare 
and not because of any difficulty between the Indochinese and the 
French. 

Mr. Javits. Is the Communist warfare being waged by non-Indo- 
chinese? 

Secretary Acureson. Well, there are, I believe, some Chinese 
nationals involved in it, but the bulk of it is Ho Chi Minh’s people. 

Mr. Javirs. Have you not heard, as we have all heard, there is 
concern as to the extent to which the Indochinese people will follow 
the Bao Dai regime and as to whether they are satisfied with the 
self government or independence they are getting? 

Secretary Acurson. The real problem in Indochina is whether the 
French and Indochinese or Viet Namese forces are going to be able 
to maintain the independence of the country. I think that is the 
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thing that bothers the Indochinese rather than the matter of the 
troops to raise. 

It is a very dangerous thing, in which there is fighting going on. 
You have to be on one side or the other. If you choose the losing 
side, it is bad. 

Therefore, there is a tendency to try to see who is going to win. 
I think that is changing. 

The formation of the Indochinese national forces has progressed 
very rapidly and very well. They are good forces. They are getting 
well trained officers and noncoms and equipment. I hope before too 
long they will be able to maintain the country themselves. That will 
have a tremendous effect. 

Mr. Javits. That is our objective, to get the Viet Namese to fight 
the battle themselves? 

Secretary AcHEsoNn. Yes. 

Mr. Javirs. Are you satisfied that the French are in accord with us 
on that? 

Secretary AcHESON. Yes. 

Mr. Javirs. Would the French be willing to hold themselves ac- 
countable to the Viet Namese before the United Nations or would 
they resist that? 

Secretary Acugeson. I do not know that the question has come up 
under the present arrangement. The Viet Namese can run their own 
show completely. 

Mr. Javirs. Do you not think that because there is question in 
Indochina of people deciding which side they will be on, which was 
very different from what was the ultimate successful answer in Greece, 
when the bulk of the people got behind the army and did not have 
such doubts, there is some proper question here as to the political 
future of this area. 

Secretary Acurson. I am sure there are a lot of things lacking in 
Indochina. 

Mr. Javirs. You do not think we can do anything more than we 
are doing to assure ourselves that we will not have another front in 
Indochina such as we have in Korea? 

Secretary Acneson. It is a broad question—— 

Mr. Javits. It is a broad question, and important. I think you 
have made it clear that one of the major stumbling blocks to reducing 
materially our military help in Europe is the engagement of France 
in Indochina. 

Secretary Acneson. Let me answer the part of your question which 
I think is pertinent to what you and I have been discussing. 

I do not think there is anything that we are not doing that we should 
do in regard to the relations between the Indochinese and the French. 
On that I am quite clear. 

Mr. Javirs. Is there anything we ought to do with respect to assur- 
ing ourselves that the Indochinese people will be 100 percent behind 
the defense effort in that area of the world? 

Secretary AcuEeson. Mr. Javits, | really cannot answer that. I am 
sure that there is always something somebody can do that he is not 
doing. But if there is, I do net know what it is. 

Mr. Javirs. Do you see any serious danger that we will be called 
upon to take part in the defense of Indochina? 

Secretary AcHESON. I am just not able to answer that question. 
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Mr. Javits. With respect to the situation in the Middle East, the 
Middle East Command is in a state of suspense, is it not? 

Secretary AcHEson. The Middle East Command was a proposal 
which was put forward in the first instance to various countries, 
including Egypt. 

The Egyptians did not accept that at the time. We all said we 
could discuss it at any moment. ‘The matter is open. We have been 
very hopeful that the reports of the opening negotiations between the 
British and the Egyptians would materialize, and that out of these talks 
there would be a reopening of this whole question of the Middle East 
Command with the role of Egyptians in it. 

In that sense, it is in a state of suspension. There was a proposal. 
It is still open. We hope the proposal will be the subject of other 
proposals soon. 

Mr. Javits. Are we leaving the determination as to whether it 
will get off the ground or not to the British, or are we doing something 
about it ourselves? 

Secretary Acureson. The determination of whether it gets off the 
ground or not depends on the success of the negotiations I have just 
been discussing. 

I do not think that I want to go into what those negotiations are 
or what part we have been playing in them. 

Mr. Javirs. The Middle East Command—I am sure you will say 
you cannot answer this in open session—seems to be going nowhere 
until the British and the Egyptians get together on something? 

Secretary Acneson. I do not think that is correct at all. 

Mr. Javirs. Can you tell us what is correct? 

Secretary Acueson. I think what we are trying to do now is create 
the most favorable environment for the discussions between the 
British and the Egyptians to go forward. 

What might be in the future, as to whether those go forward or not, 
I could not discuss right now. 

Mr. Javirs. We are not debarred from our policy of pushing the 
Middle East Command even if the relations between the Egyptians 
and British remain about as they are now? 

Secretary AcHEeson. No. 

Mr. Javirs. We may do that? 

Secretary Acnrson. I will not answer that. 

Mr. Javits. Moving now to another area of the world, how de- 
pendent on the German contribution is the consummation of our plans 
for the defense of Europe, upon which is based this request to 
Congress? 

Secretary Acneson. As] said in my report to this committee, when 
I came back, and in the radio address | made the other night on the 
same subject, what we are trying to do here is a very large conception. 
It is based on three important elements 

One of those is the contractual relations with Germany. That is 
independent from the European Defense Community treaty which is 
goiog along parallel with it. In fact, one of the provisions of the con- 
tractual relations with Germany is that Germany should joia the 
European Defense Community. 

We are hopeful that those two things can be worked out quite soon. 

The other element in this is the decisions which were made at 
Lisbon in regard to the contributions of the various forces of the 
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various countries in the year 1952 to General Eisenhower’s army. 
All those dovetail into one another. All of those things, in turn, have 
a much more far-reaching effect, and that is their effect upon the 
ultimate coming together of Western Europe in a still more close form. 

And, of course, Germany being a great country in the center of 
Europe is of great importance in this whole effort. 

Mr. Javits. I understand there is a considerable problem in Ger- 
many, for example, with respect to the trade-unions which have 
recently indicated they want something like a national election on 
German rearmament. 

Suppose the situation in Germany is such in that connection and 
in connection with this Russian offer about the eastern zone that the 
Western Powers are going to answer soon, that Germany delays taking 
any participation in the NATO picture, or Eisenhower’s army, as 
you call it; have we an alternate plan; are we prepared to go ahead 
without Germany? 

Secretary Acnrson. I do not think the difficulties you mention 
will develop. 1 do not think it is useful for me to be saying anything 
about what alternate plans we have. 

I think what we must do is go forward with one of the most con- 
structive ideas which has been before the Western World for a great 
many centuries, and believe with all our hearts that this thing is 
going to succeed. I believe it is. 

Mr. Javirs. And just follow through on this line? 

Secretary AcHEsoN. Yes. 

Mr. Javits. Worry about alternatives if we hit snags? 

Secretary Acneson. I worry about things all the time, but I just 
do not talk about my worries. 

Mr. Javirs. Or alternative proposals? 

Secretary AcuEson. That is right. 

Mr. Javirs. Do you not think it would help us in bringing about 
this consummation of a European Defense Community if we made 
it clear that the German bargaining position is not absolute, and 
there is a point at which we will go ahead without them? 

Secretary Acueson. | think we are doing it the best way I know 
how to do it. 

All we can do is go ahead the way we are. We have thought of a 
great many things, and have come to the conclusion that what we 
are doing is the wise way to do it. 

Mr. Javirs. You think, then, that statements from Congress help, 
but a statement by the Secretary of State would not help? 

Secretary Acnrson. That is correct. 

Mr. Javits. Without going into all the details, you are as well 
aware as I am of the tremendous requirements which are stated in the 
reports of the OEEC for any appreciable development of the under- 
developed areas. 

Is it not a fact that the ultimate economic viability of Europe and 
its ability to maintain a defense establishment depend on the major 
development of the underdeveloped areas? 

Secretary Acurson. I really do not quite know how to answer that 
question. We have always, you know, thought that one of the great, 
important things in the future would be the development of these 
underdeveloped areas, which would then produce a great many mate- 
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rials which could be used in Europe and could become markets for a 
great deal which is produced in Europe. 

To what extent the ability of Europe to maintain a defense program 
is connected with that immediately, I am not well enough informed to 
answer. 

Mr. Javirs. That is an ultimate objective of our policy? 

Secretary AcHESON. Yes. 

Mr. Javits. The Secretary will agree, I am sure, that in the small 
amount we are devoting to that in this particular budget, only about 
8 percent of the total request for foreign aid, we ought to do a big job 
by getting American business into it; would you not agree with that? 

Secretary Acueson. Yes; I think that is true. That is hard to do 
until you get conditions in those areas which are somewhat more stable 
than now. There is a considerable risk from the point of view of the 
businessman in those particular areas. 

Mr. Javirs. Let us take the areas in Africa, many of which are 
dependencies or possessions of the European countries, in which the 
OEEC says there is need of something like $8 billion in investment 
capital in the next 10 years. Do you feel those areas are unsafe, 
upset, or do not qualify now for help? 

Secretary AchEson. No; I have not thought about that a great 
deal. Some of the areas in Africa have been very fruitful sources of 
development; Liberia, for example. 

Some of our companies have made substantial and good investments 
which have had a great effect on the development of those countries. 

Mr. Javits. The Belgian Congo? 

Secretary Acueson. The Belgian Congo is the source of a great 
investment. 

Mr. Javits. They need $1,300 million for a development program 
and all they can get is $70 million from the International Bank. Is 
it not a fact that that is where the major effort to bail out Europe 
economically has to be directed? 

Secretary Acurson. I think it is very important, of course, to 
develop these areas. Whether it is the major area or not, I do not 
know. 

Mr. Javits. You feel the administration is doing the best possible 
job in getting American business and private capital to undertake 
some of this important job? 

Secretary Acueson. I would not say that as far as I am concerned 
I am doing the best possible job. I am sure that it could be im- 
proved upon. We are doing what we know how todo. We are doing 
our best. Whether our best is the best is another question. 

Mr. Javirs. Are you ready to state as a fact that there is a small 
degree of business participation in this whole matter? 

Secretary Acneson. Yes, I would say so. 

Mr. Javirs. Do you have any reason for that, and if so, why? 

Secretary AcuEson. I have no reason beyond the ones I have given 
you, other than the business risks involved. 

Mr. Javits. Is there effort made to get American business to take 
over a larger share of the effort? 

Secretary AcuEson. I could not answer that. I will have to 
inquire. 

Mr. Javits. Who directs it; do you, or some other Government 
official? 











170 MUTUAL SECURITY ACT EXTENSION 


Secretary AcHEson. I suppose that nobody directs American busi- 
ness. American business directs itself. 

Mr. Javits. I medn, who directs the administration’s policy in 
respect of this activity? 

Secretary Acneson. I think all of us are interested in it. I do 
what I can; the Department of Commerce does what it can; the MSA 
does what it can. 

Mr. Javits. You would not call it a successful effort by the admin- 
istration, would you? 

Secretary Acueson. Yes; I think it is as successful as it can be. 
This is a very difficult problem, to get American business people to 
go there with the colossal opportunities for investment which exist 
within the United States. 

The amount of investment which has gone on here since the war 
has dwarfed anything that ever happened before. If you have money 
to invest here, there are untold opportunities to do it. So, if you say 
to a businessman, ‘‘You will do better to go somewhere else and invest 
your money,” and if he takes a look at the situation, he is likely to 
say, “I can invest all the funds I want in the United States, why 
should I go elsewhere?” 

Mr. Futron. That has been my criticism. When the businessmen 
do volunteer and try to invest abroad, they are not received with what 
might be called any great enthusiasm under the guaranty program. 
It seems there are so many technicalities and problems thrown in 
their way that they are discouraged. 

That means out of the $200 million authorized for the guaranty 
program, only $45 million to date has been used. 

Secretary Acurson. I will look into that, Mr. Fulton. I have 
never had the responsibility for administering the statute. I am not 
familiar with what the requirements are. I will be glad to bring any 
pressure [ can on it. 

Mr. Mansriev_p. That matter came up in the U. N. There is no 
lack of American investment abroad. In fact, it has been quite heavy 
since the end of the war. But the Secretary is right when he says that 
the risks are so great that American business just does not want to 
invest abroad. 

As an example, in mining, their average profits are 14 percent, in 
this country. Abroad it is 17 percent; 2 years ago it was 12 and 
15 percent. That is not enough for them to go there and take the 
risk. 

The only exception is oil. Outside of that, the percentage of profit 
is so small they would prefer to invest in this country and be sure that 
what they have invested, they would have a return on. 

Mr. Rooseve tt. Will the gentleman yield? 

Mr. Javits. Yes. 

Mr. Roosevetr. With regard to mining, my attention has been 
called to this case before The Hague with regard to French Morocco. 
It is a very important case. 

As I understand it, in rough, the French are saving that American 
business has no right under its protectorate to go in and take profits 
out of Morocco or even amortize their investment. 

I hope, Mr. Secretary, when we go into executive session you will 
be able to give us some information on that case. That is, I think, 
a very vital case. 
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Chairman Ricuarps. Will the gentleman yield? 

Mr. Javirs. Yes. 

Chairman Ricuarps. Is it not a fact, Mr. Secretary, the best 
encouragement you can give to American capital to invest abroad is to 
do what you can to promote economic security abroad? That will be 
more encouraging than anything else, will it not? 

Secretary Acueson. I think so. 

Mr. Javits. I have just one last question. Do you not think that 
it would help if we did launch a real offensive to button up treaties of 
commerce and trade and compacts, which deal with the tax matters, 
and if the administration came to Congress with a program with 
respect to taxation and other things which would help encourage that 
flow of private capital for development of the underdeveloped areas? 

It seems to me that is a real fundamental lack in our foreign policy. 
Here is an enormous need for capital and an enormous reservoir of 
private capital, even if we do not do it today, we should do it to- 
morrow; we should work to get them together. 

I am trying to give a constructive thought on this. 

Secretary Acueson. I think that program is of the greatest im- 
portance. It has been one of the special responsibilities of Under 
Secretary Webb, who has been devoting himself to that. We have 
been pushing, and successfully pushing, the development of these 
new treaties of commerce and navigation and security of investment, 
which has now been added to them. 

We have concluded several of these. We have gone quite far on 
the double taxation treaties, which is important in this regard. I 
agree with you that we should push it as hard as we can. 

Mr. Javits. Thank you. 

Chairman Ricuarps. Mr. Roosevelt. 

Mr. Roosrve ir. Mr. Secretary, I recently made a recommendation 
to Mr. Berry with regard to the whole approach to the Middle East. 

I feel this is not the right time to discuss that, but I hope at one 
point you will return to an executive session so we can explore that 
recommendation, which he understands thoroughly. I think it has a 
definite bearing on the whole Middle East Command, the relationship 
between Israel and the Arab States, and some of the other Moslem 
countries in the Middle East. 

Secretary AcHEson. I will be glad to do that. 

Mr. Roosrve cr. | would like to pursue one question with regard to 
last year’s bill, in very general terms. 

As I remember it, we did appropriate certain funds for military use, 
military aid to some of the Middle Eastern countries. I believe that 
that quite justifiably has not been expended in the terms of tanks, guns, 
and airplanes, but I also feel that those funds might be used in a 
way which would improve our over-all ultimate military position in the 
Middle East by road construction, rehabilitation of existing railroads, 
development of ports, and things like that, because if the Middle East 
should become more critical than it is now, we would need these 
facilities. 

I am wondering whether the Department, whether MSA has given 
any consideration to the use of these military aid funds for what would 
amount to military facilities which could not be of any use to any of 
the immediate countries involved for aggressive acts between them? 
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Secretary AcHeson. Yes, Mr. Roosevelt. That matter is under 
study now. It connects up with this Middle East Command. We 
want these facilities to relate to one another. We are hoping to make 
some progress on that. 

Mr. Rooseve tr. Mr. Secretary, the other thought that I had was 
a little bit along the line of Mr. “Javits’ questioning in regard to the 
French and Indochina. 

I think vour position is very sound in what you have said about 
that. But maybe this question also ought to be reserved for executive 
session. I am quite worried about the situation in both Tunisia and 
Morocco, and the French position with regard to those protectorates. 

I realize the dilemma we are in there. I followed the situation 
closely in the United Nations last fall. Perhaps that ought to be 
reserved for a full discussion in executive session. 

Secretary AcHeson. I would like to reserve it for executive session, 

Mr. Roosevetr. Have we ratified agreements with all the countries 
that we plan to give TCA aid to? 

Secretary AcHEson. We do not have an agreement with Syria and 
Yemen. 

Mr. Roosrvetr. As I understand it, in all those agreements the 
country involved is making a large contribution on its side to the 
objective of the programs. 

Secretary Acngeson. That is the objective, but we have not achieved 
it in all cases. 

Mr. Roosevevt. In India—and this is a question for my own infor- 
mation, because I have put in a bill which will cancel the loan resulting 
from the wheat arrangements last year, transferring the obligation to 
an investment by India to the Indian side of the technical cooperation 
agreement. 

As I understand it, India has already allocated those funds that 
it has received from the sale of that wheat to its side of the agreement? 

Secretary Acneson. That is true. 

Mr. Rooseve.r. That is all. 

Chairman Ricnarps. Mr. Mansfield. 

Mr. Mansrie.p. Mr. Secretary, it is a pleasure, as always, to have 
you before this committee. I would like to get back to the question 
raised by Mr. Javits about the French and Indochina. 

I do not think we can emphasize too much the contribution of the 
French in the defense, the common defense, against communism in 
that particular part of the world. 

When one considers what would happen if all of Southeast Asia 
and some of the Middle East, Indonesia, were to fall, the consequences 
of such a happening would, of course, be disastrous to our own security. 

I think that our policy in Indochina has been extremely sound, and 
we have been right all the way through in furnishing a maximum of 
assistance to the French and to the Associated States forces there to 
hold back the forces of Ho Chi Minh and to keep from them particu- 
larly the oil and rubber of southeast Asia and India. 4 

Is it not true that any French Government today, one that would 
really be popular with the French people, would withdraw completely 
from Indochina and just let it go? 

Secretary AcnEeson. I believe there is the sentiment in France 
to do that. I am happy to say that I think every government in 
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France, including the present one, has carried on that effort. It is 
their contribution to civilization and security. 

There is sentiment that these burdens are too great. 

Mr. Mansrievp. If France were to withdraw from Indochina, 
it would mean, would it not, that the French would be able to place in 
position in Western Europe at the present time somewhere between 
10 and 15 divisions of regular army troops? 

Secretary Acurson. Yes, if the French did not have the Indo- 
chinese problems, if it were miraculously settled tomorrow, the 
whole problem of the French military contribution would disappear. 

Mr. Mansrrevp. Is it not further true that France has its regular 
army, its regular noncoms, most of its young trained officers at the 
present time, and has had for some time in the past, in the French 
Indochina theater? 

Secretary AcHEson. I am not sure whether they have all their reg- 
ular army, but they have a relatively large part of it. 

Mr. Mawnsrrexp. Is it true that the French are spending more in 
fighting communism in Indo-China year by year than they received 
from us under the Marshall plan or are receiving from us under the 
Mutual Security Program? 

Secretary AcHEson. Yes; that is true. 

Mr. Mansrie.p. I think that ought to be in the record, and I am 
glad it is there, because the American people ought to have a better 
comprehension of the real contribution that the French are making 
in the Far East, a very important area, and also in the defense of 
Western Europe. 

Secretary AcuEson. I want to go on record as agreeing with you 
100 percent. 

Mr. Mansrievp. Mr. Secretary, there has been some talk in this 
country about a foreign policy based on the United States furnishing 
sea and air power and the Europeans furnishing manpower. 

As | recollect it, there is no lack of manpower in any European 
country, there is no lack of desire to furnish that manpower, but there 
is a lack of equipment with which to equip that manpowel; is that 
correct or incorrect? 

Secretary Acneson. That is correct. 

Mr. MANSFIELD. So, under this program, if we see that the stuff 
gets into the hands of our NATO allies, we can be assured that the 
manpower will be furnished and, with that assurance will also come a 
greater degree of strength insofar as the effectiveness of these coun- 
tries are concerned? 

Secretary AcHEsOoN. Yes, sir. 

Mr. Mansrietp. In this question of defense support there has been 
some difficulty delineating between offshore procurement and defense 
support. 

As I understand ‘defense support” it is the putting in of American 
dollars under the defense support program for the manufacturing 
of war matériel which can be made in Europe at a cheaper price than 
in this country and, consequently, it means that the same stuff, or 
practically the same stuff, can be made over there at a price far cheaper 
than we could produce it here and, at the same time, it will contribute 
by furnishing jobs and the like to the economy of the countries con- 
cerned ; is that correct? 


9) 
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Secretary AcHESON. Yes; that is true, Mr. Mansfield, cheaper in the 
sense, as I was saying earlier in the day, that we furnish only the raw 
material part. 

Mr. Mansrievp. For defense support? 

Secretary AcnEson. Yes. Our dollars are used to buy the raw 
materials. They take that, apply the labor to it, apply the ma- 
chinery to it, apply the management, design, and all of that, so that 
what you get is an article the dollar cost of which to us has been only 
the cost of the raw material, whereas when we furnish the end item 
we furnish all of those things. 

So, the dollar put into this defense support produces more than a 
dollar put into our own end items, because we have to furnish all of 
the rest of the stuff. We may get and pay for it all here. 

This offshore procurement is a different thing. That is where we 
enter into a contract with a firm in Britain or France, or whatever the 
country may be, to produce an article which we then contribute to 
the equipping of these European forces. 

There, we pay for the whole article, just as we pay for the whole 
article if it is produced in the United States, but if we can find some- 
thing which will relieve some of the pressure on us so we do not have 
to make all of this in the United States, and there is a plant in Europe 
which can do it, we get the article made there instead of here. 

Chairman Ricuarps. Will the gentleman yield? 

Mr. MANSFIELD. Yes. 

Chairman Ricuarps. Would it not also include a lathe or a gun 
mold that was needed in a munitions factory to produce materials? 

Secretary AcHESON. Yes; it would, sir. 

Mr. MaAnsrieitp. Then we can say that as far as defense support is 
concerned, it is not by any stretch of the imagination a continuation of 
the Marshall aid program? 

Secretary AcHEson. No; its purpose is wholly different. It is to 
enable the armament program to go forward. 

Mr. Mansrireip. The purpose is to let the Europeans, or the 
western European nations insofar as they are capable of doing so 
participate to that extent in building up their own, let us say, defense 
potential? 

Secretary AcHEson. Yes, sir. 

Mr. MansrFietp. Now, Mr. Secretary, I suppose I should ask the 
chairman, I do not know to whom this question should be directed, 
but [ would like for the record a statement showing the amount of coal 
exports from this country to the nations of Western Europe, and a 
further statement as to what is being done to bring about a greater 
production on the part of the coal-producing nations of Western 
Europe so they could be able to conserve their dollars to an extent for 
other purposes rather than having to shovel them, as I understand, 
back into this country for the purpose of buying coal over here when 
they have it in such an abundance in certain areas of their own 
country. 

Could you get that for the record, and also a statement showing the 
taxation picture in France and Italy, particularly; I think that would 
be very important. 

In other words, what I am after is, what is the gross national income 
of these two countries, and others, if we could get the information, 
how much is being paid in the form of taxes, how does it compare with 
our own tax picture, and so forth? 
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Secretary AcHEsoNn. We will see that is provided for you, whether 
we do it ourselves or not. 
(The information referred to is as follows:) 
The following table presents United States coal exports to the participating 
countries since World War II: 
United States coal exports to participating countries 
(Thousands of metric tons} 


SS nr ee PE AES Ls Sues eens wes 808 
<a peal jada ance ee ceed eae 37, 301 | 1951_ aaa a ee 27, 400 
1948 _ aie Lapse ae . 16, 764} 1952 (estimated)______ 28, 000-30, 000 
SE See, 


Before World War II, Western Europe produced enough coal to satisfy its own 
requirements and export a substantial amount in return for valuable foreign 
exchange. After the war, the European coal industry was beset with problems of 
acute manpower shortages, food and housing for miners, mine ownership and 
management, and the need for thoroughgoing replacement and modernization of 
equipment. Output was greatly below that of prewar and insufficient to meet 
domestic requirements, so that large quantities had to be imported from the 
United States. Coal production in 1947 for example, was 386.5 million metric 
tons as compared to 505.7 million in 1938, and 37.3 million metric tons had to be 
imported from the United States. Output increased from year to year, and by 
1950 was up to 463 million metrie tons. The increase in output together with 
progress in the more efficient use of coal and the conversion to petroleum and 
hydroelectric sources of energy steadily decreased the shortage to the point where 
in 1950 Western Europe again became independent of United States coal, and it 
even appeared for a time that there would be a coal surplus. After the outbreak 
of hostilities in Korea, industrial production in Western Europe surged upward, 
and the domestic eutput of coal proved insufficient to meet the increased demand. 
Coal imports from the United States were resumed in 1951, and it is expected that 
in 1952 they will amount to 28 to 30 million tons despite the fact that domestic 
coal production in Western Europe will probably slightly exceed the prewar level. 

Coal supplies almost two-thirds of the energy consumed in Western Europe. 
Coking coal which will comprise a large portion of European imports from the 
United States is particularly essential for meeting the basic needs of the steel and 
other key industries. Unless the further progress of European industrial produc- 
tion and defense programs is to be seriously impeded, there is no immediate 
alternative other than supplying the coal Europe needs while its own production 
is inadequate. 

Over a longer period, however, Europe can become independent of United 
States coal. It has sufficient reserves which can be exploited at lower cost than 
the cost of United States coal transported:to Europe. MSA is assisting Western 
Europe to increase its coal production, by financing the development of new 
mines, and the modernization of existing mines. Under the technical assistance 
program, American experts have been sent to Europe to study the problems and 
recommend solutions, and European productivity teams have been brought to 
this country to study American methods with an eye toward their possible appli- 
cation in Europe. The European countries themselves are intensifying their 
efforts to increase production and recently submitted to the OEEC Coal Comn- 
mittee details of places which call for capital investments of $2.2 billion in the 
coal industry by the major OEEC coal countries. Recently, the OE EC decided 
to set up a “‘ Ministerial Coal Production Group” to attack the problem broadly 
and systematically on a political and economic as well as technical level. 


EurRoPpeAN Tax PayMENTS NATO CounTRIES AND GERMANY 
1. INTRODUCTION 


In general the Western Europeans are bearing their share of the tax load which 
the current rearmament effort impceses on the entire free world. There are 
certain inequities in the tax systems of some of the Western European countries, 
but these interal inequities should not be allowed to obscure the fact that the 
countries as a whole are putting up a percentage of gross national product in 
taxes that stands up to any comparison with the percentage of gross national 
product currently being diverted to taxes in the United States. 

This is particularly true for the larger industrialized Western European 
countries, some of which are imposing a considerably heavier tax burden on 
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their citizens than the United States is currently exacting. Thus, the percentage 
of United States gross national product going to taxes is 25.8 percent; in the 
Netherlands it is 28.3 percent; in Germany, 30.3 percent; in France, 30.7 percent; 
and in the United Kingdom, 33.7 percent. 

The figures quoted above are total tax receipts. That means that they include 
taxes paid to central governments, to local governments (such as municipalities) 
and to social-security agencies (such as old-age insurance systems). But even if 
taxes paid to central governments only are given, the ratio does not change 
significantly. In the United States total taxes paid to the central government 
amount to 18.1 percent of GNP; in the Netherlands to 24.8 percent; in Germany 
to 19.8 percent, and in the United Kingdom to 27.2 percent. 


2. RELATIONSHIP OF PER CAPITA GNP TO TAXES 


Not all the Western European countries are devoting quite as high a proportion 
of their GNP to taxes as the United States. Total tax receipts (including local 
government and social security) for Italy, for example, amount to 20.7 percent of 
GNP; for Greece, they amount to 16.7 percent; and for Turkey they amount to 
16.4 percent. These are also, along with Portugal, the countries which have the 
lowest per capita GNP of all NATO countries. 

In assessing the tax burden in these countries, most, if not all, of which are 
predominantly agricultural, one fact must be borne in mind. A low gross national 
product not only makes for lower absolute tax receipts, but it also tends to limit the 
share of the amount of income which the individual citizen can put up for taxes. 
This is brought out by a comparison of per capita gross national product for the 
different NATO countries. In the United States taxes come out of a per capita 
gross national product of $2,135; in France they come out of a per capita gross 
national product of $811; in Italy they come out of a per eapita gross national 
product of $359, and in Turkey they come out of a per capita gross national product 
of $173. 

3. TAX EVASION 

Tax evasion has presented a serious problem in several European countries, 
notably France and Italv. Both countries are now tackling the problems of tax- 
enforcement and tax collection aggressively. ° 

(a) Italy has instituted a comprehensive tax reform introducing a new system 
modeled in part on that of the United States. Declarations of income taxes by 
corporations and individuals have been substituted for assessment of taxes by 
Government collectors. This puts the burden of proof squarely on the taxpaver 
and mekes prosecution of tax evasion easier. As a check against individual decla- 

rations the Government is resorting to publicity for individual tax returns. Tax 

returns under the new system were filed for the first time in 1951, covering 1950 
incomes, According to the Finance Ministry, the amount of tax yield on the 
basis of the new declarations will exceed that of any previous years. 

(b) France has (1) doubled penalties levied against tax evaders, (2) stepped up 
the number of evasion cases brought to court, (3) created special tax investigation 
teams, (4) incressed enforcement staffs, (5) centralized tax law enforcement, (6) 
opened new schools for the training of enforcement agents. The French Parlia- 
ment is considering legislation for the establishment of a comprehensive svstem 
of compulsory sales records and a law to place income taxes on a pay-as-you-go 
basis. 

It should be noted that these evasions should not be interpreted as a modifica- 
tion of the figures set forth in paragraphs 1 and 2 of this paper, since these figures 
represent taxes actually received by governments. 











APPENDIXES 
Ap Zstimates of total tar receipts of the United States, European NATO 
countries, and Germany, in terms of GNP (1951 or fiscal year 1951-52) 
[Including central government, local government, and soci: l-security revenues] 
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ApPENDIx II.—Central government tar receipts of the United States, European NATO 
countries, and Germany, in terms of GNP (1951 or fiscal year 1951-52) 





| 
| Pereent Percent 
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Appenp1x III.—Per capita gross national product of European NATO countries 
and Germany (United States fiscal years 1951-52) 


Per capita 
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Denmark. -- & : SAS Portugal _. 291 
France . ae . } S11 Turkey 173 
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Norte.— Precise comparisons of the levels of gross national product between the European countries and 
the United Statesare not possible. The conversion into dollars has been made on the basis of official foreign- 
exchange rates and the purchasing power of the dollar is appreciably higher in most European countries 
than in the United States, Adjustments to make the figures truly comparable cannot now be made, 


Chairman Ricuarps. I would like to say to the gentleman that we 
have a great deal of that data in the record here. 

I think everybody has been called upon. Mr. Fulton, do you have 
another question? 

Mr. Fuxron. I have been troubled about the fact that we have 
had in our atomic bomb production here secrets which have leaked. 
Mr. and Mrs. Julius Rosenberg have been sentenced to death for their 
acts in this country, while Claude Fuchs was not tried in the United 
States, and he did the acts here, violated American law. 

Fuchs also evidently committed some acts in Britain and violated 
their law, for which he was sentenced for 14 years. 1 cannot see how 
these people on our side, the Julius Rosenbergs, who are small people, 
with no big brains, are given the electric chair and then on the other 
hand there is a man named Fuchs who is given a safe refuge for 14 
years in Britain, possibly because he has a big brain. 

If the acts committed in this country for one group caused them 
to get the electric chair, then I think the Government should come 
up with some explanation why Fuchs has not been brought back here 
and tried the same way as the Rosenbergs have been, or, in the reverse, 
that the Rosenbergs be given the same treatment as Fuchs. Either 
brains or the lack of them should be the basis of the guilt. I do not 
think there should be a differentiation just because this is a man who 
has a brain which can think up numbers any faster than somebody else. 

I do not think that the fact that Fuchs might be claimed important 
to the atomic development program should make any measure of 
difference on the justice he receives. 

Secretary AcnEson. Do you have any reason to suppose he has that? 
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Mr. Futton. I know of no attempt by the United States to extradite 
Claude Fuchs for the acts which are admittedly performed and com- 
mitted in this country for which he has not been tried or indicted. 

Mr. Mansrie.p. Will the gentleman yield? 

Mr. Futon. Yes. 

Mr. MansFie._p. Not being a lawyer, I may be wrong, but is it not 
true that, say, if two states have cause to arrest a certain individual, 
one state arrests hin first and then tries him, then does not the other 
state ask for his extradition after his sentence has expired so he can 
be tried for the same crime? 

Any lawyer knows that is not the correct procedure where a capital 
offense is committed. 

Mr. Fuuron. Can you execute the two witnesses that you have 
over here. before you try them? How can you execute the Rosen- 
bergs before you try Fuchs? 

Mr. MansrFie_p. We are getting pretty far afield. 

Mr. Fuiron. Could we just go back to Korea for a minute? There 
is no intention on these Korean negotiations to make Formosa the 
pawn to obtain an agreement, is there, or in any way to give in on our 
position of only voluntary repatriation of prisoners of war? 

Secretary AcHEeson. So far as your question about Formosa, I can 
answer that very qucikly. There is not any. I do not want to say 
anything about the actual negotiations going on. 

Chairman Ricwarps. I do not think you should. 

Secretary Acurson. The fact that I am not doing that does not 
reflect in any way what the answer would be. 

Mr. Jupp. Will the gentleman yield? Let me say this: The surest 
possible way to lose Asia would be to turn back to the Communists 
those persons on the Communist side whom we invited to come over 
to our side and to whom we promised security. 

If the United States should do that, nobody in Asia will ever trust 
us again or, in my opinion, ever ought to. 

Perhaps you cannot and should not say that, but I, as a Member of 
the Congress, can say that. 

Mr. Fu.iron. That is what I am bringing up. We do not want to 
go back on the people who have depended on us and we do not want 
to use them as a method for negotiating for peace ourselves. 

Chairman Ricuarps. Let the Secretary have a breathing spell. 

Mr. Futron. If the French were to pull out their troops in Indo- 
china and take them to Europe, which would help solve the problem 
in Europe, would it not enormously intensify our problem in furnish- 
ing manpower to Europe because of the problem of diverting more of 
our manpower to Asia? 

Secretary AcHEson. It would accentuate everybody’s problem. 

Chairman Ricnarps. Thank you, Mr. Secretary. The committee 
stands in recess until 10:30 tomorrow morning. We expect to have 
Mr. Lovett with us at that time. 

(Whereupon, at 1:39 p. m., the committee recessed until 10:30 a. m. 
Friday, March 21, 1952.) 
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FRIDAY, MARCH 21, 1952 


Housr oF REPRESENTATIVES, 
ComMITTEE ON FoREIGN AFFAIRS, 
Washington, D. C. 


The committee met in the House Foreign Affairs Committee Room, 
Capitol, at 10:42 a. m., the Honorable James P. Richards (chairman) 
presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we are privileged to have with us the Secre- 
tary of Defense, Mr. Lovett. Mr. Lovett will appear in open session 
for a while, and then the committee, when it wishes, will go into execu- 
tive session. 

The Secretary has already made a general statement during the 
joint meeting of the Senate Foreign Relations Committee and the 
House Foreign Affairs Committee. 

There are one or two things which I personally hope he will discuss. 
Mr. Secretary, would you give us your opinion of the value of the mili- 
tary part of this program, and tell us something about offshore pur- 
chases as compared to military support. There has been a lot of 
criticism about the amount of this authorization due to the fact that 
a great many people think there is a lot of money on hand that cannot 
possibly be spent within the program periods. 

If you would just touch on those things, I would appreciate it. 


STATEMENT OF HON. ROBERT A. LOVETT, SECRETARY OF DEFENSE 


Secretary Lovertr. Very well, Mr. Chairman. First, as to the 
importance of the military aspects of this Mutual Security Program, 
I think the entire military picture, including both the requests for 
appropriations of the three military departments and this section, are 
part and parcel of the whole security program of the country. 

The foreign aid sections here are a necessary adjunct to the purely 
United States forces involved in our defense system. 

The two programs are intermeshed, both productionwise and train- 
ingwise. Consequently, I think one must look at the requirements 
in end items under this program as part of a total and not as a separate 
item in itself. 

There is some understandable confusion as a result of the use of 
words like “offshore procurement” and “‘infrastructure,”’ and a lot of 
new things that have come into this picture in recent years. 

In fact, it is not unusual to find that right in the middle of one of 
these discussions a new title is applied, such as measuring an air force 
in wings rather than groups. I have always felt that was to put the 
old-time civilian in his proper place and show that progress continues 
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uninterrupted. But it does offer some confusion. I would like to 
try to clarify it. 

Offshore procurement, as used by the military departments refers to 
the purchase outside of the continental limits of end items which we 
are permitted to deliver to the NATO groups or to the other friendly 
countries around the world. 

Military support, or defense support, or economic aid, as you choose 
in this matter, applies to that form of procurement which deals mainly 
with raw materials or similar items which, when delivered to an ally, 
permits that ally to do the work himself on the manufacture of certain 
forms of end items needed. 

The difference, therefore, is essentially between the procurement 
by this country of the completed end item abroad, which is offshore 
procurement, whereas defense support, as used in this act, applies to 
the provision of basic raw materials, tools in some instances, and simi- 
lar items which go into the manufacturing process by which the foreign 
ally uses his own labor, carries his own overhead and produces an 

end item fit for his particular use. 

Chairman Ricuarps. May I ask right there, could machine tools be 
considered as part of this defense support? 

Secretary Loverr. Might be. 

Chairman Ricuarps. Might be, but not necessarily; it could be 
offshore procurement? 

Secretary Loverr. It could be full offshore procurement. 

Mr. Javits. Offshore procurement would include, would it not, 
equipment which we furnish under military aid to NATO armies? 

Secretary Loverr. That is right. 

Chairman Ricuarps. If we purchased it somewhere else? 

Secretary Loverr. Yes; if it was procured outside the continental 
limits. 

I think the third question you asked, sir, related to the problem 
of the amount of obligational authority uncontracted in our hands 
currently, and the amount of expenditures made currently. 

That is a very confusing problem, but I think it can be clarified. 
If you will let me, I will give you some of the background, Mr. 
Chairman. 

Chairman Ricuarps. If you would. | 

Secretary Loverr. I think most of the members of this committee, 
but perhaps not the public as a whole, distinguish between obligational 
authority, which is the authority to contract, to buy, to commit, and 
expenditures, which is the amount of cash paid out under those 
contracts over a period of time. 

The accounting procedures in it are difficult. The Treasury does 
not keep in an account in the name of Department of Defense the 
amount in cash covered by the obligational authority. 

The Treasury has a me smorandum account which serves as a limit 
against which we can draw checks in payment of those contracts. 
Their cash statement does not represent a sum of money isolated and 
held for the Defense Department. Their cash statement covers the 
items which we draw when the check is presented by the manufac- 
turer. 

I think the second element of importance there is that the tax im- 
posed on this country is directly related to the amount you spend 
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within a fiscal year, and not to the amount of contract authority which 
is given within a fiscal vear. 

For example, the three military departments, and I am now talking 
about the United States military departments without regard to the 
Mutual Security Act, have had a total obligational authority of $108 
billion. Against their obligational authority, as of the end of Feb- 
ruary, approximately $84 billion was in firm contracts or commit- 
ments. That left $26 billion of “obligational authority.”’ 

Out of the $28 billion remaining, approximately $12 billion repre- 
sents that type of fund which is obligated monthly, that is, for service 
pay contracts, camps, posts, stations, and so forth, the kind of thing 
that runs on month after month and is committed monthly. 

That leaves a balance of $16 billion unobligated. That $16 billion 
will be obligated except for a few hundred million, which will be re- 
served for the engineering changes on the long-lead items, and so 
forth, by July 1, 1952. That is the military department’s budget. 

If you bear those figures in mind, sir, compare them against expendi- 
tures in the same period, under fiscal year 1951 funds we expended 
$19.8 billion in the three military departments. Up to February of 
fiscal 1952, we had expended slightly over $20 billion; our estimate of 
expenditures for fiscal 1952 was $40 billion. Therefore, we advised 
the Treasury and the various appropriate agencies of Government 
what our expected expenditures would be in fiscal 1952. 

In the presentation of our 1953 budget, we estimated expenditures 
at something less than $53 billion, which will leave at the end of those 
three periods a carry-over of funds which cover the long lead-time 
items. At the present time the situation on obligations, that is, 
obligational authority or the right to contract, is that we cannot sign 
a firm commitment with the company unless we get the authority of 
Congress to do it, which we got in October of last year on our fiscal 
1952 funds. 

Mr. Lannam. Could I ask a question there, Mr. Chairman? That 
authority is in the form of appropriations, is it not? 

Secretary Loverr. That is right, Mr. Lanham. 

In the military departments, on what I think is unfortunately called 
public works, because it is really military construction, we have to go 
and get enabling legislation first before we go into the Appropriations 
Committees. But on the straight military budgets we go direct to 
our parent Appropriations Committees in the Senate and House. 

Mr. Lannam. There is no direct authority, obligational authority, 
except in the form of appropriations? 

Secretary Loverr. Except that granted by Congress in the form of 
appropriations, after justification. 

The current situation in obligations is as follows: Under fiscal 1950, 
we had $1,314 million; under fiscal 1951, we had $5,222 million; under 
fiscal 1952, we had $5,744 million. Those represent the military 
assistance funds disposable by the military establishments under the 
law. 

That is a total of $12,280 million. From that total there is deducted 
by transfer prior to 1952, fiscal 1952, and in fiscal 1952, a total of 
$800,613,000. Deducting that figure from the $12,280 million leaves 
a balance available for obligations of $11,480 million. 
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The procedure is that on the passage of the act, the funds become 
ovale to the Director, Mutual Security, who then against the 
programs developed by the military allocates those funds to us. 

I am sorry this sounds so complicated. It sounds complicated be- 
cause it is complicated. It is terribly complicated. 

Against that $11,400 million of remaining obligational authority, 
after the transfer of those funds, there was obligated by the Depart- 
ment of Defense, through the 31st of January, $9,623 million. I 
should say “allocated.” I beg your pardon. Of that, $7,007 million 
was obligated through January 31, leaving $2,615 million allocated 
but unobligated as of the 31st of December. 

On the 29th of February, an additional allocation from the Director 
for Mutual Security was made to the Department of Defense of 
$1,280 million. 

There is left unallocated, as of the Ist of March, $649 million. 

Add those two figures together and you get $1,857 million, which 
added to the $2,615 million previously obligated, leaves a total 
unobligated at the present time of $4,473 million. 

Out of that we only received a couple of weeks ago $1,208 million, 
and there is $649 million not yet allocated. 

It is the judgment of the procuring services that that $4,473 million 
will be obligated in substantially all categories by July 1, 1952. 

There will be normally about $200 million reserved for engineering 
changes on contracts for aircraft and ships. That is a normal pro- 
cedure because of late changes. There will probably ‘be another 
$100 million for specification changes in spare parts and the develop- 
ment of new items, aad $100 million will be earmarked, or thereabouts, 
for offshore procurement of military end items. 

That is the story of the contract situation at the present time. 

Now, to complete it, you need a picture of the unexpended balances. 
I gave you the total figure of $11,480 million as being the balance 
available initially. 

If you will take that figure and add to it the requests for the 1953 
programs, as that $11 billion covered 1951 and 1952 combined, you 
get a total of all programs of $16,831 million, that is, 1950, 1951, 
1952, and 1953, the new program we are appealing for at present. 

On the basis of the expenditures, actual and estimated, there will 
be expended during this period of time, that is, through fiscal 1953, 
$11,370 million. 

The expenditures for 1950, 1951 and 1952 are $946 million plus 
$2,710 million, which means that our estimates of expenditures, that 
is, cash paid out during fiscal 1953, is $7,714 million, making a total 
of $11,370 million. 

That leaves an estimated unexpended balance, would leave if we 
make those payments, and if the deliveries keep up, of $5,000,461,000. 

The reason for that is that the end items which were contracted for 
with these funds will not be delivered within the fiscal 1953. 

Most of the payments in fiscal 1953 arise out of contracts made in 
1951 and 1952. 

I am sorry it is so complicated, Mr. Chairman, but that is just 
the way it is. I think one thing may help to clarify this, and that is 
if we all understand why you have to order so far ahead in order to 
get the end items. I think the explanation when you simply say 
“lead time,” is often confusing. By “lead time,’”’ we mean the amount 












































MUTUAL SECURITY ACT EXTENSION 183 


of time which elapses between the time that you contract for some- 
thing and the manufacturer is able to deliver the end item. 

In human experience you have that in a variety of other forms 
quite outside of manufacturing. But lead time is something that is 
one of the facts of life. Actually, in the accumulation of the basic 
materials, the working process, the shipment to the final fabricator, 
you can get some differences of opinion on it technically. But in 
my own judgment, if you take an 18-month cycle for a modern fighter, 
about 12 months of that time is the production of the basic raw 
materials, the working process in the war components, the accumu- 
lation of the bits and pieces, you have an average, and only perhaps 
the last 6 months is involved in the fabrication by the end item 
deliverer. 

Perhaps the reason for that can be understood better graphically 
here. Mr. Vorys, would you hold this for a minute? 

These blocks represent fiscal years which, as you know, start on 
the Ist of July and end the 30th of June the following calendar year. 

Suppose we want to get a fighter aircraft delivered in December 
1953——— 

Mr. Jupp. Mr. Secretary, I suggest you get behind the chairman. 
He is our best questioner. 

Secretary Loverr. Can all of you see that? 

If vou exoect to get fighter aircraft at this point here, you have to 
start counting back. There is 6 months; there is 18 months, and 
in the case of the Mutual Security Act military items, there is at least 
3 months in the contracting, allocating, and agreed scheduling with 
the recipient countries. 

So vou have to order in March of fiscal vear 1952 in order to get 
this thing out of the manufacturing process in December of 1954. 

Chairman Ricuarps. How about the acceleration of the program 
in 1953 as compared to 1952? I am speaking of the length of time 
involved. 

Secretary Loverr. The actual production time for fighter aircraft, 
Mr. Chairman, varies between 18 and 24 months. I have taken the 
shortest period so as to make the case simple. The rate of deliveries 
accelerates during this period. But the end item would vary not 
bevond the order of magnitude of 18 to 24 months. 

You cannot get, of course, any of that acceleration unless your 
orders are in, because if the orders are on the order board —— 

Chairman Ricuarps. If there is any acceleration at all, it will be 
down at the other end of the line? 

Secretary Loverr. Yes. There is one other aspect of this thing 
which perhaps, too, has a bearing on these figures. 

Chairman Ricuarps. Mr. Secretary, do not let this disturb you 
too much. We will be going out and in to answer the roll call on the 
floor of the House. 

Secretary Loverr. One of the things that causes that lead time is 
the enormous complexity of all the present weapons that we use. 

We fly so high and so fast and in such different forms of weather 
that the technological advances and applied science advances within 
the last few years have brought about a degree of advancement in 
that particular field which has not been correspondingly met by 
improvement in the human frame. 
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The result is you are so high you cannot see, you are going so fast 
you cannot see, and you are flying in weather in which you cannot see, 
so the human has to be supplemented by electronics and gadgets of 
all sorts. That is enormously complicated. 

The best way to explain it is to take a World War II fighter, with 
which some of the members are familiar, and compare it with the 
present one. 

I will try to take two simple yardsticks in order not to get into dollar 
amounts. The World War II fighter had 515 electrical wires meas- 
uring approximately 920 feet. The fighter now has 5,525 wires with 
23,000 feet of electrical wiring in it. 

There are so many things built into the fighter today that it has 
practically everything except a post exchange. We will probably 
get that, too. 

The bombers similarly are terribly complicated, and complication 
adds costs. The B-17, with which you are familiar, and which was 
used in World War II, costs around $445,000. The B-47, at the 
present time, costs $3,483,000. It flies over twice as high, over twice 
as fast, carries practically twice the bomb load, with practically 1% 
times the range and has eight times the horsepower; that costs money. 

Mr. Vorys. And with one-third the men? 

Secretary Loverr. Yes, sir. 

Mr. Eaton. How much more ammunition has to be expended to 
blow it down? 

Secretary Loverr. We have not had any field tests of that yet, Mr. 
Eaton. We hope we may be able to avoid it. 

Chairman Ricuarps. I do not know whether you made the state- 
ment or not that the electrical devices in a fighter plane right now cost 
as much as an entire plane did in World War II, is that right? 

Secretary Loverr. I did not make that statement, but I think that 
is accurate. 

Chairman Ricuarps. You think it is a fair statement? 

Secretary Lovert. Yes, sir; 1 do. What I am trying to do is give 
you gentlemen, as frankly as I can, not only the reason why these 
figures are large, but why vou have to have obligational authority well 
in advance of delivery of the end item and why there is a lag between 
the contract authority and the amount actually paid out. 

One final word on that, sir. I think it is about the best explanation 
I can give. In the long lead-time items, that is, aircraft, ships, and 
certain types of electronics, if we take 24 months as a fair middle figure 
between the 18 months on the easiest type of fighter aircraft and the 
34 to 36 months on the heavy bombers and ships, taking 24 months, 
the contractor, after a period of some months, which would vary with 
the contract itself, begins to get progress payments after the thing is 
25 percent done. He is paid a certain amount. After it is 50 percent 
done, he is paid a certain amount. So that the funds appropriated in 
fiscal 1952, for example, could be, we will say, one-third spent in 1953, 
and two-thirds spent in 1954. 

It goes over a long period of time. It is those estimates of expendi- 
tures required from the Department by the Bureau of the Budget that 
come up to the Congress as one of the bases for the request for 
revenue. It is not obligations; it is expenditures. 
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Chairman Ricuarps. Mr. Secretary, I think that is a very fine 
statement. Of course, later on in executive session there will be 
witnesses here to go into the details. 

There is one question I want to ask you about. In title I of this 
bill, for Europe, you have in round numbers about $6 billion for 
military aid. There is something over $4 billion for straight-out end 
items, and there is something under $2 billion for defense support. 

Do you care to say anything about what vou consider to be the 
relative importance of these two items in building up the forces under 
General Eisenhower? Is one more important than the other, or are 
they equally important, or what? 

Secretary Loverr. I do not think you can really distinguish between 
those two types of expenditures with any accuracy. 

I would say that the importance of each of them is the same from 
the military point of view. In saying that, | am trying to keep in 
mind the fact that we have in here restricted the economic aid for 
defense support to those things which further the military effort of 
the various recipient countries, and thereby maintain or increase the 
defensive potential of the NATO organization. 

I think they are about equal, sir. 

Chairman Ricuarps. That is from the military standpoint. What 
about the American taxpayers’ standpoint? Which of those will 
bring about the greatest rsults in terms of dollars? 

Secretary Loverr. | can give you a couple of examples, I think, 
Mr. Chairman, that might point it up. 

Let us take an end item of some simple type. Let us say it is an 
artillery piece without definition of caliber. We could build that 
in this country and ship it abroad to meet our commitments under 
the military portion of this act. 

Under the defense support portion of the act, it might, and probably 
would be, cheaper to provide certain of the alloy steels and basic 
materials to country A and let them put into the artillery piece their 
cost of labor, their cost of overhead, their burden on this thing. 

The cost, in other words, of certain of these items which can be made 
abroad, and there are certain ones, quite frankly, that cannot, but 
certain of the items which can be, can be produced abroad cheaper 
than they can be produced here for their purposes. 

Chairman Ricnarps. How about quicker? 

Secretary Loverr. It would depend on the item, sir. There are 
not many that could be produced quicker, except where they are 
currently in production. 

Chairman RicnHarps. You take into consideration their capacity 
to produce these things? In other words, it may be cheaper to use a 
billion dollars’ worth of this support to accelerate production over 
there, but if you used a considerably larger amount other factors 
would enter the situation and it may cost a lot more? 

Secretary Loverr. That is right. There is an element in there, 
Mr. Chairman, which causes a problem. This is an opportunity to 
discuss it with some of you here. It is the problem of the poor pro- 
curement officer nowadays, which is appalling. 

He has been trained in the past to buy the right quantity of the 
right quality for delivery at the right time and at the lowest price. 

As a result of the programs in the country now and some of the 
many desirable comntletatienn which have to be taken into account 
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in procurement, he is, by law or by Executive order, or by statement 
of intent of the Congress, or by regulations, not only a procurement 
officer, but he is a policeman, a stabilizer, and I do not know what 
else. It is getting terribly complicated. 

To give youan example. Let us say this colonel in the procurement 
district finds out he has to police that section of the contract, which is 
an old section, which prevents discrimination either in hiring, promo- 
tion, and so forth. 

Well, he wonders how he is going to find out whether there is 
discrimination. Then he is told he must also take into account in 
contracting dispersion of industry; and he must, in addition, avoid 
concentration of contracts with the giants who have a single plant. 
He must get dispersion geographically and industrially. 

He must take into account the lively interest this country has in 
keeping small business alive, not just a subcontractor, but where 
possible as a prime contractor. 

He wonders what small business is, and he gets instructions that it is 
anything up to 500, or under. 

At this point the man is getting a little bit troubled with what he 
has to do and watch. Then he gets instructions that he must take 
into account in contracting the so-called distressed areas, when 
certified by the Office of Defense Mobilization. 

He does not know what a “distressed area”’ is, and he writes back 
to try to get a definition of distressed areas. By this time he is well 
on the way to a duodenal ulcer. He then gets an instruction that now 
there is a theory that we must also take into account a distressed 
industry. So he, being a reasonably intelligent fellow, begins to 
wonder about it, and he finishes up wondering if there is a small busi- 
ness in a nondistressed area, or a big business in a distressed area, or 
perhaps both a small business and a big business in a nondistressed 
area, all wanting the same contract. 

What does he do? Well, the fellow, of course, being reasonably 
intelligent, goes back and looks into the regulation to find out if there 
is not something a fellow with his age and service can do to retire 
honorably—but retire, anyway. 

Chairman RicHarps. In any event he is a rascal in the eyes of the 
other fellow who does not get the contract? 

Secretary Lovett. He is going to be ruined. You can count on it. 

I mention that because in the procurement functions abroad, over- 
seas procurement, to all that sort of thing there is the added problem— 
which we have, I am glad to say, finally overcome under the MSA Act, 
section 521—of the requirement relating to taxes, the forbidden 
payment of taxes. 

We started last September and with that, shall we say, assistance of 
the intent of Congress, the teams which in December had started to 
negotiate, finally produced agreements. 

I might say, sir, that since that seemed to be the intent of Congress 
we also apply the same rule to the Department of Defense funds in 
addition to the MSA, so that now we have signed agreements with 
Italy, France, the Netherlands, Luxemburg, and Iceland. We have 
agreements in principle from the others, Belgium, Denmark, Norway, 
Portugal, and so forth. So that seems to be a milestone that has been 
passed. 
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The procurement problem is very difficult, and that again has a 
bearing on the administrative lead time, which is added to the manu- 
facturing lead time, and which stretches out the period of months over 
which we have to have obligational authority. 

Mr. Cu#aruam (presiding). Mr. Lovett, I was told somewhere that 
in addition to all of this which you have mentioned, and which | 
think I understand, that in procurement abroad we have labor people 
going into the plants and that unless they are pleased with the type 
of union they have, or the working conditions, and so forth and so on, 
that is a further barrier to placing contracts. Has that hit you? 

Secretary Loverr. Yes, sir. As I recall it, it is section 516 of the 
act which places requirements on us to insure against association with 
cartels. 

We have teams over there that investigate the contractor, of 
necessity, not only to find out if he has adequate tools, but what the 
labor situation is, and there are a number of items having the type of 
security which we would not want to have blueprints of handed over 
to a plant that was dominated by, we will say, a Communist union. 

That is a problem that we face up to, sir. 

Mr. Jupp. You have Communist unions in critical plants here as 
well as abroad. 

Mr. CHatHam (presiding). I am talking about offshore procure- 
ment. I was told that in each country we have a labor man, a mem- 
ber of our delegation who, before we can place a contract, goes in and 
sees whether they have a democratic type union. That is what I 
have been told. I was told that in France last fall. 

Secretary Loverr. That is correct, sir. 

Mr. Cuaruam (presiding). Have you a further statement, 

Secretary Loverr. No; | do not. 

Mr. Cuaruam (presiding). Shall we go into the 5-minute rule of 
questioning? Mr. Vorys 

Mr. Vorys. I have some questions I would like to ask about these 
billions of dollars for weapons and what they are, and where they are 
to go, and how they are to be used. 

Last winter when I was at the U. N., I heard Mr. Vishinsky quote 
things I had said on the floor of Congress and in open hearings in this 
committee room. 

I am, therefore, not going to pursue my questions at this time. I 
merely want to state publicly something I] think you may already 
know, that is, my great faith in your ability and integrity as a public 
servant. I have no more questions at this time. 

Mr. Cuatuam (presiding). I should have come to you first, Mr. 
Carnahan. 

Mr. Carnawan. Mr. Secretary, the balance at the end of fiscal 
1953 of approximately $5.4 billion, those funds might not actually be 
spent until 1954 or 1955, or maybe even 1956? 

Secretary Loverr. That is correct, sir. There are certain types of 
items in there in which the ultimate final payment could be made 
18 months, 2 vears, or perhaps 3 vears later. 

There will be in most of those instances progress payments made 
along the line. 

Mr. Carnanan. That is all at the present time, Mr. Chairman. 

Mr. Cuatuam (presiding). Mr. Chiperfield, we have just started 
on the 5-minute questioning period. Would you like to comment? 
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Mr. CurperFieitp. No. 

Secretary Loverr. Mr. Vorys, we have here the breakdown of the 
type of information in which you were especially interested for the 
closed session, at your pleasure. 

Mr. CuatHam (presiding). Mr. Smith, would you like to question 
Mr. Lovett? 

Mr. Smiru. Yes; I have a couple of questions, Mr. Chairman. 

Mr. Secretary, in reaching a decision on the military contribution of 
each of the nations this year as projected over 1953 and 1954, was it 
necessary to take into consideration the economic ability of these 
nations to participate? 

Secretary Loverr. Yes, it was, Mr. Smith. I think that perhaps 
the procedure which is gone through may clarify that point, because 
it is a very difficult one. 

There has been considerable misinformation on it because we have 
used many initials. 

The basis for this program is, of course, a defense plan, devised by 
the Chiefs of Staff of the various participating countries, and then the 
military committee of the NATO organization reviews that. They 
then come up with the military contributions which can be made by 
the various participating countries. 

Those estimates were reviewed following the Ottawa Conference in 
1950 by a special committee which really employed the United States 
system of justification, review and screening. That was called the 
Temporary Council Committee, which was referred to, unfortunately, 
as the ‘“Three Wise Men.” 

That committee held hearings and went into the potential of each 
of the participating countries, both in a military sense, the manpower 
sense, financial sense, and the economic sense. Then it came out with 
a program which was passed in Lisbon. 

Going back into the chain of development of these requirements, 
because that is, I think, fundamental, in each of the countries there is 
a so-called MAAG, Military Assistance Advisory Group, United States 
officers in each of the countries working with the officers of that coun- 
try, who investigate the capabilities of that country in the production 
of military end items and other associated items, like the soft goods 
that go to the military establishments. 

Those findings of the MAAG’s are then forwarded to the central 
group, which is called JAMAG, the central advisory group, with head- 
quarters in London, where United States officers and the specialists 
from the other countries screen this figure. 

Then from the JAMAG it comes directly back to the three military 
departments of this Government, where it is again screened. Then 
it is costed. The costing is screened in the Department of Defense 
under the Office of the Secretary in the Controller Section. 

Then it goes for justification to the budget, and then the budget, 
as an adviser to the President, forwards this document up to the 
Congress, where the screening process is completed. 

That is the routine, sir. 

Mr. Smirn. There was this combined effort on the part of all the 
countries to. submit figures of military and economic need, and from 
that conference came this conclusion as to what was needed for the 
entire NATO 

Secretary Loverr. No, sir. That had taken place prior to Lisbon 
and was a separate operation, because the United States has control 
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of its contributions right up through the request stage back to the 
delivery stage. 

At Lisbon there was a commitment taken by the participating 
countries for firm forces by the end of 1952, and provisional forces in 
1953, and for planning purposes in 1954. 

The work I have referred to, Mr. Smith, had taken place before 
this and by separate groups. 

Mr. Smiru. You are familiar with this report that came out of 
Lisbon as to spending $300 billion on the military program for NATO. 
What do you know about that? 

Secretary Loverr. | had never heard of it until I read the other day 
in the papers that someone had asked, I guess at one of the hearings, 
about it. I have never heard about it. There is no truth in it at all, 
so far as any of the military end of this business is concerned. I do 
not see how in the world anyone could figure out such a thing, arrive 
ata figure. I think it is just a played-up story. 

Mr. Sairu. It is strange, is it not, that the AP and UP should arrive 
at the same conclusion? 

Secretary Lovertr. Not if they got it from the same source, sir. 

Mr. Smiru. They claim the figures they have received were arrived 
at after reviewing the NATO budget. You are familiar, of course, 
with that study? 

Secretary Loverr. Yes, sir. 

Mr. Samira. By the way, is that information available to this com- 
mittee? 

Secretary Loverr. The TCC report? 

Mr. Smiru. Yes 

Secretary Loverr. J honestly do not know, sir. I think it is a 
classified NATO document. Iam not sure, Mr. Smith. 

Mr. Smirxa. Apparently it is classified because Mr. Pearson, in 
Canada, was having some trouble with the Parliament up there. He 
claims some information that he has in regard to that situation cannot 
be divulged. It is secret. 

Secretary Loverr. I am sure there is information in some of these 
schedules which would be of considerable value to any potential 
enemy. 

Mr. Sarrn. It is on that basis it is not public information? 

Sécretary Loverr. Yes, sir; but there is no figure in any of the 
reports that I have ever seen, and no conversation that I have ever 
heard of, that dealt with that figure. 

I have asked some of my colleagues who were there also, and none 
of us in Defense have heard of it. 

Mr. Acheson and Mr. Harriman say they have never heard of it. 

Mr. Smirx. The Associated Press came back, after I made an 
inquiry of them, and said: 

Associated Press considers thoroughly trustworthy its source for most figures 
connected with NATO rearmament plans and reported it in dispatches on Lisbon 
February 23. 

The UP says: 

Our reporter cables that $300 billion figure represents best estimate of defense 
budgets of 10 NATO nations for next 3 years. 

It is hard for me to believe that a couple of reporters got together 
and just simply pulled these figures out of the air. Along the line 
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somewhere there must be some facts to justify that statement, unless 
the boys were having a good time in Lisbon at the time the story was 
written. 

Secretary Loverr. Mr. Smith, I am sorry, | cannot explain the 
figure. I have never heard of it. 

Mr. Jupp. Was it 10 or 12 countries? 

Mr. Smiru. Ten. 

Secretary Loverr. It is 14 now, is it not? 

Mr. Smirn. There is a figure of 10 here, which is signed on the date 
of March 3. 

Mr. Jupp. That is for the defense budgets of the NATO nations for 
3 vears. Our total defense budget will be $180 billion for 8 years; will 
it not, at $60 billion a vear? 

Secretary Loverr. It is about in that order of magnitude. 

Mr. Cuaruam (presiding). It will take 60 vears at the rate they are 
now proceeding. 

Mr. Jupp. The table says, “defense budgets.” That includes 
European aid, the Pentagon, military construction, everything. If 
$180 billion of that $300 billion represents our defense budget, I do 
not think the amount is one to be surprised at. If the total of the 
defense budgets for all purposes, cost of the Indo-Chinese and Korean 
wars, and everything else, is only $300 billion, | consider ourselves 
lucky. 

Mr. CuatruamM (presiding). Over a period of years? 

Mr. Jupp. Three years. * 

Chairman Ricuarps. I do not know how we were proceeding. 

Mr. Cuatuam. In your absence, Mr. Chairman, Mr. Lovett had 
finished. Mr. Mansfield has come in and Dr. Eaton has come in. 

Chairman Rienarps. Mr. Smith, had you finished? 

Mr. Situ. Yes. 

Chairman RicHarps. Mr. Mansfield. 

Mr. Mansrievp. Mr. Secretary, in your opinion, are the NATO 
countries doing all that they possibly can to furnish the necessary 
effort to strengthen the alliance? 

Secretary Lovett. Yes, Mr. Mansfield; I think in the general terms 
of your question these countries are evidencing an earnestness which I 
had not been aware of, as I never had attended one of these things 
before. 

There are many of them that are stretched to very austere limits. 

Britain and France, in particular, have economic and _ financial 
troubles that make their military expenditures painful to them. 
France, in particular, because of Indochina, has that problem. By 
and large, they are making a very earnest and determined effort. 

I think the agreements reached with respect to the end forces of 
December 1952 was an enormous step forward, because it translated 
from the talk and planning stage to an actual operational stage as to 
the defense of Western Europe. 

Mr. Mansrievp. I am glad you mentioned France, in particular. 
Could you give this committee some idea as to just how in your 
opinion France in conjunction with its war in Indochina is making its 
best possible contribution to the common defense effort? 

Secretary Loverr. Mr. Mansfield, I think that question falls 
perhaps a little more accurately into the field of the Director of Mutual 


Security. 
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| would be glad to, in closed session, give you the precise figures on 
some of the military aspects of that, which I think would be responsive 
to most of your questions. 

Mr. Mansrretp. Then let me make this statement and you can 
state whether it is correct or incorrect. 

It is just for the purpose of getting this material in the record, 
much of which was inserted yesterday. 

Is it not true that the French have practically their entire regular 
army, most of their regular noncoms and a large proportion of their 
regular voung army Officers fighting in Indochina at the present time? 

Secretary Loverr. That is generally correct, sir. They have in 
metropolitan France and north Africa certain units. They have the 
cadres for the meeting of their present commitments in 1952 available. 

But you are quite correct, the majority of the professional French 
armies are in Indochina at the moment. 

Mr. Mansrievp. That has been the case for the past 3 or 4 vears? 

Secretary Loverr. Yes, sir. 

Mr. Mansrie.p. If those armies were not in Indochina, if the 
French were to pull out of Indochina, as I understand the people of 
France would like every French Government to do, that would mean 
two things; one, that the French could put into position in Western 
Europe something approximating 10 to 15 divisions; is that right? 

Secretary Lovetrr. Something in that order, sir, on the lower side. 

Mr. MAansFie.p. Secondly, if this were to happen, while it might 
strengthen our position in Western Europe, it would lay open the 
storehouse of southeastern Asia, and adjoining territories, for the 
infiltration and the actual invasion of those areas by Communist 
forces. 

Secretary Loverr. If you assume, sir, that the Communist forces 
come from the outside, I think that your statement is correct. 

Mr. Mansrievp. Getting back to that assumption now, Mr. Acheson 
stated yesterday, I believe, or at least he implied very strongly, that 
there was some active Chinese participation from across the Indo- 
chinese border in Indochina itself; is that a true statement? 

Secretary Loverr. We have been so informed. 

Mr. Mansrietp. What we have there is a possible build-up of 
another Korea if this condition gets much worse? 

Secretary Loverr. That is always possible. 

Mr. Mansrigevp. And the importance of French Indochina in the 
defense of the free world cannot be overemphasized too much? 

Secretary Loverr. That is correct, sir. 

Mr. MANsFIELD. One more thing, is it true that the French have 
been expending in the defense of Indochina, a job which I understand 
the French people would like to pull out of, in the past 3 or 4 years as 
much money, maybe more, than they have received from us in the 
form of Marshall-plan aid or under the Mutual Security Program? 

Secretary Loverr. I think that is correct, Mr. Mansfield. The 
figures have run approximately thirty-odd percent of their budget, and 
involves about $1,100,000,000 or $200,000,000 currently. 

Mr. Mansrievp. The reason I am asking these questions, if I may 
finish up, Mr. Chairman, is that I think the critics of the efforts being 
put forth by certain countries in Western Europe ought to know the 
whole truth, and recognize that the defense of the free world goes far 
beyond Western Europe and that certain of these countries, France in 
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particular, are undertaking a particularly onerous burden which is 
costing them far more than they are getting, and that the danger in 
that area of the world is extremely grave at the present time. 

Chairman RicHarps. Let me make this statement. After this 
morning, the Secretary will not be available until probably a week 
after today. 

Yesterday we did not proceed under the 5-minute rule. I think if 
the gentlemen will limit themselves to 5 minutes, we can finish the 
questioning under the 5-minute rule and then the Secretary can re- 
turn later for the rest. The Secretary is willing to come back later 
if we want to ask him things in executive session. Dr. Judd. 

Mr. Jupp. It is always nice to have you here, Mr. Secretary, and I 
do not envy you the job you have, both the inherent difficulties plus 
those added on at this end. 

On page 14 of your statement to the joint session the other day 
you said: 


Deliveries have been substantial but less than originally hoped for. 


Have you any figures as to how much less deliveries have been than 
originally hoped for? 

Secretary Loverr. Yes, sir; that will be given to you in the de- 
tailed presentation, Dr. Judd, country by country, and in totals. 

Mr. Jupp. Can you tell us roughly, say, percentagewise, how much 
less the deliveries have been than you had hoped for? 

Mr. Cuatnam. Would that not be confidential? 

Mr. Jupp. I do not know. 

Secretary Loverr. I think the precise information is available, Dr. 
Judd. I think we can make it available to you in executive session. 
I think I can also make a general comment on the record. 

That as far as we are aware from the MAAG groups and from the 
SHAPE organization, the activation and training of none of these 
units had been held up by any slippage of any- 

Mr. Jupp. The activation and training of the units? 

Secretary Loverr. Yes, more has been held back by the shortage 
of training equipment. The state of readiness of some of the units- 

Chairman Ricuarps. You mean, the basic training? 

Secretary Loverr. Instead of having, for example, an {47 tank, 
they have used a World War IT tank for tactical training. 

There has been 2% million tons of stuff delivered in total. We 
wired over sometime ago, and my best recollection is that the answers 
that came back consistently said that there had been no units retarded 
in their training or in activation as a result of shortage of equipment. 

Mr. Jupp. I want to make that clear. The units are trained; 
the shortage has not been in training them but in combat worthiness? 

Secretary Loverr. The full percentage of combat worthiness. The 
difference might be 20 percent, 80 percent combat worthy, and 100 
percent combat worthy. Some are at 100 percent, and some are at 
a lower percentage, too. 
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Mr. Jupp. What are the main causes for those delays? You dis- 
cussed some this morning. One was the Korean war, which meant 
diversion of equipment from Europe to Korea. Another was the 
increasing complexity of modern equipment which requires longer time 
to allocate contracts and to manufacture and deliver. A third reason 
was the restrictions in the laws, such things as to take care of small 
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business and distressed areas. But are there other major factors, or 
to what extent has delay been due to other major factors? 

For example, are there designs for new equipment on the drawing 
boards causing an understandable hesitancy on the part of the Depart- 
ment to freeze its present models and go into mass production and, 
therefore, some factories in Detroit and other areas, which were mak- 
ing automobiles were told to quit making automobiles and be ready 
to convert to making some military items, and 6 months later they 
had not been put into operation making the military items? 

Secretary Loverr. Of course, this is a field in which there is room 
for a difference of opinion, even among informed fellows in my own 
shop. 

But the fairest estimate that I can make of the causes are about as 
follows: In the first bill we delivered stuff which was, so-called, excess 
to the military requirements, left over from lend-lease or World War II 
stocks. We delivered that right at the start. 

Then, just as we were getting under way in that the Korean war 
came. As you correctly pointed out, that diverted everything for a 
while to the Far East. Then we come up against the contract time. 
In certain of these areas, these specific items and totals will be given 
you in closed session, there was little or no difficulty. It was shipping 
and timing the stuff in and so we did not deliver stuff to Western 
Europe and have it sit on its tail wheel out in a yard. 

Concurrently with that, as you know, orders were put in—you have 
diagnosed correctly another element of this—and the services, in order 
to put true acceleration into this, bought off the blueprints rather 
than the normal procedure after service tests. 

That is true in tanks. Let us take a simple case. Most of the 
tanks we use in Korea are the modified World War I, which is a very 
effective tank, extremely effective. But there is a new model, in 
fact, there are three modeis—43, 47, and 48. That is a very powerful 
tank. 

In the beginning, there were a lot of these complexities built into it, 
a combination of electrical control and hydraulic control, and the 
transversing gear which swings the gun in azimuth has certain require- 
ments of target in a certain number of seconds, that is, off target and 
swinging on to target it should get to target in X seconds. Well, it 
did not do it. 

You know about these self-operating elevators. It went up above 
the thing and then came back. It had a surge in the hydraulic system. 
So, we have an awful lot of tanks right now completed with that one 
little gadget which is ineffective. 

In addition to that, there have been design changes in some moder- 
ate amount. I do not attach too much importance to that because 
that is always so. 

The result is that the delivery of the new tanks has been delayed to 
us and to them. Most of the claimant countries under the NATO 
plan want the 1952 model. They do not want the 1951. Therefore, 
they have to wait until the 1952 model is proved out. 

here is no question about the success of ultimately breaking this 
bottleneck or design bug. We can do it. It is a thing which we got 
pretty familiar with in the last days of the last war. That has been 
an important element in the slippages. 
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An additional thing was, in = opinion, that the estimates initially 


made were made on the basis of the peacetime flow of material, that is, 
they were overoptimistic in the availability of certain critical raw 
materials. That has been corrected. 

I am informed, well, I guess it was the start of this week, Dr. Judd, 
that the procurement and production men are confident of being able 
to beat our 1952 calendar year program, that is, of getting the supplies 

over there by the remainder of this year. 

Mr. Jupp. You think you are over the hump? 

Secretary Loverr. I think we are on the deliveries of 1952, sir. Of 
course, if we get strikes or bad breakdowns——— 

Mr. Jupp. Or a new war? 

Secretary Loverr. Yes. 

Mr. Jupp. There are two philosophies which I have heard expressed 
in different parts of the country, and T want your comment. 

Some say, “Let the Russians go ahead and mass produce its present 
kind of tank or plane or whatever it is, and in great quantities, but we 
will wait until we get a better model, and then we will be able to defeat 
them in a contest between our better model and their inferior model.” 

That is the philosophy of those who want to be sure they can win 
the war. There is the other philosophy that we would rather spend 
$100 billion for quantities of equipment right away that might not be 
any better than theirs but which would prevent their starting a war. 

I would like to have you comment on that, if you care to do so in 
public; if you do not, do not hesitate to say so. 

Secretary Lover1. I can only make a partial answer to that, Dr. 
Judd, in public hearings. 

Obviously, there is no black or white between those two philosophical 
approaches. There is a gray area in there. There is an area in which 
you have to find a rule of reason. 

That is one of the most difficult aspects of this whole defense prob- 
lem, because we could, of course, slam everything shut and open up 
the throttle and the stuff after 18 months, whatever the period of 
gestation is in this stuff, would pour out 

You remember at the end of the last war, it was in January 1944, 
that General Arnold and I had to cut back aircraft production and 
pilot training because they were coming out their ears. 

We had to get the girls to fly the stuff away from the plant to make 
room to park the stuff coming out. We cut it about 50 percent. My 
rough recollection is that we were getting 9,000 planes of combat 
type and about 9,200 crews. We cut it back to 4,400 or 4,500. 

Five years before we embarked on one of the most extraordinary 
military operations in the world, a trans-channel landing. 

You get, after a period of 3 years usually, it has been my experience, 
and I think it is a world-wide one, into your production rate on modern 
weapons in that time. 

As Mr. Churchill said, ““The first vear nothing; the second year a 
trickle; the third vear a flood.’’ Under the system of partial mobiliz- 
ation we want to expand production so that we do not have to use up 
more metal than is necessary, or divert more manpower than is neces- 
sary from out civilian economy, not only to preserve the civilian 
economy but to give us an expandable base in case the tragedy of 


war hit us. 
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But, at the same time, we have to have enough stockage, stuff 
completed, ready to go, and enough troops in being to serve as a 
deterrent so that any potential aggressor would know that he would 
not have an easy victory and ultimately he would get the daylights 
beat out of him. 

Chairman RicHarps. Doctor, we will move around. 

Mr. Hays. Mr. Secretary, your statement about the difference 
between authorizations and expenditures has been very helpful. 
While I will have to read it in the morning to get its full import, it 
seems the significance of that is chiefly for the Appropriations Com- 
mittee, since the proposal as drawn of $7.9 billion has to do with an 
authorization rather than an expenditure? 

Secretary Loverr. That, as vou say, Mr. Hays, is largely a question 
for the Appropriations Committee. 

My statement was directed toward the assurance of this committee 
of the necessity of authority to obligate. 

Mr. Hays. The obligation is the thing we are concerned with now 
and if nothing happens to the usual carry-over provisions in the law 
then the difficulty that vou have described of synchronizing expendi- 
tures with appropriations is, of course, something for the Appropria- 
tions Committee? 

Secretary Loverr. We must have authority to contract in order to 
meet our commitments. 

Mr. Hays. I wonder if you would mind expressing some opinions 
about the problem of the Congress with reference to the total budget, 
that is, if, for example, it is desirable in the interests of the economy 
to trim it, do you have any reluctance to say what the priorities 
should be? We have interrogated others on that point. 

Secretary Loverr. Well, Mr. Hays, it seems to me that is one of the 
privileges of Congress which those of us in the executive branch ought 
not to challenge. 

It is a very difficult question, sir. I do not feel I could appro- 
priately give any reasonable guidance on it. 

I will try to be as responsive as possible. These two elements deal- 
ing with the military departments of this country and dealing with the 
international security aspect of the problem should, in all fairness, be 
regarded as one in your mind although they have to be dealt with 
separately. In other words, they are interrelated, 

The proof of it visually lies in the fact that the same line that pro- 
duces F-84’s for United States use produces F-84’s for NATO use. 

The same thing is true in tanks, ammunition, and hardware, and 
hardware is what is mostly covered by this particular request. 

Mr. Hays. I have been able to convince some of my businessmen 
who complain about the large requests from the military that there is 
an irrefutable statement vou have, which is, “If we have a war, vou 
want us to win, don’t vou?” That. of course, is the final answer. 

At the same time we have one difficulty that the executive side 
does not have. The difficulty is that we have no steering committee, 
no single individual or group on the legislative side that can answer 
that question as to where the cut comes, assuming the cut should come 
in the interest of our economy, not in the interest of our convenience 
or comfort, but in the interest of production. 

The difficulty on our side is that we do not have a Bureau of the 
Budget. We have no steering committee. We have no one to 
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determine these things on the basis of the total evaluation. That is 
the reason that we, as one part of the Congress, in entering into the 
floor considerations want the soundest argument that we can advance 
against inordinate cuts. 

Secretary Loverr. Mr. Hays, that is a terribly difficult problem. 
I think, in effect, what you say is that somebody in the last analysis 
has to take the risk. I have to do that in my job. There is a distinc- 
tion between what is desirable and useful and would be wonderful 
to have, and that which is absolutely necessary. 

The men charged with the security of the country naturally want 
what is desirable. Somebody along the line has to step up to the bat 
and take a hack at the ball as it goes by. I, as a hired hand of Govern- 
ment, am paid to do that. 

It is not a very comfortable position sometimes, because it does 
involve a calculated risk. In the military budget, as well as in this, 
we have honestly done our best to accept the responsibility which 
] think in good faith rests on us, to try to bring this down to a support- 
able, justifiable basis. 

I feel quite sure on the big items in these things; what slips by you 
are the little ones. There are 363,000 separate items which require 
some degree of scheduling. 

It is humanly impossible—here again you face up to the many 
complexities of modern life—for me and my immediate associates 
to squeeze out every one of those things. But we go through the 
big ones, which represent about 85 percent of the expenditures. 

Every now and then some cockeyed thing has slipped through and 
it makes you look stupid. But it is not through carelessness; it is 
simply through the utter impossibility of covering every known item. 

To support 3% million people scattered all over the world, this one 
fellow has the responsibility for all the housing, clothing, food, com- 
munications, transportation, medical care, doing the thinking for every 
one of those people under all sorts of climatic conditions, in all areas 
of the world. And you get the same percentage of difficulties in the 
military that you do in a civilian set-up when you have to do that. 
You have to take at some point a calculated risk. 

The one thing on which you cannot take a calculated risk is the 
safety or well-being or chance of survival of troops in action in facing 
an enemy. 

Chairman Ricuarps. Mr. Chatham, I skipped past you. 

Mr. Cuatnam. I have nothing at this time. 

Chairman Ricuarps. Mr. Fulton. 

Mr. Fuvron. I am glad to see you here, Mr. Secretary. While 
some of us disagree with you at times, we have great confidence in 
your judgment. 

I would like to ask you about the Israeli Army, to see what you 
think of it. Is that a worth-while expenditure of money to have an 
army there in that section, and is it an area which is necessary for our 
security and defense, and what is your estimate, is the Israeli Army 
a pretty good Army? 

Secretary Loverr. Mr. Fulton, I think I could be more responsive 
off the record. 

Mr. Furtron. Is the Israeli Army efficient? 

Secretary Lovett. Yes, sir. I think it has proved its competency 
in the past. 
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Mr. Futron. ‘That area is really strategically necessary for our de- 
fense generally; is it not? 

Secretary Loverr. Yes, sir. 

Mr. Futron. All the strength we can get there we ought to have, if 
we can? 

Secretary Loverr. Very definitely. 

Mr. Fuvron. In Arabia and Israel? 

Secretary Loverr. Yes, sir. 

Mr. Futon. As to Indochina, there has evidently been a new turn 
in the warfare there. The new turn came up in Secretary Acheson’s 
testimony yesterday. As vou remember, on Korea, when a new turn 
came, it was when the Chinese Communists came into the fight in 
Korea. Then MacArthur said that it was ‘‘a new war.” 

For the first time, I heard, through Secretary Acheson, yesterday, 
an inference about developments in Indochina. He says about Indo- 
china, in response to a question of Congressman Javits, ‘‘ Well, there 
are, I believe, some Chinese nationals involved in it, but the bulk of 
it is Ho Chi Minh’s people.” 

That brings up the question, are the Chinese Communists now 
aggressively coming into that fight as they did up in Korea? If there 
are Chinese National Communists in there, are they in great force, 
or small force? What kind of force and equipment do they have? 
Are they utilizing the South China railroad to bring supplies in? And 
are they utilizing the rubber and the cotton that has been imported 
from Britain and the free countries for uniforms? 

I think that situation, if true, is a whole new outlook for this com- 
mittee and for the country, because it is something that the Chinese 
Communists know, and I think the country should know it. 

Secretary Loverr. Did you say, ‘“‘Chinese Nationalists’’? 

Mr. Futton. “‘Nationals.’”’ Secretary Acheson was asked, “Is 
communist warfare being waged by non-Chinese?’’, and the Secretary 
said, “‘Well, there are, I believe, some Chinese nationals involved in 
it, but the bulk of it is Ho Chi Minh’s people.”’ 

I assume from the “Chinese nationals” it would be Chinese Com- 
munists and not Nationalists. So I have said that comparing it to 
Korea, if that is true in any measure, it would seem to be the same 
thing that MacArthur spoke of on Korea saying, ‘‘It is a new war.” 

If the Chinese participating force is in any substantial amount, I 
think the committee and the public should know of it because at this 
stage the Communists will know of it, so we are not holding any- 
thing back from them. 

Secretary Lovertr. Mr. Fulton, I misunderstood you earlier. There 
seemed to be a conflict in what you had asked, because I understood 
you to say, “Chinese Nationalists.”’ 

Mr. Futron. Then the questions were, if there are Chinese na- 
tionals in the war, first, where are they? Secondly, what number are 
they? Thirdly, what is the support in matériel? Where are they 
getting it? Fourthly, relating it specifically to the South Chinese 
railroad, and also to the rubber and cotton shipments by Britain, are 
these helping them? 

Secretary Lovetrr. I can only answer in general terms in open 
hearings. There has been no precise information that I am aware of 
as to the quantities. We do know there have been some. 
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Mr. Futron. Some Communists from China——- 

Secretary Loverr. We are told that, of course, by the authorities 
out there. 

Mr. Futtron. When did that begin? 

Secretary Lovett. I think it has been going on for some time, 
Mr. Fulton. I could not put a date on it. I think it has been a slow 
movement, as far as I know. But I feel reasonably sure a substantial 
part of the equipment has come from Communist China. That is a 
matter you can identify. The troops I do not think you can be 
accurate about, at least I cannot be. 

Mr. Fuuron. Are they substantial in number? 

Secretary Loverr. I have seen no figures on it, which amounted to 
any substantial number. 

Mr. Fuiron. Because if this is the case, that there is a new phase 
beginning in Indochina, then I think the committee should look 
closely to the aid that we are planning to give to France and to the 
other Indochinese areas, and also the amount of equipment and the 
support the United States is getting there. 

Secretary Loverr. Yes, sir. 

Mr. Futron. | believe, as I believe you do, that the Indochinese 
area and the Malaya area are of strategic importance to our United 
States safety and security. 

Secretary Loverr. It is of very great importance. 

Mr. Fuuron. But you would not say there was a new war going 
on there in Indochina through the Communist nationals coming in? 

Secretary Loverr. I am not in a position to say, sir. 

Mr. Futron. Then the question comes up as to Europe, in relation 
to purchasing under this bill. What would our policy be with dealing 
with European cartels in that purchasing? 

Secretary Loverr. We covered that a little earlier, Mr. Fulton, 
with specific reference to section 516. 

Mr. Futron. Referring to cartels? 

Secretary Loverr. Yes. 

Mr. Fuiron. Our shipping industry, of course, is complaining that 
our United States production of ships has fallen both as to military 
ships and merchant marine ships. As a matter of fact, the European 
shipbuilding yards are going great guns while ours are laying men off. 

Is it not a fact that the material that is going into the shipbuilding 
both for military purposes and commercial purposes in the European 
countries is also material that there is also competition for under the 
defense program? And might it be better for us—this is only a ques- 
tion—to release to them some of the surplus merchant ships which 
are not quite as efficient and are rotting at our piers and turn this 
other material toward the defense program? 

Secretary Loverr. | am not aware of any of the merchant ship 
tvpes, Mr. Fulton, that are involved in this. 

The criterion which we have to take first account of is, of course, 
the benefit which results to our taxpayer from the ability to procure a, 
say, mine sweeper from a Dutch yard at a substantially lower price 
than we could get it over here. The amount of material in these very 
small coastal vessels is not large. 

We can give you the details on that in the individual country 
presentation, both by amount and dollar values. 
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There is no program I am aware of which would be for ships of any 
particular size. 

Mr. Futon. The European shipbuilding for merchant ships is 
large and expanding very much. So my question was pointed toward 
the fact that development was competing on materials for commercial 
purposes with the defense program in Europe. Why, when we have 
so many ships rusting do we not turn those European shipyards toward 
military equipment building and away from commercial shipbuilding 
at this time. 

Secretary Loverr. You mean, which they are building for them- 
selves? 

Mr. Fuxron. Yes. 

Secretary Loverr. As far as I know, Mr. Fulton, under the OEEC, 
the agreements between the NATO governments as to their own 
internal economic production relate very largely to the purchases of 
those vessels. In other words, if some country is buying a vessel from 
a Norwegian or Danish yard, that is a method that the building coun- 
try acquires foreign exchange. 

They regard, | think, our old Liberty ships as uneconomical to 
operate. 1 do not believe they would buy them. I do not under- 
stand that we have any real control over the actual construction by 
them of vessels for their own use for sale to other countries. 

Mr. Fuuron. | brought this up with Averell Harriman the other 
day because he was the head of the committee which made the 
Harriman report recommending this be done. 

With materials getting so tight on steel and experienced workmen 
so scarce in Europe, it would seem to me all the more important we 
consider the Harriman report. I was just bringing that up again to 
ask that vou reconsider the details of the Harriman report. 1 think 
that report was finished in late 1948 or 1949, as to the utilization of 
these surplus ships of ours rather than have the Europeans build them. 

Secretary Loverr. I will check that. 

Chairman Ricuarps. Mr. Roosevelt. 

Mr. Roosevetr. Mr. Secretary, it is always nice to welcome you 
here again. First, | would like to ask you about the progress being 
made on the unification of the standardization of weapons for the 
European forces under General Eisenhower. 

Secretary Loverr. That has gone ahead with satisfying results in 
the major items, Mr. Roosevelt. 

There are areas in which it is an advantage to have a country 
produce what it is tooled up for right now rather than to change the 
tooling lines. But with that major exception I think considerable 
progress has been made on it. 

Mr. Roosrvett. The other question which I think many people in 
the country worry about is in this end-item part of the program. Are 
we going to see to it that they have the facilities to produce the spare 
parts and the repair parts and the replacements for what we are now 
sending them? That is part one. 

And part two is: Every time we bring out a new and better aircraft, 
better tank, are they, the recipient countries, going to say, ‘“‘Look, 
scrap the old one and send us the new one’’; in other words, are we 
really buying a long-range support in end items of the European 
defense forces? 
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Secretary Loverr. Well, Mr. Roosevelt, answering the questions in 
that order, the purpose of the so-called defense support under the new 
concept is very largely to permit that kind of thing. 

If you take a simple case, the funds of this type of appropriation are 
not available for the construction of factories. If there is a plant 
in country X over there which applies for a permit to make 105 am- 
munition or spare parts for F—84’s, it would be to our advantage, the 
taxpayers’ advantage, and the military departments’ advantage, to 
have that country carry its fair load. 

The reason for it is that we figure about 25 percent is the annual 
maintenance and spare parts charge on an aircraft. 

Suppose the aircraft cost $100, to make the case clear. If we give 
the man the aircraft and then have a continuing commitment to keep 
that in operation, we have to give him $25 a vear. After 4 years we 
have given him the equivalent of the cost of the item. Therefore, 
from a purely business point of view it would be to our advantage, as 
well as to his, to give him the $25 and let him tool up and carry it from 
there on out without the annual charge. 

Mr. Rooseve cr. | think what really worries us for security reasons 
is that we will not be able to give them the designs, the manufacturing 
secrets, and so forth, on some of our newest equipment, and also we 
do have a complete interchange on this level of the new production, 
that whenever we bring out a new tank or a new fighter, we are going 
to have to give them the originals to start with. With the cost of these 
things now, it is a pretty big commitment for the future. 

I think if we had a feeling that this end item part of the bill can be 
terminated in 3 years or 2 years or 4 years, | think there are a lot of 
people on the floor when we go to the floor who will say, ‘This is 
sound.” 

If they think we are really making a commitment now where we 
are going to have to continue $5 billion of end items every year, a lot 
of people will start wondering about it. 

Secretary Loverr. Mr. Roosevelt, there is a point at which, of 
course, the concept of a sort of annual contribution becomes unwise, 
as well as unnecessary. I cannot guess what that is. 

We have no commitments whatsoever. Our purpose is to assist in 
the hard-to-make items, provide the initial equipment and a small 
combat reserve, and then have the countries carry themselves. 

There are certain types of construction, which you properly point 
out, which cannot be released abroad until they are compromised in 
combat of some sort. 

We have no idea that this could or should carry on indefinitely in 
the delivery of these very expensive pieces of heavy equipment. 

Mr. Roosrve tt. My last question, Mr. Secretary, is really for the 
record: In your opinion as Secretary of Defense, is this program 
sufficient; in other words, are we sending enough end items to equip 
enough troops quickly enough to meet the emergency, or should we 
reverse the usual congressional procedure and expand this program 
beyond what you have really asked for? Is the program enough? 

Secretary Lovetrr. The amounts represented in tliis 1952 fiscal 
request, Mr. Roosevelt, are screened-down amounts based on the 
obligations of the other participants in NATO to make their contri- 
butions on time and in the amounts as agreed to at NATO. 
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The military program represented by this is considered to be a 
deterrent force. That is clear in all the statements and, if you choose, 
not a victory force, because you never carry that load of the ultimate 
build-up that would occur in war. 

So to try to make a responsive answer, the best military judgment 
which we have, both from the NATO sources, and from General 
Eisenhower’s staff, is that the figures represented by the 1952 end 
strength goals are the force which he believes to be adequate but 
not for victory. 

Mr. Roosevetr. What really worries me is that through this 
process of the TCC we did not arrive at an end result force by saying, 
“What do we need to meet the danger?” We arrived at it, really, 
by saying, ‘““‘What can the countries do under the present cireum- 
stances?” 

So if you have one country which says, “‘I am just not going to do 
more than X amount; I do not feel like it,” then all the other 
countries are pulled down by X country’s lagging efforts. 

So your end result for your end strength may be the result of one 
laggard country holding all the others back because you are in a 
cooperative effort, rather than saying, “This is what we have to 
have to meet the threat, the danger that we are faced with.” 

What I am trying to get you to say is that this is going to meet 
the threat. 

Secretary Loverr. May I try to answer what is in your mind, 
Mr. Roosevelt, by differing with great respect from what vou have 
said as to the method of development of these things. 

Actually, there are two stages, two steps toward the ultimate. One 
is a powerful holding force to permit the deployment of additional 
troops. 

The other is the military estimate of what is required, shall we say, 
for ultimate victory. The operation is a little bit in reverse of the 
way you stated it. 

The ultimate deed is measured, then the holding element is meas- 
ured, and then that is expressed in accordance with the competency 
of the various countries to carry it. 

I think that the military judgment has been confirmed at Lisbon 
that the forces contemplated by the end of this vear will constitute a 
very powerful deterrent and holding force. 

Mr. Rooseve tr. Thank vou, Mr. Secretary. 

Chairman Ricnarps. Mr. Javits. 

Mr. Javirs. Mr. Secretary, if there is going to be a cut in this 
program, cutting the defense support, or cutting the military end 
items, in your Department, which will get nearer to the heart of the 
program? 

Secretary Loverr. That is a question which in another form was 
asked earlier, Mr. Javits. 1 will see if I can restate my own feeling 
about it. 

I do not think that you can really distinguish on the basis of impor- 
tance between these two categories, of true defense support and .the 
end items, because the purpose of the defense support by and large is 
to permit the construction of an end item at some lower cost outside 
of this country. 
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But what we are aiming at in both things is to support the Military 
Establishment, either with an end item or making available, we will 
say, special steel to permit Great Britain to complete its—— 

Mr. Javits. In terms of strategic priority, is the equipping of the 
NATO armies equivalent, in the thinking of the Joint Chiefs of Staff, 
to the equipping of our own armies? 

Secretary Loverr. The President, some months ago, issued instruc- 
tions which set out a priority system which, of course, gave Korea an 
overriding priority. 

There then followed after that the establishment of a doctrine that 
those troops who are first to face a potential assault should receive 
first allocations of equipment. 

Mr. Javits. In short, the answer to my question is in the affirmative, 
it would apply both to United States and NATO troops 

Secretary Loverr. Depending on their location. 

Mr. Javirs. There is considerable concern here about these two 
terms, ‘offshore procurement” and “defense support.” 

Mr. Secretary, is it a fact that the only difference between offshore 
procurement and defense support in effect is an effort to compensate 
countries, like Great Britain, which are already booked to the hilt 
in their own defense orders and where you could not therefore have 
offshore procurement, with an equivalent of defense support? 

Secretary Loverr. No, Mr. Javits. We had discussed that earlier. 

Mr. Javirs. | will not press it if you have answered it. 

Secretary Loverr. It is in the record but, very briefly, offshore 
procurement contemplates the purchase of an end-item product. 
Defense support contemplates the delivery of the raw material to 
permit the recipient country to fabricate an end item. That is purely 
in the military field. 

Mr. Javits. When you give defense support to a country in which 
you are also engaging in offshore procurement, it is to produce the 
very same items which you are engaged in procuring offshore? 

Secretary Loverr. If I understand your question, sir, no; because 
the two things—— 

Mr. Javirs. Let us see if they are contradictory. You say the 
difference is you buy an end item or vou furnish the raw material. 
Suppose you are buying ordnance from Britain. Are you giving them 
the steel under defense support or will you give them the ore and coal 
under defense support to create the steel to give you that ordnance 
in offshore procurement? In other words, are they going to be under 
both programs? 

Secretary Loverr. If | understand your question, Mr. Javits, in a 
given country we might be buying, we will say, ammunition, an end 
item which we are committed to deliver, and that ammunition would 
be under the title of offshore procurement. 

In that same country they may have a requirement in the NATO 
plan for, we will say, certain types of radar for which they require 
certain amounts of copper. 

It would be possible for the Director of Mutual Security to deliver 
copper to them, or perhaps a machine tool, if necessary, in order to 
permit them to make the radar which they have contributed to the 
common cause. 

Mr. Javits. So there is no difference in the economic effect in a 
particular country, the question is really among countries? 
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Secretary Loverr. In the economic effect, sir, there would be little 
or no ultimate difference on the balance sheet. That would be the 
concern, I think, of Mr. Harriman to discuss with you. But from the 
military point of view, in certain of these items ‘there is literally a 
difference only in price. 

In other words, if we deliver a tool or a basic material to a country 
whose labor standards, rates of pay, overhead, and everything else 
are lower than ours, then we can get perhaps twice as much of a given 
article, let us call it ammunition, as the expenditure of the same 
amount of dollars would get in this country. 

Mr. Javirs. We can take it that this is the considered presentation 
of the administration in determining what we are going to do about 
this whole bill, that the difference between offshore procurement and 
defense support is in terms of the end item country by country? 

If we are buying guns, ships, planes, and tanks, it is offshore procure- 
ment; if we are supplving copper, and so forth, to be used to make 
military items, it is defense support? 

Secretary Loverr. I cannot speak for the administration alone, 
Mr. Javits. You have had some of my colleagues here who have this 
as a more specialized field. I did speak from the point of view of the 
military. I said that the military difference was as outlined to you 
previously. 

Mr. Javirs. And as I stated just a moment ago, do I understand 
it that way? 

Secretary Lovert. I think so. 

Mr. Javirs. In relation to this background of unobligated author- 
izations, and as to the amount we are proposing to authorize in this 
bill, has the Defense Department related the figures you gave us in 
terms of obligating all of this money and the lead time, and so forth, 
to the capabilities of American industry to really turn it out in the 
face of the disappointments we have had? 

Secretary Loverr. Yes, sir. We feel now that with the experience 
behind us we are by and large on a sound schedule basis. 

You are aware there has been a stretch-out as a result of the limita- 
tion of the 1953 expenditure in the Department. 

Mr. Javirs. The stretch-out is reflected in your request to us. 

Secretary Loverr. Yes, sir. 

Mr. Javirs. You are now ready to say in a considered and advised 
way, “If you will give us the money, we will produce the goods within 
the time stipulated,” as a reason for asking Congress to give you the 
money? 

Secretary Loverr. Barring things like strikes, the break out of 
another war somewhere, work stoppages, or some bottleneck which 
will inevitably come up. 

I must make those reservations because those are unforeseen things. 

Mr. Javits. Does Mr. Wilson enter into this—— 

Secretary Loverr. These have been screened through the Office of 
Defense Mobilization as being feasible. 

Mr. Javits. I have two questions about particular areas. Have we 
articulated in any way, Mr. Secretary—if not, you can again tell me 
you cannot answer—our views on the effect of a Korean truce upon 
the strength of the Communist effort in Indochina? 

Secretary Loverr. There are very careful studies on that in the 
National Security Council, Mr. Javits, which are highly classified. 
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I am unable to deal with them in an open hearing. 

Mr. Javirs. Can you tell us that certainly that question is receiving 
thorough consideration on the highest levels? 

Secretary Loverr. It has been and is continuing. 

Mr. Javits. We will be advised in such fashion as is needed in 
order to take our action? 

Secretary Loverr. I think in executive session I can give you the 
high spots of it. 

Mr. Javits. Just one more question, Mr. Chairman. We learned 
from Secretary Acheson that the Middle East Command is not yet 
crystallized. Could you tell us what we are doing about the defense 
of that highly delicate area, while this Middle East Command question 
is waiting to be solved? 

Secretary Loverr. I would be glad to tell you about that in closed 
session. That would be full disclosure of war plans. 

Mr. Javirs. Thank you very much, Mr. Secretary. 

Chairman Ricuarps. Mr. Burleson. 

Mr. Burveson. I shall defer any questions I may have, Mr. 
Chairman. 

Chairman Ricuarps. Mr. Lanham. 

Mr. Lannam. One question, Mr. Secretary. You used the words, 
‘true defense support” a few moments ago. I wonder if you meant 
to imply by that there might be items in this budget that are not true 
defense support? 

Secretary Loverr. No, sir, I did not. I was trying to emphasize 
the fact that when we talk about the form of economic aid embraced 
in this, that involves the criterion of whether it produces at least the 
equivalent of security as an end item and preferably more as compared 
with some of the elements in the past legislation which did not relate 
the economic aid to the maintenance or increase of a given level of 
military strength. 

Mr. Lanuam. I think many members of the committee are con- 
cerned about whether all of this that is called defense support is 
truly defense support, or whether some of it is simply economic aid 
disguised as defense support aid. 

Secretary Loverr. Well, others can be more precise on that for 
you, Mr. Lanham. In the area that I am familiar with in this act, 
we have had a principle established over the last year which I felt 
was responsive to what I understood to be the intent of Congress 
under the act of 1951, where you take out of the military end item 
and transfer to the economic aid side. 

There should be something shown about how the transfer is made, 
that the purpose of the military aid appropriation was, in effect, 
being carried out either by obtaining the equivalent of military 
strength in the recipient country or, better still, exceeding it. 

I think I can give you a case. Take the case of country A which 
would be required to reduce the output of a given weapon. If the 
transfer of x amounts of dollars to that country would permit that 


tank line to continue, then the over-all strength of the NATO coun- 
tries would be correspondingly increased. It would at least be equal 
to our giving them the tanks, but since their costs are less than ours, 
you would get something more than that. 

It has been variously estimated at two and a half times. 

I just do not know, Mr. Lanham, how you arrive at a figure like 
that. But I know there is a substantial increase. 
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Mr. Lanuam. Is it your opinion that the amount asked for is 
needed as true defense support? 

Secretary Loverr. My feeling initially was that there should have 
been something more in that category. But in reading the bill there 
is a 5 percent transferability clause which gives some flexibility. 

We are in total, in military items, whether in the purely military 
side or the defense support side, getting less than the military chiefs 
of the NATO countries and our own Joint Chiefs of Staff think is 
desirable. 

But, after all, the survival of an economy as a whole must be one 
of the facts taken into account in arriving at these figures. 

Chairman Ricuarps. Mr. Secretary, the significance of the question 
asked by Mr. Lanham and some of the other members here on this 
defense support question is particularly important because, if this 
bill is reported out, we will have to carry it to the floor. 

It is as simple as this in the country and down on the floor of the 
House, that we have just about provided enough economic support 
for Europe. Even under the Marshall plan we said that the general 
proposal was to get out in 1952. 

If there is to be a cut in this program, it is going to be the inclination 
of Congress to whack at this so-called military defense support budget, 
because it constitutes economic aid. 

If there is a disposition to do that, and if that is done, will it be 
injurious to your planning? 

Secretary Loverr. Yes, Mr. Chairman. 

Chairman Ricuarps. The most significant cut w ould be on defense 
support rather than on the end items themselves? 

Secretary Loverr. Yes, sir, in my opinion it will be equally serious. 

Chairman Ricnarps. E ually serious? 

Secretary Loverr. Equally serious. In other words, if something 
has to come out of the bill, I think we must face up to the fact per- 
fectly frankly that we will get a correspondingly less amount of security, 
either in the form of end items or in the form of spare parts or in the 
form of operational combat equipment. 

That may be necessary. Maybe we have to do it. But I could 
not say in answer to what I believe is the purpose of your question, 
“Go ahead and take it out of the economic, it will not hurt so much as 
if vou took it out of the military.”’ 

Chairman Ricnarps. You would say, then, if Congress in its 
wisdom desires to cut this bill, it would be better for over-all sec urity 
and defense purposes of the U nited States that there be a proportionate 
cut instead of taking it all out of military aid or taking it all out of 
defense support, for Europe? 

Secretary Lovett. I would hate to have to answer that, Mr. Chair- 
man, that way, on that assumption. 

If the Congress decides that this burden is excessive, or, more par- 
ticularly, if they find a soft spot in it, then I do not think the propor- 
tionate cut is the way to approach it. 

If a soft spot turns up, I would hope that this committee, or the 
Appropriations Committee, would get on the phone and let us take 
it out, because we do not want to be in the position of —— 

Chairman Ricuarps. That is right, but suppose we do not find 
those soft spots? Let us take it for granted this is 100 percent right, 
that the committee studies it and cannot find any flaws in it, but at 
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the same time we have to take into consideration the financial condi- 
ion of the United States, our ability to pay and the solvency of this 
country. 

Secretary Loverr. That is a matter of personal opinion. IT under- 
stand my colleagues who appeared before me have felt that it was 
unwise, impossible to answer it. 

I must limit my consideration of this to the narrow field of the 
military aspects of it. I would say that if a cut had to be imposed, 
then it should be imposed on the total, except where you find the weak 
spots, and instruct the military department and the director of this 
program to try to apply that cut in the area which would do the least 
permanent damage. 

It will inevitably do damage. The question is where you get the 
least permanent damage. That is the best I could do. 

Chairman Ricuarps. Are there any other questions? Mr. Fulton. 

Mr. Furron. The recommendation last vear was made to Congress 
of a total foreign-aid program figure. After much argument, Congress 
decided to cut the total $1 billion. It was cut $700 million in this 
committee and $350 million more on the House floor. When that cut 
was made, we were told of grave things that would happen if the cut 
were made. To date, in the hearings, I have heard no one complain 
of the cut last year, or say there was any artery in the program of this 
current vear cut by that reduction of $1 billion. 

When these military programs are made up, they are made up on 
feasible alternatives, for example, there is a choice on what the 
program might have in and what might be out on various alternatives. 
One of those alternatives must have been that the Congress would 
take probably the same action this year as last vear, because | am 
sure the executive agencies would not come up without that previous 
experience in mind. 

Would it be possible for you to say at this time that you could make 
up as a feasible alternative, a well balanced program that would give 
reasonable security by cutting the present request by $1. billion. 
Is that possible? 

Secretary Loverr. I cannot answer that, Mr. Fulton, except by 
saving that this program started out at a far higher figure. 

If | understand your question, there might have been two ways of 
putting it up. 

The military aspect of this was $10.5 billion. The alternative 
would have been to come up to the Congress with a soft program and 
to have the cuts made by the Congress, thereby carrying with them the 
responsibility. 

The alternative was to try to do the job as accurately as possible 
and try to justify that with the alternative already taken. We did 
that. I can give you a case in point on the military department 
budget. 

The budget for 1953 came up, in rough estimates, showing an 
amount which the military desired for their own needs which totaled 
$71 billion. 

After the screening process in the Department, in my office, and 
with the three military departments, that was cut down to a budget 
figure of $55 billion, which I recommended to the Bureau of the 
Budget and the President. Thereafter, when the expenditure limita- 
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tion was applied on us, we had to go back and refigure. It came out 
to approximately $52 billion, which includes public works. 

We have, in the military budget, therefore, reduced, as compared 
to last year, which was $59-plus billion, to $52 billion, including 
military construction, or what is called public works. 

We wrung out water where we could find it. There was no alterna- 
tive. Anything else that comes out, sir, in our budget will require an 
absolute reduction in some element of the military strength. 

Mr. Jupp. Will the gentleman yield? Would you have been 
further along in this program if you had had the extra $1 billion? 
Would there be more end items in Europe? 

Mr. Fuuron. Thet was going to be my next question. Along that 
line, could I put my question? I was going to ask you what length of 
time, because we will want the essential materials anyhow, would a 
cut of $1 billion in this program make? What would be necessary 
lengthening of time, if we cut this current 1953 program by $1 billion 
dollars? 

Secretary Loverr. I really do not know how to answer that 
accurately. The stretch-out in the program, and keep that clear, there 
is no reduction in the military departments’ budgets, United States, 
of the total forces needed, because they are related to the threat and 
need. 

What has happened is that the state of the complete modernization 
and combat readiness has been thrown backward about a vear. 

Mr. Furtron. What does a billion dollars’ cut in this program do 
with relation to the time as to the completion of the program? Or 
how much of a stretch-out will there be? 

Secretary Loverr. It would extend the time, if you apply a mathe- 
matical ratio. 

Mr. Furron. It cannot be done on that basis, because otherwise 
we would be able to do that by the use of arithmetic. 

Secretary Loverr. I mean, if you try to translate $1 billion in time, 
Mr. Fulton, I do not know how you could do it except by taking $1 
billion worth of equipment which you might have got with it and 
strike it off. 

Mr. Furtron. That brings me to Doctor Judd’s question, because 
the two are interrelated. What equipment, then, did you not get 
from the last year’s program, because I have heard no one here today, 
or up until today, say that there was any complaint over the $1 
billion reduction from last vear? So, evidently, there was no major 
classification of equipment that was held back. These are the two 
questions which fit into each other. 

Secretary Loverr. There has been a complaint, but it has not been 
made to this committee yet, although the Joint Chiefs of Staff testify 
it probably will be. 

They have complained in formal writing to me that the reduction 
of the funds allotted to the military end items will result inevitably 
in the reduction of the amount of end items which are deliverable to the 
European members of the NATO organization within a compressed 
period of time. : 

Mr. Jupp. Let us get it straight. You are saying they have writ- 
ten to you there will be a reduction in end items delivered in 1953 if 
there is a cut in this bill? 
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Secretary Lovertr. No, sir. They have complained about the re- 
duction in the 1952 fiscal year. 

Mr. Jupp. I still 

Mr. Furron. Could we then have the policies of that letter for the 
committee? I would like to see what the effect of it has been. I am 
still wondering about the effect of the two amendments which I offered 
last year, and which were debated, to cut the last $500 million out of 
the last program. 

Chairman RicHarps. You are not proposing that he furnish a letter 
here from some member of the Joint Chiefs of Staff to the Secretary of 
Defense, are you? 

Mr. Futron. If it not a super secret document, but shows the effect 
on the past program of what the agency could not come up with in 
general classifications and relating to time. 

Mr. Roosrvettr. You would be just as satisfied not to let us have 
the actual letter, but to have a statement of fact from the Joint Chiefs 
of Staff as to the effect? 

Mr. Futron. I do not want the letter as such. The statement of 
policy is satisfactory and should be produced. 

Secretary Loverr. The memorandum necessarily covered the details 
which lie beyond the point vou raise. 

I think Mr. Roosevelt’s suggestion could be readily met. 

Mr. Futron. I said that I wanted it in general terms so we could 
judge the impact of the billion-dollar cut on the present program. 
I vield to Dr. Judd. 


(The information referred to is as follows:) 





Tue Secretary or DEFENSE, 
Washington, March 31, 1952. 
Hon. James P. RicHarps, 
Chairman, Committee on Foreign Affairs, 
House of Representatives. 

Dear Mr. Ricuarps: In the course of testimony by the Secretary of Defense 
before the Committee on Foreign Affairs, March 21, 1952, the question arose as 
to the effect of a reduction imposed by the Congress in authorizing and appro- 
priating funds for military assistance in fiscal year 1952. The Secretary agreed 
to inform the committee of the views of the Joint Chiefs of Staff in this respect. 

The Joint Chiefs of Staff have said that the military objectives of the fiscal year 
1952 military assistance program, which was developed to provide minimum 
military support to United States objective abroad, will fail to be achieved by a 
significant amount, principally in the forces of title I countries. This failure is 
due to the disparity between the funds recommended by the Joint Chiefs of Staff 
($8.2 billion) and the funds available for programing under Public Law 249 
($5.4 billion). 

Sincerely, 
Wiuiuiam C. Foster, Acting. 

Mr. Jupp. I would like an answer to my question, if | may. You 
have given general reasons for the delay in deliveries but not once 
have you mentioned shortage of money. You spoke of wars, con- 
tracting difficulties, and the requirements in law that had to be met, 
and all that sort of thing. 

Hiow many more end items, if any, would you have in Europe if 
that extra billion dollars had been given you? 

Mr. Roosrvett. He has answered that. 

Mr. Vorys. No; he has not. 

Mr. Roosevett. He is going to give that. 
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Mr. Vorys. A point of order. Could we have the witness answer 
now? 

Chairman Ricuarps. We always have a little speech making around 
— If the gentleman is finished, we will have the witness answer 
that. 

Secretary Loverr. There is a relatively simple answer to that, Dr. 
Judd. The thing that makes it confusing is the year that you pick. 
The items which are delivered in 1952 did not come out of the 1952 
appropriations which you refer to. They came out of orders which 
were placed in 1950 and 1951. So, obviously, there has been no major 
shortage of deliveries of items in the fiscal 1952, because it was the 
previous 2 years’ funds that were involved. 

Now, if your question says, What will be the effect of the $1 
billion cut in fiscal 1952? that effect could not at the earliest become 
— until 1953. 

Mr. Jupp. Then put it another way, how many more contracts 
would you have let for matériel to be delivered at some future date if 
you had had that extra billion dollars? 

Secretary Lovett. $1 billion. 

Mr. Jupp. But you already have all these billions of dollars for 
which you have not yet let the contracts. 

Secretary Loverr. But the contract obligation, Dr. Judd, which 
we have now, goes through on an orderly schedule which has to be 
worked out, of course, with the recipient countries and under the 
advice of SHAPE. 

There is $4,400,000,000 still to come. Out of that, $600-odd million 
has not: yet been released to the Department by MSA but is included 
in that figure. 

Those funds, for the most part, will be obligated by July 1 of this 
year. Items on which those obligations occur will not be received 
until two succeeding years. 

Mr. Jupp. If you had $5.4 billion instead of $4.4 billion, would it 
all be obligated by the end of June? 

Secretary Loverr. We are obligating at a higher rate this month 
than heretofore. It goes up on an ascending curve. 

Mr. Jupp. That goes back to some of the facts that you gave in the 
beginning which I did not fully understand. You said there would be 
unexpended balances at the end of fiscal 1953 of $5 billion. Is that out 
of the $11 billion you now have or out of the $11 billion plus the 
$5 billion that is in this bill? 

Secretary Loverr. That is out of the $16 billion. 

Mr. Jupp. There will be only $5 billion left unexpended at the end 
of 1953? 

Secretary Loverr. July 1953. 

Mr. Jupp. Then our staff work has to be brought up to date, be- 
cause it seems to be different from what you have said. 

Chairman Ricwarps. Mr. Roosevelt. 

Mr. Roosreve tr. Mr. Secretary, you said something which I think 
ought to be reemphasized in the record. If the Congress makes any 
cut in this authorization, we will get that much less security and the 
Congress must take the responsibility for that decrease in security. 
I want the record to show that because I want the people who vote for 
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the cut to take the responsibility for the decrease in the security that 
we are providing for ourselves and for the free world. 

I just wanted to make that statement for the record. 

Mr. Vorys. Are you making it or the Secretary? 

Chairman RicHarps. The reporter has taken your words down. 

Mr. Roosevetr. I will ask the Secretary if he will concur with 
that statement. 

Secretary Loverr. Mr. Roosevelt, I was not aware that I had been 
so maladroit as to suggest that-—— 

Mr. Roosrve vr. I withdraw the question. 

Chairman Ricnarps. I think the See retary did say that this is the 
figure you have arrived at, and if the Congress says in its wisdom to 
do something else about this bill, it may be good or bad, but Congress 
will take the responsibility for it? 

Mr. Rooseve.tr. And we will be getting less security, Mr. Chair- 
man. 

Chairman Ricwarps. That is the point. 

Mr. Futron. | object to the questioning of the Secretary, on the 
ground that it is asking him to give an opinion of Congress. I think 
that is unfair. 

Secretary Loverr. I would want to ask, Mr. Chairman, that I be 
relieved from the necessity of commenting on the Congress. Actually, 
what I was trying to point out was that there is a military responsi- 
bility for these estimates which we have accepted. The estimates are 
estimates. They are not the final magical word. We do not know 
that much. I do not think anybody does, to hit this thing right in 
the eye. 

On the other hand, I think ail of us have this, from my point of view, 
as a common responsibility. In other words, we state a military re- 
quirement, but then the Congress and the people as a whole have to 
weigh that degree of risk against financial solvency, economic distor- 
tion, labor problems, or whatever it may be. 

Mr. Futon. I think that is a fair statement. 

Secretary Loverr. We all have to look at this thing from the point 
of view of risk. 

What I am trying to say, Mr. Roosevelt, is that any funds which 
come out for whatever cause, good or bad, will, in my opinion, cause 
an increase in the risk. I think that is just something we ought to 
face up to. 

We have done some part of it. But I would not want, most em- 
phatically, to have anyone think that I was in any way suggesting an 
appropriate course of action for Congress or particularly trying to 
bring in some element of fright in this, because I do not think it exists. 
I think we are all in this thing together. 

Chairman Ricuarps. Mr. Secretary, I think we have battered 
you about enough now. It is one o’clock. We assure you of our 
appreciation of your coming up here. 

Mr. Jupp. Mr. Chairman, I want the record to show that I have 
six or eight more questions. I don’t want anyone to say later that we 
had opportunity to ask all the questions we wanted. 

Chairman Ricuarps. If you do not answer Dr. Judd’s questions, | 
will not hear the end of it. Doctor, go ahead. 

Mr. Jupp. In your testimony, in t dking about infrastructure in the 
forthcoming vear, you said: 
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Authorization and appropriations will be sought within the military construc- 
tion bill to encompass the United States share of the common facilities program 
and certain additional installations needed by the United States because our own 
forces are operating away from their sources of supply and production. 

I would like to know if vou have facts, or can supply them later, as 
to how much of the money for infrastructure purposes in the 1952 
appropriation is not in the MSA for 1953, but will be in the military 
construction bill. 

Secretary Loverr. There is no infrastructure in the 1953 bill. 

Mr. Jupp. Yes, all of it is in the military-—— 

Secretary Loverr. All of it in 1953 will be in the Defense Depart- 
ment’s budget. 

Mr. Jupp. That is the point. How much was there for infrastruc- 
ture in the 1952 MSA bill? Was it not something like $450 million? 

Secretary Loverr. It was $220 million. 

Mr. Jupp. So this present MSA bill in arriving at the total, has 
excluded one of the items for which we were authorizing in previous 
years? 

Secretary Loverr. In the order of $220 million. 

Mr. Jupp. It is shifted over to your defense budget? 

Secretary Loverr. That is right. 

Mr. Jupp. Do you have enough authority in your regular appropria- 
tion bills for the Department of Defense to transfer either funds or end 
items manufactured for the use of our own forces to the use of these 
other countries if in the judgment of yourselves, the President and the 
National Security Council, that would be the best way to use them? 

Secretary Loverr. Let me make sure I understand you. You 
mean, it would be in the military budgets of the three military depart- 
ments? 

Mr. Jupp. Yes. 

Secretary Loverr. Can we take funds that we secured from the 
Congress in justification for our own use and transfer them to some 
other country? 

Mr. Jupp. Funds or end items. 

Secretary Loverr. Funds or end items? 

Mr. Jupp. Yes. 

Secretary Loverr. No, sir. In general terms we do not have that 
authority. 1 think it would be unwise. We do, however, have au- 
thority to transfer end items from the stocks of the services which 
are derived from Department of Defense appropriations, but only on 
condition that the services are reimbursed from Mutual Security 
funds. 

Mr. Jupp. It is the Herter amendment? 

Secretary Loverr. I think there is $1 billion of flexible authority 
which was put ia the last bill. 

Mr. Jupp. I am aware of what was in the last bill. [am asking 
you if we should continue that kiad of authority in the new bill, in- 
crease It, or what. 

Secretary Loverr. I thiak any flexibility of that sort which re 
quires a clearance, of course, through the National Security Council 
of the President, or by notification of the Congress, is a good thing ta 
order to take care of some una iticipated emergency. 

But I do not think it should be standard practice. I think it should 
be the great exception, Dr. Judd. 

Mr. Jupp. You have no recommendation to make to the committee 
on that point? 
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Secretary Loverr. No, sir; only any flexibility that can be carried 
forward of that nature is desirable in our own budget. 

Mr. Jupp. The Herter amendment is in the present law, but it did 
not do any harm to you? 

Secretary Loverr. No, sir. 

Mr. Jupp. You were glad to have it? 

Secretary Loverr. Yes, sir. 

Mr. Jupp. Would it be better for you who are responsible for the 
defense of our country, our security, to have all the military expendi- 
tures in this bill without regard to title, so as to grant you greater 
flexibility in the world situation? 

Secretary Loverr. I think the lateral transfer flexibility there is 
adequate, Dr. Judd. Perhaps my feeling is unusual in this, but I 
do not like to see the Department of Defense, which is an enormously 
complicated affair at best, involved too much in adjustments made 
after they have obtained funds on assurances that they are going to 
do something. 

I would prefer within reasonable limits not to have that responsi- 
bility placed on the Department. It is tough enough as it is. 

Mr. Jupp. I want us to take it. I think that we should. The 
reason I bring that up is because of what has been discussed here 
many times, the situation in the Far East and the possibility of 
emergency needs there. 

Actually, is not the thinking and planning of the Department of 
Defense based on the assumption or expectation that there will be 
intervention by the Chinese Communists somewhere in southeast 
Asia? 

Secretary Loverr. Could I answer that off the record, because it 
opens up—— 

Mr. Jupp. On the record, I would like to express my opinion that 
it would be folly not to base our plans on such an assumption. The 
Chinese came into Korea when the Korean Communists could not 
make it on theirown. They have been working for 30 years to get in a 
position to take over southeast Asia. A man does not work to get to 
third base without trving to get to home base. Home base is south- 
east Asia where the resources of tin, rubber, oil, and rice surpluses are. 

The public ought to understand, and the Kremlin, that it is our assump- 
tion that the Chinese Communists will intervene to help Ho Chi Minh, 
if necessary. That, of course, puts us in the same sort of dilemma as 
in Korea. If we help the French defeat Ho, it may bring in the 
Chinese Communists. 

A lot of people have not made up their minds whether it is more 
dangerous to win or lose in Korea. Some in high places think it is 
more dangerous to win, as that might provoke the Kremlin and, 
therefore, it would be better to lose. That is the utterly immoral 
position in which we have gotten ourselves. 

Chairman Ricuarps. What is your question? 

Mr. Jupp. I want this statement on the record. The Secretary 
‘annot say it, but I can. I think it must be emphasized again and 
again that further outbreaks in Asia will threaten success in Europe 
and the way to deter outbreaks in Asia is to get aid and encouragement 
to the anti-Communist forces on the Chinese mainland. 

Chairman Ricuarps. You have been warning us down on the floor 
about that. You are on the record about that. I will give vou credit 
for that. 
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Mr. Secretary, whether you will say it or not, you have an engage- 
ment at 1 o’clock, is that not right? 

Secretary Loverr. Yes. I will say briefly it was not my intention 
that in my answer you should get the sense that I felt the Department 
of Defense ought to pass the responsibility to the Congress, Dr. Judd. 

This whole enterprise is a matter of common acceptance of under- 
stood or anticipated risks. We are not on opposite sides; we are on 
the same side in the thing. 

Mr. Jupp. We are not your enemies; we are part of your team 
against the enemy which is in the Kremlin. 

Secretary Loverr. That is what I wanted to get straight. 

Mr. Jupp. The other question I want to ask is, Is it fair to assume 
and have our people understand clearly, that the Kremlin is not 
likely to start an all-out war in Europe or Asia unless and until it is 
in a position to strike at our productive capacity here in the United 
States. That is, they can win the first battles in Europe and Asia, as 
Hitler won the first battles, and so did the Kaiser and Japan, but we 
won the last ones because of our superior productive capacity. 

Therefore, these realistic, hard-headed fellows in the Kremlin are 
not likely to start a war in Europe which would mean an all-out war 
with us until they have bombs and bombers that can strike at Pitts- 
burgh, Detroit, and Oak Ridge at the same time. The people should 
be prepared for that. 

Secretary Loverr. They should be prepared. 

Chairman Ricwarps. Mr. Fulton has another question. I have 
told you about the Secretary’s engagement. 

Mr. Fu_tron. Under the program, there was $38 million set aside 
for military assistance to the countries of South and Central America. 
There is no part of those funds committed or spent or obligated. 
Nothing has been done with it. Is there any reason why that pro- 
gram has not gone ahead? 

Secretary Loverr. We are in bilateral negotiation on those. 

Mr. Fuiron. The Western Hemisphere program is under way? 

Secretary Loverr. Yes. 

Mr. Furron. I understand the counterpart funds are to be under 
this program. In the program from 1948 to 1950, out of $7,500,- 
000,000 worth of counterpart funds there was only $485,000,000 
worth of it used for the extractive industry build-up. These funds 
went into agriculture, housing, transportation, debt reduction, and 
so forth. 

Is there any way we can have the expenditures of that counterpart 
fund used more for developing strategic materials and extractive 
industries in this program? 

Secretary Loverr. Ta: I think there are details on that. The 
details are such that I think the Mutual Security Director ought to 
give them to you. 

Mr. Furron. Can we ask that actual emphasis will be placed on 
that end of it in the coming program? 

Secretary Lovert. You could not ask a more interested fellow. 
Yes; very definitely. 

Chairman RicHarps. The committee stands in recess until 10:30 
Monday morning. 

(Whereupon, at 1:06 p. m., the committee recessed until 10:30 a. m. 
Monday, March 24, 1952.) 
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MONDAY, MARCH 24, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON ForeiGNn AFFatrs, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:50 a. m., Hon. James P. Richards (chairman) presiding. 

Chairman Ricnarps. The committee will come to order, please. 
We will proceed with the hearings on H. R. 7005. 

We are privileged to have with us this morning the Honorable 
William H. Draper, Jr., United States Special Representative in 
Europe for the Mutual Security Program. 

Mr. Draper, have you a statement you wish to read? 

Mr. Draper. I have. 

Chairman Ricuarps. We will proceed for awhile in open session 
and if it is necessary, we will go into executive session later on. 

If you are asked questions which you think for security reasons 
should be answered in executive session, do not hesitate to say so. 

Mr. Draper. Yes, sir. 

Chairman Ricuarps. Mr. Draper, will you proceed? 


STATEMENT OF HON. WILLIAM H. DRAPER, JR., UNITED STATES 
SPECIAL REPRESENTATIVE IN EUROPE 


Mr. Draper. It is an honor and privilege to be here this morning. 
I have not been on this job very long. I am looking forward to your 
comments and statements which you may have. I am sure they will 
be helpful tome. Il appeared before the Senate committee on Friday. 

I arrived in Paris the end of January of this year as United States 
Special Representative and have now spent 50 days in Europe during an 
important and critical period in the development of the North Atlantic 
Treaty Organization. In Mr. Harriman’s absence, I acted as Chair- 
man of the Executive Bureau of the Temporary Council Committee 
with Jean Monnet, of France, and Edwin Plowden, of Great Britian, 
to consider the comments of the 12 NATO countries on the proposed 
build-up of military forces for 1952, and to draft the resolutions for 
the Lisbon Conference. I also participated in the negotiations at 
Lisbon where, as earlier witnesses have told you, decisions of great 
importance were made. I have visited England, France, Italy, 
Belgium, and Western Germany and have conferred with all of the 
Prime Ministers in those countries and with many of the Finance and 
Defense Ministers, and with our own Ambassadors, MSA mission 
chiefs, and military representatives. My initiation in the present 
problems of Western Europe and of our role in the North Atlantic 
Treaty Organization has thus been brief but very intensive. 
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During this period I have been struck by the very different situation 
I now find in Europe, in contrast to what it was during the years just 
after the war, when I was in Germany with General Clay dealing with 
the critical food and other economic problems of that time. 

Later as Under Secretary of the Army, and responsible for our 
occupation policies in Germany and Japan, I followed the changing 
European picture, but for the past 3 years I have not been in Govern- 
ment service. 

What has most deeply impressed me during these past weeks has 
been the far greater strength and stability of the whole area. Current 
difficulties, otis serious, should not obscure this central fact. 

Let me take the military aspects first. At the time I left Germany 
in 1947 Western Europe had no real capacity to defend itself and 
counted only on our atomic bomb to prevent a possible invasion from 
the east. Where there was a vacuum then, there is now growing 
military strength. 

At SHAPE I have seen a well-organized and smoothly functioning 
military staff operation. Both General Eisenhower and General 
Gruenther told me enthusiastically about the improvement in the 
training, equipment, and general effectiveness of their forces. 

At Lisbon I saw the responsible ministers of the NATO governments 
face up to the tasks ahead. I saw them take firm commitments for 
a considerable build-up in combat-effective forces this year—com- 
mitments which might, and in the case of the French did, put their 
political careers in jeopardy. 1 saw these ministers approve the prin- 
ciple of Western German forces joining in the defense of EKurope— 
an action which 5 vears ago I would not have believed possible for 
many years to come. These were courageous and determined steps 
which reflect the growing confidence of Europeans generally in their 
ability to deter and if necessary to fight off aggression. 

Industrial and agricultural production have increased and are well 
above the prewar level, although living standards are only slightly 
improved, primarily because of increased populations, the need for 
capital rebuilding of war damage and greatly increased defense budgets. 

Greater political stability is also evident in most countries. The 
internal Communist threat has been reduced, and I was told by our 
labor advisers that even in France and Italy, where there is still an 
important Communist political and trade-union influence, member- 
ship in the Communist-dominated unions is much less than it was 4 
or 5 years ago. In the meantime, free democratic labor unions have 
been developing in both countries. I recognize that the problem is 
still a serious one and that much remains to be done. 

In 1947 most countries were desperately trying to set their internal 
affairs and their own trade in order without regard to the effect on 
others. But now there is real evidence of countries working closely 
together in both the economic and political sphere. Institutions for 
international cooperation have been established and already have 
accomplished much; the Organization for European Economic Co- 
operation, the European Payments Union, and the North Atlantic 
Treaty Organization itself. The Schuman plan and the European 
Defense Community should soon become operative and hold great 
hopes for the future. 

In short, Europe is moving forward. The trend is right. European 
effort and determination, coupled with our military and economic 
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support, is producing a European force to be reckoned with. I am 
convinced our policy has been a wise ove. It is paying off. 

Of course, growing rearmament has brought its own new problems 
to Europe—just as we have experienced them here. Many finance 
and economic ministers have expressed their deep concern to me over 
the inflationary pressures, the budgetary difficulties, and the trade 
dislocations that have developed since the outbreak of war in Korea. 

It is most necessary that these problems be dealt with decisively 
and boldly to assure that the planned military build-up proceeds on 
schedule. Let me illustrate. Recently in London I talked with top 
British ministers. They are determined that Great Britain shall play 
her full part in the common defense. The British Government has 
instituted stringent measures to curtail imports, reduce consumption, 
and cut back investment not directly related to defense. The new 
budget is a realistic and courageous step designed to enable the planned 
military effort to be carried out. All this means continued austerity 
for a country that has been tightening its belt for 10 vears. 

It takes time before these measures can be fully felt and before the 
rapid decline of sterling area reserves can be reversed. Chancelor 
Butler has just disclosed that $2 billion of reserves have been lost in 
less than a year. 

If the British are to succeed in their defense effort they will certainly 
need help from us to finance some of the necessary imports of raw ma- 
terials. Otherwise they may well be forced to cut back their defense 
effort, with disastrous consequences for the planned build-up of NATO 
forces, or alternatively, face actual bankruptcy. 

In France, a new Government is trying to cope with the problem 
of increasing its military effort in Europe while carrying the burden of 
a costly and bloody war in Indochina. It is not an easy task for a 
country whose economic and political situation since the last war has 
been difficult and precarious. At Lisbon, we spent many hours work- 
ing with French officials on problems connected with the proposed 
French commitments to NATO forces. Mr. Faure, the French 
Premier, showed great courage in making these commitments. He 
managed to get his defense budget of 1,400 billion francs overwhelm- 
ingly approved by the French Parliament. Then his Government fell, 
not, in my judgment, because France was unwilling to carry its part 
in the common defense but because the Parliament disagreed as to 
how the money was to be raised. | talked the week before with min- 
isters in the new Government and there is no doubt in my mind that 
they will do everything in their power to see that the commitments 
of the French Government are fulfilled. 

Symptoms of economic stress are evident in varying degree in other 
European countries. Heavy defense expenditures are being imposed 
on economies which have still not fully recovered a sound economic 
and trading position. 

I cite these difficulties to point out why it is essential in my judg- 
ment that there be assistance for the purpose of defense support to 
complement military end-item assistance in our Mutual Security 
Program. I say this as one who in 1950 felt that economic aid for 
Europe would soon become unnecessary. At that time I participated 
in the study of foreign economic policy made for the President by Mr. 
Gordon Gray. I recommended—the committee really recommend that 
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economic aid for Europe be practically dropped. However, while the 
study was still in progress, the fighting began in Korea. 

The economic consequences that followed, together with the general 
increase in world political tensions, have broken down the basic 
assumptions on which my optimistic conclusion at that time was 
based. I now believe military and defense support assistance are both 
indispensable if our objective of a militarily strong Europe is to be 
achieved. 

It may be that better governmental management could have avoided 
some of the economic difficulties, and our influence must continue to 
be exerted to produce the maximum of effective self-help. 

But we must also squarely face the fact that if the economic and 
financial structure of any major member of the North Atlantic 
Treaty Organization should collapse—or if its defense effort should be 
sharply curtailed—under economic pressures resulting from increased 
rearmament, we ourselves will face a situation in which our national 
security might seriously be jeopardized. 

In the vears immediately after the war I appeared before various 
congressional committees to support requests for appropriations for 
both Germany and Japan, mainly for food to prevent starvation. 
These appropriations were wisely voted and successfully prevented 
disastrous consequences to the people of these two conquered coun- 
tries. During the past few years both Germany and Japan have 
become largely self-supporting and both are now preparing to take 
their places along with us as part of the free world. From the stand- 
point of our own enlightened self-interest, | believe the funds appro- 
priated to ship food and cotton and other raw materials to Japan and 
Germany were among the best investments ever made by the American 
people. 

The need today is not for food to prevent starvation nor for goods 
to support the normal economic life of our allies. The need in Europe 
today is for military weapons and equipment and also for the addi- 
tional raw materials, steel, cotton, machinery, and so on and other 
imports required to build strong defenses against the Soviet threat to 
the security of the free world. 

I want to emphasize that the military goals agreed at Lisbon depend 
for their success on the military arms and equipment, the tanks and 
planes and guns, and on the economic defense, which only we can 
provide. Other witnesses will give the details and the justification 
but every one of our allies must rely on us for many of the modern 
and complicated weapons needed to make truly effective the forces 
they have committed to NATO. 

I did not accept my present post to administer an aid program but 
to help build military strength in Europe. Whatever it my be called, 
I do not regard the program we are recommending as “aid’’ in the 
usual narrow sense. It is to carry out a policy in our national interest 
to assure mutual and collective security. 

bet me now turn to organizational developments. The Congress 
last fall showed great interest in developing a better American and 
international organization to coordinate and accomplish the Mutual 
Security Program in Europe. 

I saw at Lisbon recently the best-coordinated action to resolve many 
difficult questions that I have ever seen in international negotiations. 
The week before the Conference opened, the unsolved problems were 
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legion. Only the good will and real desire to reach agreement which 
was shown by all countries, the effective staff work on both the military 
and civilian sides, and the cooperative efforts of foreign ministers, 
finance ministers, and defense ministers of all the NATO countries 
made the successful outcome possible. 

Among the important agreements reac ched at Lisbon were those 
dealing with the reorganization of the North Atlantic Treaty Organ- 
ization. It was agreed that the NATO Council and its international 
staff, parts of which are now located in both Paris and London, will 
be concentrated in Paris—as will also the regional offices of the 
American elements concerned with North Atlantic Treaty and Mutual 
Security matters. 

In the past, North Atlantic Treaty conferences have been held from 
time to time, at which the major decisions have been made. In the 
interim the Council deputies, with membership from each of the NATO 
countries, met to prepare the work for the conferences and to the 
degree possible to reach agreements on matters coming up between the 
conference meetings. Much of the NATO work was delegated to 
specialized international committees whose members had compara- 
tively little authority. Separate international staffs were maintained 
for the Council deputies, for defense production, and for finance and 
economics. ‘There was need to consolidate these staffs in one location 
under a strong, full-time executive who could deal directly with mem- 
ber governments. 

Of great importance in the reorganization of NATO is the creation 
of a Secretary-General as the chief executive officer of the Council. 
The Secretary-General will also serve as Vice Chairman of the Council 
and preside at Council meetings in the absence of the Chairman, who 
normally presides only at the ministerial conferences. The Chairman 
is appointed by rotation for a vear period. 

The Secretary-General will organize the work of the Council, and 
follow up national and international action on Council decisions. He 
will have the important right of direct access to governments—that 
was something that was debated at length; some of the governments 
had a question about it, but finally agreed—-as well as to NATO 
agencies and commands. He will head a strengthened and integrated 
international staff, which will provide coordinated staff action. The 
relationship between the military and civilian sides of the organiza- 
tion will be strengthened through closer liaison and working arrange- 
ments. Iam highly gratified that a man of the great experience and 
ability of Lord Ismay has been named to this important post. 

Under the new agreement the Council assumes responsibility for the 
tasks previously performed by the Council deputies, the Defense 
Production Board, and the Financial and Economic Board and 
becomes the forum for reaching intergovernmental agreements. 
While continuing to hold periodic ministerial conferences, it will 
function in permanent session and when Cabinet ministers are not 
present, will be attended by so-called permanent representatives of 
governments. It will be my honor so to represent the United States 
when the Secretaries of our interested executive departments do not 
attend. 

No more complicated military or civilian effort has ever been 
attempted than the development under NATO, in peacetime, of 
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forces for the collective defense of the 14 member countries. The 
reorganized NATO will be better fitted to help perform this task. 

The American organization in Europe is also being changed. I was 
asked by the President last December to take up my present post as 
United States Special Representative in Europe. It was agreed that 
in representing him I would act for Secretary of State Acheson in 
dealing multilaterally with NATO policy and the political aspects of 
the treaty; for Secretary of Defense Lovett in relation to North 
Atlantic Treaty and Mutual Security Program matters in Europe; 
and for the Director for Mutual Security, Mr. Harriman. 

I am to represent the United States Government as a whole in the 
continuing Council of NATO after the reorganization has become 
effective. This should be in the early part or middle of April. 

In accordance with the terms of reference, I am to provide, on a 
regional basis, coordination, continuous supervision, and general 
direction in Europe of the Mutual Security Program. This cen- 
tralization of functions is intended to provide an organizational basis 
for the better coordination and integration of our NATO and Mutual 
Security Program operations in Europe. And I believe it is largely 
as a result of the deliberations of this committee. 

{ am just in the process of organizing our European offices, and 
there are many details yet to be worked out. In brief, 1 intend to have 
under me three major elements, dealing with the political, the econom- 
ic, and the defense matters for which I am responsible. The heads of 
these elements will be responsible to me, and through me to the 
agencies in Washington. I intend to treat the entire staff as a 
coordinated and unified whole, and I am happy to report that so far I 
have received every possible cooperation from both military and 
civilian elements. 

In conclusion, I am convinced that if the collective effort of the 
North Atlantic community can prevent attack and buy time until 
Soviet leaders recognize the futility of continuing their present ag- 
gressive policy, the cost to us—great though it is—will return us value 
manyfold in saving our Nation’s blood and treasure. By doing our 
full share we will at the same time strengthen for the vears to come the 
ties of friendship and understanding with our NATO partners. 

Mr. Chairman, I have a chart here in greater detail, if this organiza- 
tion is of interest. We also have photostatic copies to distribute 
to the members if they would care to have them. 

Chairman Ricnarps. It would be fine, and we would like to have 
it also in the record. 

(The chart referred to is as follows:) 
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Chairman Ricuarps. Have you finished your statement? 

Mr. Draper. Yes, sir. 

Chairman Ricwarps. Thank you very much, Mr. Draper. I would 
like just a little more on your background and experience in govern- 
ment, particularly. When were you Under Secretary of the Army? 

Mr. Draper. When I came back from Germany about the middle 
of 1947, until about the middle of 1949. 

Chairman RicwHarps. Since that time you have been out of the 
Government? 

Mr. Draper. Yes, sir. 

Chairman Ricuarps. Before that time you were Under Secretary 
of the Army under whom? 

Mr. Draper. Secretary Royall. 

Chairman Ricuarps. Before that time you were with Mr. McCloy? 

Mr. Draper. No, sir. I was in the Army from early 1940 until 
the middle of 1947. I had a regiment in the Pacific, and I was called 
back to take charge of the contract termination for the War Depart- 
ment. Then in early 1945 I went to Germany with General Clay. 

Chairman Ricuarps. That was with General Clay? 

Mr. Draper. Yes; in charge of the economic part. 

Chairman Ricwarps. How long were you there? 

Mr. Draper. About 2% years. 

Chairman Ricuarps. We are going to proceed under the 5-minute 
rule at first. 

How about the situation in Germany? Would you care to say a 
word in my 5 minutes as to the situation in Germany when you were 
there under General Clay? You said something about that in 
your report. 

Mr. Draper. To me it was quite astounding to go back to Germany, 
to see the outward evidence, and then to hear from Mr. McCloy, 
and also from Chancelor Adenauer, the changes both in the political 
and economic field. However, I was there only 2 or 3 days. 

Of course, Germany in 1947 was very much of an occupied country. 
It has moved forward politically tremendously since that time. The 
physical evidences of recovery and improvement are to me almost 
unbelievable in that period of time. 

When I was in Germany 5 vears ago, the shops had nothing in 
them; most of the buildings were ruined. The threat of starvation, 
even in 1946 and 1947, was very real. In my recent visit I passed 
a butcher’s store full of meat in Bonn, which was something I had 
never seen in Germany since the war. 

In talking with our people there, and Chancellor Adenauer, I found 
there was a very real desire to get rapproachement with France and to 
become a part of Western Europe which to my way of thinking is 
one of the most important things that has happened in our generation. 

Chairman Ricuarps. Did you have occasion to discuss with the 
Germans in the Government and out of the Government problems 
concerning the country right now in regard to NATO? 

Mr. Draper. On this particular trip I talked only with Germans 
in the Government. 

Chairman Ricwarps. Do you see any big difference, any relative 
difference in the matter of the will to resist communism, a concerted 
effort there; is it in the atmosphere more than it was? 
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Mr. Draper. Very much so. When I was there during the 2 or 
3 years after the war, there was a feeling of desperate weakness and of 
defeat, psychological as well as physical. That has changed com- 
pletely. 

Chairman Ricuarps. Do you believe that the Germans, when the 
details are worked out, will wholeheartedly go into this NATO effort? 

Mr. Draper. I do. 

Chairman Ricuarps. Mr. Mansfield. 

Mr. Mansrie.p. General Draper, it is awfully good to have you 
back before this committee again. We have missed you in the past 
3 or 4 years. 

Mr. Draper. I have rather enjoyed the last few years. 

Mr. Mansrievp. Your advice and counsel are always good and we 
are always delighted to have you with us. 

In so far as the present situation is concerned, there has been a 
certain amount of talk in this country about an American Gibraltar, 
about furnishing sea and air support only to our European allies in 
the NATO organization, and for them to furnish the manpower. 

Is it, or is it not a true statement, that insofar as the manpower 
of the NATO countries is concerned, there is no lack of manpower at 
the present time, that all those countries are able, willing and eager 
to furnish the manpower if they can have the stuff to equip them with? 

Mr. Drarer. I have found that to be completely true. According 
to the military and defense ministers for most of those countries, 
there was not any question in any of their minds of not only their 
willingness but their eagerness to build up their own military forces 
if the heavy equipment could come to them. 

Mr. Mansrievp. | think that ought to be emphasized, General, 
because there has been a lot of talk about these European nations 
being unwilling to furnish the necessary manpower. 

I think for the record it should be emphasized that there is no lack 
of manpower, but lack of equipment. 

Mr. Draper. And no lack of willingness to use it. 

Mr. Mansrieip. Insofar as defense support is concerned, do you 
think that it is just as important as the military aspect of the program? 

Mr. Draper. In some ways it might even be more critically impor- 
tant. It is the kind of thing that can go in at a critical situation in 
some country that is overburdened and prevent a financial disintegra- 
tion which might collapse the whole effort. 

I believe defense support is equally important, and at times it may 
be the key as to whether they maintain this program or not. 

I believe that was the case just prior and during the Lisbon Con- 
ference, when we had conversations with the French on the provision 
of arrangements under which they would increase their own budget, 
and we would change the form of some of the help that had been agreed 
to so that we could go in with offshore procurement, or pay for some 
of the things that if they were in better financial shape would have 
been done by them and which they would have wanted to do. 

I think that is probably the thing that permitted them to take the 
commitment they made for the NATO force. 

Mr. MansrFie_p. General Draper, in your opinion, could the 
defense support be considered as an extension of Marshall aid? 

Mr. Draper. No, sir. There are various phases of it that could 
be compared to it, but the purpose of it is completely different. 
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If the increased defense effort of these countries was not taking 
place, there would be no need at all for it. The purpose of it is to 
give them really the sinews of defensive strength, the economic 
sinews of military strength, so that they can build up their own 
defense effort to a point far beyond what they could without help, or 
probably what we could do by an expenditure of a similar amount of 
money over here. 

Mr. Mansrievtp. That could be done far more cheaply by develop- 
ing the defense support program than shipping the stuff over ourselves? 
Mr. Draper. Yes. We have to send them the military items. 

Mr. Mansrietp. The things that they can make in their own 
factories can be made far cheaper there than what we can make them 
for in this country? 

Mr. Draper. Yes, in most cases. 

Mr. MAnsFre_p. Speaking of what the chairman spoke about, 
what is the position of Germany in the present Western European 
defense system today outside of her being a member of the European 
Defense Community? 

Mr. Draper. The European Defense Community is still subject to 
the ratification of the several parliaments. The Lisbon Conference 
approved in principle the European Defense Community having a 
relationship with the North Atlantic Treaty, under which the Euro- 
pean Defense Force would be a part of the NATO forces. 

Germany, as soon as that ratification takes place, will then have 
the right, and if they ratify, as I am sure they will, they will have the 
obligation to raise their own forces and to make them available as an 
integrated part of the European Defense Force and of NATO forces. 

Mr. Mansrietp. Now, General Draper, what is your opinion of 
the latest offer made by the Soviets to create a unified Germany? 

Mr. Draper. It is simply an attempt to stop what they could see 
was a very real integration of potential German forces with the other 
forces of Western Europe. 

Actually, Mr. McCloy told me and Chancelor Adenauer 2 or 3 
days before it came something like that was bound to happen. The 
Soviets have done that every time before when there was a move in 
the right direction. They have tried to block progress, and that is 
what they are now trying to do. 

Mr. MANsFIELD. They seem to have gone a little bit further this 
time. I recall making a report 2 or 3 years ago that if we did not 
recognize the importance of Germany, in time the Russians would 
come in and make a proposition for a unified Germany on their terms 
and would even go as far eventually, if they had to, to restore to 
yermany parts of the Sudetenland, which went to Czechoslovakia, 
and parts of the territory now incorporated in Poland which used to 
belong to the Germans. 

Chairman Ricuarps. Your time is up. Mr. Smith. 

Mr. Smiru. Was there an answer? 

Mr. MANSFIELD. I just made that statement. My time is up. 

Mr. Suitru. Mr. Draper, the statement was very optimistic, I think. 
I trust that the program will go the way that you anticipate it. 

Are you at liberty, and if you are not, say so, please, to discuss with 
us at this time the over-all picture as determined at the Lisbon Confer- 
ence on the military program for the next 3 years among the NATO 
countries, or would you prefer to do that in executive session? 
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Mr. Draper. I would prefer to do it in executive session. General 
Gruenther will also be in a position to tell you about that. 

Mr. Suiru. Is General Gruenther to appear before our committee, 
Mr. Chairman? 

Chairman Ricnarps. Yes; the first part of this week, on the very 
subject the gentleman is talking about. If we want Mr. Draper later, 
we can have him appear again. 

Mr. Smiru. The radio said General Gruenther was going back on 
Thursday. 

Chairman Ricuarps. He will not go back until he testifies. 

Mr. Smrru. I think we will all agree that production is up, as you 
have indicated in your report. 

I think last vear at this time we had figures to the effect that pro- 
duction was up 144 percent, and yet we have this rather deplorable 
situation where the standard of living is not being increased. 

A year has gone by and I am raising the same question I raised a 
year ago, why is not the standard of living going up in view of that 
production? 

Mr. Draper. It is slightly-——— 

Mr. Suirx. How much? 

Mr. Draper. I would say 3 or 4 percent only. As compared with 
prewar. 

Mr. Sarva. It was only 5 percent a year ago. 

Mr. Draper. I believe the reasons are these, and I myself am sur- 
prised that it is above the prewar yet, for the reason that there was a 
tremendous amount of destruction, more than in any previous war, 
which, in France and Germany, Italy, nearly all of the countries, 
required a great deal of capital rebuilding of both homes and industry. 

Mr. Smita. Was that true in France? France did not have much 
of the war. 

Mr. Draper. I saw a good deal of the destruction up through the 
northern part of France. But, of course, there was more in Italy, 
and much more in Germany. That took a good deal of this increased 
production. 

This increase in population has been going right ahead which, of 
course, means that unless the production rises faster, there is no 
increase in the per capita. 

Also, during the past few years some part of the increased produc- 
tion has been going into the military production and armament. It 
is a matter of slow recovery but, at least, as far as Germany is con- 
cerned, I would never have expected the standard of living, which is 
back pretty close to prewar, to have gotten there by this time. 

Mr. Smitru. Production has gone up considerably in Germany, has 
it not? 

Mr. Draper. Yes, about 16 percent a year on the average for the 
last 3 years, following the currency reform. It has been a very 
remarkable thing. 

I sat as one of the three to determine the initial financial contri- 
bution of Germany in the first year they would be part of this effort. 
Their Vice Chancellor, Finance Minister and Economic Minister pre- 
sented the case to us. They themselves predicted there would be an 
increase over the next 2 years in their production of at least 10 per- 
cent, that their coal production, they thought, would go up about 
9 percent this year. 
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You have a strong, growing, hard-working economy there, one 
that I am glad will be working with us over there. 

Mr. Smitru. Do you see any encouraging signs on this question of 
the standard of living, because I think we are coming out second best 
on the propaganda front in that regard? These fellows are promising 
bread and peace, and the slogan is now that the Imperialist West is 
promising guns and war. How can we meet that situation? Is 
there any practical way we can do it? 

Mr. Draper. The comparison of per capita standard that I am 
making and that you are making, I believe, is really against prewar. 
It has gone up considerably since 1945 and 1946. 

It is evident, if you have been over there, comparing the two pe- 
riods, that people are far better dressed in these countries than they 
were 4 or 5 years ago. There is not any food shortage in the sense 
that there was then. Housing in some of the countries is considerably 
improved. In all of them it is improved, in some more than others. 

It is simply by helping them—you cannot force them—that they 
can take greater steps to increase their general national production. 

There will be a big meeting of the Organization for European 
Economic Cooperation toward the end of this week, at which the 
top economic ministers from the various countries will be present, 
and one of the principal things that will be discussed will be just this 
issue you are speaking of. 

Some time ago the OEEC set up a special committee on coal pro- 
duction. They got the Ministers from Great Britain, France, and 
Western Germany, and Mr. Sticker, of the Netherlands, who is presi- 
dent of the OEEC to go to work on the problem. 

Coal is more basic, probably, the increase in coal, than any other 
thing. They are taking some rather unusual steps in setting goals for 
coal production and other production that are in the right direction. 
I hope they will work out well. 

Chairman Ricuarps. Mr. Carnahan. 

Mr. Carnanan. You say that the French Government fell not 
because France was unwilling to carry its part in the common defense 
but because the Parliament disagreed as to how the money was to be 
raised. 

Mr. Drarrer. What happened, sir, was that they voted a military 
budget, which was the one which we discussed with them, and then 
the Premier selected a method for increasing the revenue 15 percent 
in certain taxes. There was disagreement on that. 

I talked with Mr. Pinay, the new Premier, about 10 days ago. 
His plan, and I believe it is being put before the French Parliament 
this week or next week, is to go right ahead with that same military 
budget, the same military commitments, and to take various other 
steps to make sure the finances will meet that defense budget. 

He told me he is hopeful he can meet the situation, and if necessary, 
they will go ahead with higher taxes on these areas, if these are not 
successful. I believe they are going to work that out. 

Mr. Carnanan. You also stated that symptoms of economic stress 
are evident in varying degrees in other European countries than 
France. 

Heavy defense expenditures are being imposed on the economies 
which have not recovered sound economic and trading positions. 
Do you mean to imply that further economic aid should be extended? 
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Mr. Draper. Not in the sense of economic aid for the purpose of 
their own standard of living, or their own economy, but from the 
point of view of what we are calling now “defense support,’’ which is 
aid in the sense of materials, machinery, and things that will help 
them do their defense effort. 

Their defense budgets and their requirements on their economy 
are up. They must put materials into guns or defense manufacture, 
which means that they reduce their possibility for the export of 
things they otherwise could have exported. Also some of their defense 
production require additional imports of materials. 

Defense support is to help them in that direction, purely from the 
purpose of an improved defense for them and for ourselves, and not 
in the Marshall plan sense at all. 

Mr. Carnauan. Do you feel, in general, the economies of the 
European countries are stable enough to support a sizable military 
effort? 

Mr. Drapmr. Yes, sir. It is a problem we are going to have to 
continue to watch closely, but I do feel they are stable. 

Mr. CarnaHan. That is all, Mr. Chairman, at this time. 

Chairman Ricuarps. Mr. Merrow. 

Mr. Merrow. General Draper, in reference to the question that 
was brought up by Mr. Carnahan, you stated that France is willing 
to go along with decisions made by NATO, but apparently cannot 
agree on how the money is to be raised. 

Suppose France does not agree upon how the money is to be pro- 
vided, how can the decisions that they made by NATO be carried out? 

Mr. Draper. They will have to. Actually, sir, the expenditures 
are, I believe, going along at about the full needed rate right now, 
very close to it. The problem was financing the full year’s program. 
The military budget has been on a month-to-month basis until the 
new government put it on an annual basis. 

Mr. Merrow. In this program, we propose to expend a large 
amount of money in France, or give considerable aid. Why would 
it not be a good idea to condition our aid upon the progress they make 
toward setting their financial house in order, or their fiscal affairs in 
order? 

Mr. Draper. In a general way, the programs go along together. 
Their program, military and financial, and our military assistance go 
along together. 

I think when we are dealing with a sovereign nation, to put on 
specific inflexible conditions perhaps would not be the best way to 
accomplish what we are aiming at. We have seen evidence of their 
defense people and their governmental people wanting to move ahead 
in this program. 

I believe, and hope, they will get the parliamentary support they 
require. 

Mr. Merrow. In reference to the European army, would you want 
to comment on when you think the European army may come into 
being? 

Mr. Draper. It is a matter of judgment, sir, and opinion, because 
it depends on the ratification of this European defense arrangement by 
six parliaments, Italy, France, West Germany, Belgium, Luxemburg 
and the Netherlands. 
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But I would anticipate personally it would be within the next few 
months that the German forces would be free to begin. 

Mr. Merrow. Has progress been as rapid as it should have been 
toward the bringing into being of the European army? 

Mr. Draper. | have only been familiar with it for the last 60 days, 
except as I have read the newspapers. The day that I arrived in 
Paris, the problem of the Saar question was brought up by French 
action, the Germans reacted by saying unless they had full NATO 
membership there was some question whether they would go ahead 
with the program as it came up. And for 2 or 3 weeks it looked like 
there would be no progress. It was interesting to me that in spite of 
those things, which caused newspaper comment in both countries, 
both countries went ahead prior to the Lisbon Conference and ap- 
proved the principle of the European Defense Command, anyway. 

What I believe is that the people in both those countries, the major- 
ity of them, at least, have made up their minds that the time has come 
for those two countries to work together in the interests of both. 

Mr. Merrow. I ask the same question with reference to this 
question as I did with reference to France. We are making a con- 
siderable investment in Western Europe. We believe there should be 
greater unity. We feel that the European army should come into 
existence as soon as possible. 

Why would it not be a good idea to condition the extent of American 
aid upon the progress made toward achieving military unity? 

Mr. Draper. Sir, would that not in a sense be putting conditions 
on our aid which countries might consider an impairment of their 
own sovereignty or, at least, that they are almost being told that they 
must take certain political actions which are within their own sover- 
eignty? It would be my judgment that through persuasion, through 
assistance, and by advising them, it has certainly been made clear to 
them through all of our representatives, what our objects, our national 
desires, and our objectives are. The progress that has been made in 
the last 3 or 4 years in this direction is rather remarkable, when you 
look at the history of hundreds of years of antipathy and war there. 

Chairman Ricuarps. Your time has expired, Mr. Merrow. Mr. 
Hays. 

Mr. Hays. In pursuing this question that Mr. Smith raised, Mr. 
Draper, to what extent do you feel that foreign tax policies are 
responsible for the lag in the standard of living? 

Mr. Draper. I have no doubt that there is some effect in certain 
of the countries. A much larger share of the taxes are indirect taxes 
rather than direct. 

I suppose to that extent it means many of the production and sales 
taxes and various excise taxes bear more heavily on the general pop- 
ulation than an income tax which is graduated would do. I have 
not made any special study of that particular question. 

I was surprised to find in France, for example, where there has 
always been some question, at least, statements are made that the 
taxes are not always collected, that the taxes, total local, govern- 
mental, and national Government taxes, were about 30 percent, 
maybe a little bit more than 30 percent, of the total national output, 
which compares, I believe, favorably with the share of the total 
national output that we pay in the taxes. 
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In Germany and Great Britain the percentages are comparable. 
So that it does indicate that at least they are not failing to tax their 
people. The way they are doing it may have some effect, as you point 
out. I would not be certain. 

Mr. Hays. I think it is well to bring out the fact that although it 
may be very acceptable from our standpoint in measuring burdens, 
the very fact you mention, Mr. Dfaper, accentuates the point that 
has disturbed many of us, which is that you have disparity in tax 
schedules so that within certain countries some escape their share of 
taxes and others carry more than they should. 

I agree generally with what you and others have said regarding the 
policy of avoiding an invasion of sovereignty. That is important. 
But I am just inviting some comment on that question as to how soon 
we will have to resolve it on some other basis, if we do not make head- 
way, because we are aggravating the problem, even on the propaganda 
side. 

You find some saying, for example, that America is responsible for 
their difficulties, and we are confronted with that. 

While you haye a very irregular situation in that in some nations, 
like Germany, we can raise our voice, in others as in France it is more 
difficult. 

Mr. Draper. I see what you are driving at. I will try to have some 
studies made of that. 

Mr. Hays. It would be helpful, if you can. It was the one thing 
I came out of Germany with a strong feeling about. While I do not 
see the answer, I do see the need of finding an answer, because people 
who are definitely on our side in the major conflict are saying, “Can 
you not see that you are imposing on millions of our people?” 

Chairman Ricuarps. Is that all? 

Mr. Hays. I apologize for having made a statement instead 
asking a question. 

Mr. Draper. I am glad to have your point of view. 

Mr. Hays. I am posing the question, Mr. Draper. I had not 
intended to take the stump here. I should reserve speeches for my 
district. 

Chairman Ricuarps. Mr. Fulton, do you have any questions? 

Mr. Futton. On that chart you have shown us for your organiza- 
tion for the Mutual Security Program in the European NATO coun- 
tries, I see that you play about the part of the spider in a wide sur- 
rounding web. 

Mr. Draper. It was simply made that way because I happened to 
be the witness. 

Mr. Fuiron. The problem that concerns me is that if you are 
checking with all those people and agencies around your position on 
the chart, how do you get out of that circle that binds you in. For 
example, you say that the Secretary-General can go directly to any 
government. The way you have set that up there on the chart, you 
cannot get out to anything in NATO without going through some- 
body. Tt seems you cannot get out of that circle the way you mare 
bound yourself. “In relationship to the organization of NATO, you 
contact must be through somebody. 

Chairman Ricuarps. That is a rectangle. 

Mr. Futron. That is a centipede, to me. 
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Mr. Draper. I will be a member of the North Atlantic Treaty 
Council itself. So I will be dealing with the Secretary-General and 
with the other members personally. 

Mr. Futton. Then you have that terrific centipede in the other 
side of the NATO organization. ‘That is all branched out until you 
get all the way down to where Eisenhower is. How do you get from 
your position to where Eisenhower is? 

Mr. Draper. I get in my car and in about 20 minutes I am down 
to see him. 

‘Mr. Fuiton. You have direct access? 

Mr. Draper. Yes, sir. 

Mr. Futton. Do the various other members of the Council have 
direct access to Eisenhower? 

Mr. Drarer. I am sure they do. The governmental repre- 
sentatives are calling on him rather continually. 

Mr. Futon. My. complaint right straight through has been the 
intricacy of the organization that has been set up for NATO, and 
now you have that chart added on. I think it is getting so involved 
that when you add on a Military Assistance Advisory Group, the 
JAMAG, Joint Military, and the American Military Group—— 

Mr. Draper. What we have here really— 

Mr. Futton. Plus the Military Security Diflndides, plus the embassy 
personnel, plus the regular personnel, you have levels on levels of 
organization so that you cannot tell where one military duty ends and 
another begins. 

Mr. Draper. I do not pretend to have this all in mind yet. But 
this represents a particular country team with the Ambassador as 
head of the team, with the Military Advisory Group doing its part 
of the work, the MSA mission on the economic side, and with, of 
course, the regular embassy staff which you would have had before 
these efforts began. 

I visited Rome, Lisbon, of course, Brussels, Belgium, Western 
Germany, which was a little different because they do not have the 
Military Advisory Group yet, Paris, and London. 

In each country I took with me someone from the military side, 
from the Joint Military Advisory Group, somebody from the produc- 
tion organization, the American side, somebody from MSA and some- 
body from the United States element of SHAPE. 

You asked how we contacted and kept in touch. Some colonel 
went with me each time from SHAPE, and somebody from the MSA 
regional office in Paris. We sat down in each of these countries with 
the Ambassador and the representatives of each of these organizations, 
with the regional representatives of each of the same relative organiza- 
tions, and in addition SHAPE, and discussed the problems that they 
had in that particular country with someone there who could deal 
with the immediate problem, and then go back and deal with it, if 
we could not settle it there. 

Mr. Fuuiron. My point is that it is getting overlaid with a whole 
bureaucracy, that the policies and areas of circumference of the 
various agencies are overlapping. 

As I have said before, I think there has to be a further reduction 
in the lines of responsibility and a more definite outline of responsi- 
bilities set up in the organization. 
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May I say something further? This is from my district’s point of 
view. When you are speaking of Lord Ismay here, we people in 
Western Pennsylvania fought the British over just such things, 
because we refused to be under lords and royalty. 

What is the gentleman’s name? He is not Lord Ismay over any 
of ovr people in western Pennsylvania. He is in the position of North 
Atl: ntic Secretary General but he is not Lord Ismay to us. This 
would have a public opposition in many parts of the country. 

Me. Drarer. Yes. 

Chairman Ricuarps. The gentleman’s time has expired. Do you 
have any question in regard to your bill, Mr. Burleson? 

Mr. Burreson. No. 

Chairman Ricnarps. Mr. Jackson. 

Mr. Jackson. | was very much interested in your presentation, 
Mr. Ambassador. I should like to refer back to the matter vou dis- 
cussed with Mr. Mansfield. I believe your words were to the effect 
that there was no “lack of manpower and no unwillingness to use it.”’ 

Mr. Draper. That is my clear impression. 

Mr. Jackson. Would you relate that to the future possibility or 
likelihood of the NATO countries taking over the responsibility for 
the ground defense of Western Europe? 

Mr. Draper. In my judgment, the problem there relates to build- 
ing their ground forces, both with the present 1952 goal or with any 
later ones. Jt relates not so much to the available manpower as to 
their capability to raise increased forces. Your question assumes they 
are raising considerably increased forces in order to accomplish what 
you have in mind, as it does the equipment, maintenance, pay, food, 
and all the other things that go into the defense costs—the budgetary 
cost of that increased force. 

I do not think, from what I have seen or the discussions I have heard 
over there so far, that the limitation on increasing the forces beyond 
what they were last year, or what they are programed for this vear, is 
a matter of manpower in any real sense of the word at all. I think it 
has been budgetary limitations, and a matter of how much expense 
their particular. economy and their particular governmental budget 
can stand, as well as the raw materials which come from their national 
resources and their national product. 

To answer your question a little more directly, I do not know when 
the time can come that the European forces can make it possible or 
safe for us to release our forces over there. 1 think it will depend more 
on the question of their financial and economic strength and capability 
and production than on the question of manpower itself. 

Mr. Jackson. Of course, Mr. Ambassador, if we take this statement 
literally, ‘“‘no lack of manpower but only a question of training and 
equipment,”’ would not that lead to a future when we might expect 
that the European nations themselves would take over the matter of 
active ground defense of Western Europe? 

I separate “‘ground defense’’ from air and sea contributions by the 
United States which I assume would be a continuing obligation on our 
part. But I think the people of this country want to know how long 
it is contemplated that X number of American divisions are going to 
be required in the European army? 

96908—52——16 
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I take as a basis for that question this statement: 


There is no lack of manpower and no unwillingness to use it; the problem is one 
of training and equipment. 

Mr. Draper. Well, I really have not been over there long enough 
or gone into this question you raised far enough to have a real judg- 
ment. What I said was, what Lintended to say was, and what I think 
I said was, that the size of the forces that have been programed or 
planned have not been limited so far as the conversations I have had, 
or the information I have had available, by the question of manpower 
as such, but rather by the question of equipment and budgetary con- 
sideration. 

Mr. Jackson. With reference to the Lisbon conversations, were all 
of the conversations, so far as this country and its representatives 
were concerned, multilateral? 

Mr. Drapver. There were conversations between individuals, but 
the Council meetings were all multilateral. 

Mr. Jackson. No discussions were had on a unilateral basis which 
have not been made available to the Congress? 

Mr. Drarer. No. There were discussions that I mentioned with 
the French as to the question of their taking the commitments. 

Mr. Jackson. But that information has been made available to 
Congress? 

Mr. Draper. It has been public, for instance. 

Mr. Jackson. There was no unilateral discussion with the British 
on the Spanish question? 

Mr. Draper. I have heard of none. 

Chairman Ricewarps. Your time has expired. Mr. Roosevelt. 

Mr. Roosrevett. Mr. Chairman, I would like to tell the general 
that the Long Island commuters’ loss is the Nation’s gain. I will 
reserve my questions for the executive session, Mr. Chairman. 

Chairman Ricnarps. Mr. Reece. 

Mr. Reece. The request for our mutual defense appropriation 
last year was cut drastically. To what extent has that affected the 
operations in the NATO countries? 

Mr. Draper. That appropriation was made last fall, and by the 
time I got over there at the end of January, I presume the programs 
for the period had been worked out. I would not actually be able to 
comment. 

Mr. Reece. Are there any unallocated and unexpended balances? 

Mr. Draper. You are talking now about the economic-aid funds 
of last year? 

Mr. Reece. Both, but in particular the economic aid. What I 
am really driving at, Mr. Draper, is, Did the very substantial cut 
which was made by the Congress impair the operation in Europe? 

Mr. Draper. So far as the reduction was reflected in the military 
expenditures, end items, what it has done is simply postpone a certain 
part of those military items thus far, so there will be equipment that 
could have been ordered which will have to come out of the next 
appropriation. 

Mr. Jackson. Would the gentleman yield? 

Mr. Reece. Yes. 

Chairman Ricuarps. Does the gentleman yield? 

Mr. Reece. Yes. 
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Mr. Jackson. Is it not true that out of the appropriations made Jast 
year there are still unexpended balances? 

Mr. Reece. And unobligated? I understood there were about 
$9 billion unobligated February 1, 1952. 

Mr. Drapver. In the course of the operation there might be, but 
not unprogramed, as I understand it. 

The actual contracting in every case will not have been made, but 
the program and the part of the program that that took care of has 
been clearly set forth. 

Mr. Jackson. The programing has been running ahead, but it has 
not been found possible to get deliveries, but it has been necessary to 
program ahead and commit ahead, which would certainly seem to 
indicate-——— 

Mr. Roosgvetr. Will the gentleman vield for one question? 

Chairman Ricuarps. Does the gentleman yield part of his 5 
minutes? 

Mr. Jackson. Yes. 

Mr. Roosrvettr. Mr. Lovett covered this in great detail. He gave 
us the figures on the allocation and the actual contracting that has 
been done by the end of June 30 of this fiscal year, and that all of 
what we appropriated last year would be in the works. It is down in 
black and white. 

Mr. Reece. In looking over the memorandum I find at my desk, it 
is estimated that the level of taxation in France is 30.7 percent of the 
gross national product compared to 25.8 in this country. 

I assume this 25.8 does not take into account the budgets of the 
State and the various levels of government, which amount to between 
$18 billion and $20 billion, and amount to about one-fourth of our 
tax which goes to the support of the Government in this country. 

My personal view is that our Federal taxes amount to more than 
25.8, but when they are combined in the taxes which go to the support 
of the Government in this country, it runs to about one-third of our 
national income. 

Is that in conformity with your views? 

Mr. Draper. I have not had anything to do with making these 
figures up, but my general understanding is that the figures you 
quote cover taxes at all levels of government. 

Mr. Reece. You are an economist as well as an expert in these 
other fields? 

Mr. Draper. I do not know about that, Mr. Reece. 

Mr. Reece. What percentage of our national income or gross 
national product do you think can be devoted to Government without 
impairing our economy? In my opinion, when we pass 25 percent 
we are on dangerous ground. 

Mr. Draper. I have no specific percentage in mind, but I do not 
think we can go too far above what we are doing without 

Mr. Reece. This is a statement I have made before, and which 
weighs heavily with me: Somebody has to take the responsibility for 
deciding how far we can go with taxes without exhausting our 
economy. 

The people in the spending arm of the Government, such as in the 
Mutual Security Agency, are concerned chiefly with how much money 
is needed rather than where the money comes from or if there is any 
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more there. The responsibility, if we go beyond our limits and 
impose a burden that will exhaust our economy, lies with the Congress 
downstairs here. 

Chairman Ricuarps. Can you answer that question very shortly? 
Mr. Reece’s time has expired. 

Mr. Draper. That, of course, is true, and the responsibility is in 
the hands of you gentlemen and the rest of the Congress. 

Mr. Reece. That is one of the controlling considerations when we 
consider the amount of some of these items. 

Chariman Ricuarps. Mr. Ribicoff. 

Mr. Ristcorr. I have no questions. 

Chairman RicHarps. hab, acon, 

Mr. Lanuam. No questions. 

Chairman Ricuarps. The Committee will go into executive session. 

(Whereupon, at 11:45 a. m., the committee went into executive 
session to hear further testimony of William H. Draper, Jr., United 
States special representative in Europe.) 
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TUESDAY, MARCH 25, 1952 


Howse or REPRESENTATIVES, 
ComMITTEE ON ForreIGN AFFAIRS, 
Washington, D.C. 

The committee met in the House Foreign Affairs Committee Room, 
Capitol, at 10:47 a. m., the Honorable James P. Richards (chairman) 
presiding. 

Chairman Ricuarps. The committee will come to order, please. 

We will continue hearings on H. R. 7005, the so-called Mutual 
Security bill of 1952-53. . 

We are privileged to have with us this morning a great American 
and a great military man, Gen. Alfred M. Gruenther, Chief of Staff, 
SHAPE. 

The general has a statement he will make, and, if it is agreeable to 
the committee, we will not interrupt him until he finishes that state- 
ment; then we will continue with a question period in the open session 
this morning, to be followed by an executive session. In the closed 
session the general will answer any questions he feels should not be 
answered in open session. General Gruenther. 


STATEMENT OF GEN. ALFRED M. GRUENTHER, USA, CHIEF 
OF STAFF, SHAPE 


General Gruentuer. I should like, if I might, sir, to use these 
charts. I suggest that you shift around so that you can see better 
here, sir. 

It is my plan this morning to go over the progress of SHAPE, the 
organization, some of its problems, and then to show how this Mutual 
Security Program that you are considering ties into the SHAPE plan 
that General Eisenhower has worked out. 

First of all, I should like to call your attention to this chart of the 
North Atlantic Treaty Organization. I show it only to let you see 
where General Eisenhower’s command is in relation to the other 
NATO organizations; and also, to bring to your attention that at 
Lisbon the North Atlantic Council effected a reorganization in the 
top NATO structure. 

Previously there had been a series of committees in the top NATO 
structure; now there is an international staff, which will be headed by 
a British general, General Ismay, who will be Secretary-General. 
He will have on the civilian side much the same position General 
Eisenhower has on the military side. 

That organization will be located in Paris and will be organized into 
appropriate staff sections dealing with economics, finances, and similar 
matters. 
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You know that right now and up until April 4 instead of having 
the organization I have first described, there is a series of commit- 
tees in each of which there must be 12 representatives, one representa- 
tive from each country. Under the new organization, there will be a 
staff set up, and there will be no country representation. The North 
Atlantic Council will get the best men to deal with the subject and 
make recommendations to them. 

Our particular set-up, General Eisenhower’s command, known as 
SHAPE (Supreme Headquarters, Allied Powers, Europe), is organ- 
ized in three sectors, the northern sector under Admiral Brind, with 
headquarters at Oslo, the central sector, with headquarters at Fon- 
tainebleau, with General Juin the land commander, General Nor- 
stad the air commander, and Admiral Jaujard the naval commander, 
and the southern sector, which includes the Italy, Greece, Turkey 
area, under the command of Admiral Carney, with headquarters 
at Naples. 

The Mediterranean area is still an area that is under discussion, 
and no final command structure has yet been established. 

SHAPE itself now is a headquarters of 314 officers from 10 nations. 
There are yet no Turkish or Greek staff officers, simply because we 
have not had time to get them in. 

Of those 314 staff officers, 148 of them are Americans, 69 are 
British, 48 are French, 19 are Italians, 10 are Netherlanders, 8 
Belgian, 5 Canadian, 3 Norwegian, 3 Danish, and 1 Luxemburger. 

The Luxemburger happens to be a captain, a Captain Dauffenbach. 
Just 3 days before I came, there was a recommendation from an 
American staff division chief, General Leavey, in response to a nomi- 
nation for an officer to attend exercise Long Horn, which is now in 
progress down in Camp Hood, Tex. 

His recommendation was Captain Dauffenbach, the junior member 
of the staf, and also the one from the smallest country. I mention 
this only to il! strate the philosophy which General Eisenhower has 
created satisfactorily in SHAPE, that it is a headquarters where the 
problems are considered on their merits and without regard to any 
country, prestige, or tradition. 

Officers who come as members of the staff are told that the prob- 
lems themselves are so difficult—many even defying solution—that if 
national points of view intrude there will never be any chance of 
making any progress on an international basis. 

I think SHAPE has had tremendous success in keeping to the in- 
ternational view. We have no worry now about dealing with a 
problem that might involve vital interests, for example, of the 
British and the Italians to a group of officers that might have British 
and Italian officers working on it. The number of times that we run 
into the problem of having the SHAPE international staff put 
national interests paramount are practically nonexistent. 

General Eisenhower considers that the mission of the headquarters 
is basically twofold; first, to create forces, to create a position of 
strength, which w ill very ‘definitely deter an aggressor from attack- 
ing, in other w ords, to preserve the peace. Toda y the Soviets have 
ac ‘tually tried to create a monopoly on the use of that word “peace.”’ 
We think that peace is our No. 1 objective, and we think we are really 
taking steps to achieve it. 
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The second mission is to insure that, if aggression should take place 
we shall have plans and procedures developed that will enable us to 
fight under the most advantageous circumstances. 

That means then that we have a considerable amount to do with 
war plans. To implement those war plans forces will be required. 
That creates the basis for the mobilization plans of the NATO coun- 
tries, and, indirectly, comes back to the problem this committee is 
considering, namely, the equipment which will be needed to supply 
those forces. 

Our method of attacking this problem is to consider the enemy 
threat and find out what the threat is; and then, having evaluated the 
threat, to make an estimate of what the forces are which would be 
required to meet that threat. 

On the threat itself: The Soviets now have in being armed forces of 
approximately 4 million men. That number has not changed sig- 
nificantly in the last few years. It has remained about static. There 
are roughly 175 divisions, of which about 65 are armored and mech- 
anized, and the rest are infantry divisions. Nor has that number 
changed significantly in the last few years. It, too, has remained 
practically static. 

What the Soviets have been doing, though, is to modernize those 
divisions and make them more effective. Thus, they have been con- 
centrating in the last 2 years on bringing their infantry divisions up 
to their full equipment and training. They have also increased the 
amount of trucks to provide greater mobility. 

They have been remolding cavalry divisions, for example, into 
armored divisions. They have been perfecting these armored and 
mechanized divisions so that they have now the finest, the most 
effective army in the world today. 

I do not say that division for division every division is better, but 
I say the 175-division force of the Soviets is a very potent force, if the 
12 men in the Kremlin should ever decide to use it. 

The Soviets have some 20,000 operational aircraft in the Soviet 
Air Force. In particular they have been and are now making good 
progress in the field of jet planes. The MIG—15 and its exploits are 
well known to all of you, so I shall not take your time to go into all the 
details, other than to state it is an extremely fine airplane. 

There are some who think it is the finest jet in the world today. 
Whether that is true or not is academic. In any case, the MIG—15 
is a very good plane. It has given a good account of itself in battle. 
The Soviets are making a good many of them. 

Of the 20,000 operational aircraft, | should say that in the neighbor- 
hood of 4,000 are jet planes. The rest are conventional-type planes. 
The long-range plane, which is called the Tupolev—that is the Soviet 
name for it—is about the same as our B-29. In fact, it is a copy of our 
B-29 that the Soviets captured toward the end of the war. They 
captured four B-29’s that had to make forced landings, and they 
have never returned them. 

The Tupolev is the mainstay of their strategic bombing force. As 
you know, the B-29 in the American force is obsolescent. They are 
still being used in Korea, but, generally speaking, they are phasing out. 

What we say about the Soviet air force is that it is an effective air 
force largely because of its numbers. It has quality, but its pilots are 
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probably not as well trained as ours. But anything that they lack in 
quality they make up in quantity, and if a conflict should take place, 
the Soviet air force would be a very, very potent force against us. 

On the naval side, most of the Soviet effort has been going into sub- 
marines and mines, a field in which they are becoming more and more 
accomplished. There are now approximately 300 submarines in the 
Soviet Navy. 

You can get an idea of the importance of this figure when you realize 
that when the Germans started the last war they had something less 
than 60 submarines. You will recall the great amount of trouble that 
those 60 submarines gave. It would be an error, however, to feel that 
because the Soviets have five times that number that they have five 
times an effective force. They are not that good as mariners, or as 
submariners, yet. They know they are not that good. They are 
working very hard to improve their techniques. 

Of course, they are trying to develop the snorkel-type submarine, 
the kind built by the Germans before the end of the war. The 
snorkel is an extremely difficult submarine to detect, because of the 
very small amount which is exposed. The snorkel is exposed and 
used only when the submarine charges its batteries and makes long 
ocean transits. In addition, the Soviet submarines can be expected 
to attain high submerged speeds. 

The scientists of the world, and particularly those of the United 
States and the United Kingdom and the navies of both countries, are 
working very hard to solve the submarine problem, but it is unsolved 
yet. Progress is being made, but if war came, the Soviet submarine 
would be a very potent threat. 

What we try to do at SHAPE is to figure out what would happen 
if this force that I have been describing now should suddenly receive 
orders to move. We try to look at that situation as if we were the 
Soviets, to see what we would be able to do with their force. 

We call that an estimate of Soviet capabilities. I do want to make 
the point, which I am sure most of you have heard before, but I 
repeat it, that we are talking about capabilities; that is, what they 
could do if they made the decision. 

We do not say they are going to make that decision. In fact, I 
do not think they are going to make that decision now, and if we take 
the proper action I am sure they will never make the decision. 

We cannot go on the question of Soviet intentions. A military 
planner has to work out what the threat is, what the problem is, and 
having decided what the problem is he then makes an estimate of 
what the cure is going to be, what he will need to meet it. 

This chart represents the type of chart that the planner works 
out when he has a threat in this area, a threat developing in the cen- 
tral area, the North German Plain, and a threat developing ia this 
area, and in here. 

This kind of threat could be reinforced by air, and there would be a 
very great capability on the part of the Soviets if they made that 
decision against the meager forces which we have in Western Europe, 
and on the rest of the periphery now. 

The ability of the Soviet forces to make penetrations here——— 

Mr. Futron. Mr. Chairman, do we want pictures of that map taken 
for publication? 
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Chairman RicHarps. We are in open session, and it is up to the 
General. 

General GruentuHeER. It is whatever the chairman wants. 

Chairman Ricwarps. | do not see any objection to it at all. 

Mr. Jupp. You are not telling the Russians anything they do not 
know. 

Mr. Fuvron. I think it has possibilities of being quite a propaganda 
picture. 

Chairman Ricnarps. Well, the General understands that. 

Mr. Jupp. It does not reveal our plans; it reveals what we think 
their plans might be. 

Mr. Vorys. Their capabilities. 

Mr. Jupp. I think it is of more value to us than to them. 

Mr. Fuiron. | would like the general to know there is a Pravda 
reporter sitting here, too. 

General GRUENTHER. On this question, of course, you recognize, 
and I hope I have made it clear, that the chart represents a technique 
that the planner uses in trying to estimate the type of threat that 
could exist. 

This is not to say that the Soviets do not have absolutely peaceful 
intentions with this force. That is for other people to make an 
estimate on. 

The Soviet force does have the capabilities of offensive action of a 
very definite and very threatening nature. 

The job that we have at SHAPE is to evaluate the threat if it 
should occur, and, having evaluated it, to make recommendations 
as to what action should be taken to meet it, and to have a purely 
defensive organization ready to meet this threat. 

That threat and the capability of forces to attack now, and to attack 
successfully, is much less than it was a year ago owing to the fact that 
there has been an increase in the build-up of western forces. 

If the plans of the NATO countries go through during the next 
year, the Soviet possibility of having a chance of success a year from 
now will have diminished still further. 

There is one thing that I want to make absolutely clear. That is, 
in developing our action against the Soviet threat we are working 
entirely on a defensive concept. If any blow occurs, whether it comes 
in the form of these arrows or some other arrows, it [pointing to 
chart] is going to be a blow launched by an aggressor. 

There is no thought, there is no plan, there is no concept of any 
kind that any of the SHAPE forces or any of forces of the NATO 
nations would ever be used to launch the first blow or to launch an 
aggressive attack. 

That being the case, we have worked out two kinds of plans. We 
have an emergency plan, which is a plan fully coordinated with the 
forces that we have right now, and all the commanders, Admiral 
Brind up here, General Juin, General Norstad, Admiral Jaujard, 
Admiral Carney down here. 

They have plans now fully developed and fully operational to meet 
this Soviet threat if it should occur tomorrow morning. 

That does not mean that they would be successful in meeting the 
threat, that they would be able to stop it tomorrow morning. But 
they know exactly what they are going to do. Their line of action is 
fully determined. They will make the best effort they can at the time. 
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I might say that effort is significant now and very considerably an 
increase over what it would have been a year ago. 

We have a second type of plan which we call a long-range plan, 
that is, what these forces should be built up to in order to meet the 
threat successfully. 

That second plan is one that is used for the long-range estimates. 
It is the one on which this Mutual Security Program is based. In 
working on this long-range plan we arrived at certain forces which are 
going to be needed, air forces, land forces, and naval forces. 

The question.then came, ‘Can the countries afford these forces?” 
That matter was presented to the North Atlantic Council, and the 
North Atlantic Council decided they should have a special committee 
to study the question. That committee, headed by Mr. Harriman 
worked for a period of about 10 weeks, and came up with a series of 
recommendations. 

One recommendation was: “‘All right. We will see what the 
economy can stand in terms of meeting these force goals, these force 
requirements.” 

They came up with certain recommendations on what those require- 
ments should be, what those force goals should be. 

At Lisbon last month, the NATO countries approved the 1952 
version of those forces. Those 1952 forces turned out to be, in the 
division field, some 50 divisions and some 4,000 aircraft. The 50 
divisions were divided with 25 of them on D-day and the other 25 
available at various times between D-day and D-plus-30. The 
4,000 aircraft are to be operational by the end of 1952. 

There is also a 1953 increment. That has not yet been approved 
by the governments, but it is the one we would use for our planning 
figure, and it is the one which is the basis for the Mutual Security 
Program because, of course, the money that is being considered in this 
bill would not be available for 1952 forces. 

Then there is a 1954 increment. Those represent the goals which 
the various countries use in order to work out what their military 
establishments should be, what their budget figure should be, what 
the production should be, in other words, what their various programs 
should be. 

To cover some general phases here as to what the problems affecting 
SHAPE are, I have here a chart which outlines what we think in our 
headquarters are the main problems that are facing us at this time. 

First is the development of air power. We consider that air 
power is a dominant factor in war, and that, in any deterrent action, 
it will be extremely effective in discouraging an attack by an aggressor. 
There are many problems in reaching that air power. 

The countries have now agreed that there will be 4,000 operational 
aircraft by the end of this year. They do not have that number 
now. So, the achievement of the goal means an increase in their 
training establishments, an increase in their budget; even if the planes 
happen to be available it takes a long time to train a pilot. 

The development of air power, generally, is a long-range matter, 
requiring a considerable time. In developing it you have the pilot 
problem; you have the aircraft problem itself. You have the radar 
problem, because without adequate radar and electronic devices the 
plan cannot operate effectively. Above all, you have the airfield 
problem. The airfields and various types of installations which sup- 
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port an organization in the field have become known by this new 
French word “infrastructure.”’ 

At the Lisbon conference of NATO, the problem came up as to how 
the costs for infrastructure were going to be divided. It was a long 
session. So the word “infrastructure” has become very well known 
to all of these ministers now. Iam sure if you saw Mr. Lovett, who sat 
in these sessions for a long time, and shouted at him ‘‘infrastructure,”’ 
he would jump 20 feet, because he had much to do with infrastructure. 
It is a horrible sounding word, I am sure, to him, and one with very 
serious connotations as far as taking up people’s time is concerned. 

It means this: We have the problem of building airfields in Europe 
so that these 4,000 planes for the 1952 program can be used. Airfields 
have the habit of having long runways. Jet planes take long runways. 
In addition, they usually require the very finest property in the area. 
It has to be good, level property and, in most cases, that is land that has 
been in a family hundreds of years and it is usually good agricultural 
land. 

Building airfields, therefore, involves a problem in getting the 
land and the cost is extensive. Nevertheless, we must solve the 
problem if we are going to be able to use this air power. 

The second problem is the creation of planned reserves, which calls 
for a word of explanation. It is General Eisenhower's concept that in 
attempting to meet this Soviet threat, if it should develop, we cannot 
count on having large standing armies. The very cost of large stand- 
ing armies will destroy the very things that we are trying to preserve. 
Therefore, we must have our main dependence on reserves. 

So the theory, and the premise on which we are working, is that we 
will have relatively small active forces to create a covering force to hold 
and stem this attack long enough to mobilize our reserves. 

This concept does not differ from what countries have always had. 
The only real difference is where in previous generations they were 
matched on the other side by a force of reserve divisions, they are now 
matched on the other side by an active force, a force of 175 divisions, 
of professional people who are on active duty all the time. 

That means our reserves have to be much more effective than 
reserves ordinarily are. They are going to have to train much more 
in their organizations each vear. 

Increased reserve training is going to have an impact on the economy. 
It is going to have an impact on the social structure in a country, and 
it is going to have effects all across the border. 

At Lisbon, what the countries agreed to was to have available by 
the end of this year 25 divisions, 25 active divisions, 25 so-called 
D-day divisions that could be operational on a moment’s notice; the 
others would be reserve divisions. Some of these would be ready in 
24 hours; some would be ready in 72 hours; some would be ready in 10 
days; and some of them would be ready in 30 days. 

Our job, and our big job, is to be absolutely certain that these 
reserve divisions are going to be effective, because it will do no good 
to have a reserve division which when it is called to active service, is 
not trained, equipped, and ready to fight. The training of the reserve 
forces is going to take time. 

So, the 1952 part of that program, namely the 50 divisions, 25 ready 
on D-day, 25 ready at various periods after D-day, represents a real 
problem. The nations undertook that commitment knowing that it 
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represents a real problem. It is not going to be a problem that will 
solve itself. It is going to involve a great load on the countries with 
this problem, particularly countries like France, which has heavy 
obligations in other areas. 

It is a problem that is going to cause our headquarters a great deal 
of trouble in following it up to see that it is being solved. 

We have one man in the headquarters, Field Marshal Montgomery, 
an officer of distinguished attainments, who has had great experience 
in the field of training troops and who spends most of his time visiting 
countries and seeing how their reserves are coming along. 

I do leave with you the idea, I hope, that the problem is a big one. 

The third one, namely, Indochina, might not at first seem to be 
one of our problems, but it actually is because of the terrific effect 
that Indochina is having on France. The French troops that are in 
Indochina are a drain on the forming of new divisions in France. 

In Indochina now, there are roughly, 140,000 French troops and 
some 50,000 Viet Namese troops. Of that 140,000, there are approxi- 
mately 40,000 officers and noncommissioned officers, those who would 
be used for training new divisions. That drain on the part of France 
in Indochina is a very severe draw-back, a heavy burden on France 
in organizing troops in France, 

The troops in Indochina are excellent. From the standpoint of our 
narrow interest, it would be verv much to our advantage to have them 
back in our European area now. Many Frenchmen feel the same 
way. But I think the era of considering that a colonial war has 
passed. I am convinced it is not a colonial war. I am convinced the 
French beleve it is not a colonial war and that they are fighting in 
Indochina as part of the global contest against Communist domination. 

The outlook for solving that problem is not good. I think it is 
going to be a conflict that will be with us for some time, and will, 
therefore, be a heavy load for France to carry. Just so you will know 
a few of the heirt-rending difficulties in connection with it, here are 
some figures. There have been some 30,000 deaths, 30,000 men 
killed in action in Indochina. 

Mr. Jupp. French? 

General Gruentuer. French troops, officers and enlisted men 
killed in Indochina. That has a very terrific impact on France. 

The French troops and the Viet Namese troops who are now being 
trained have hich morale in spite of the frustrating character of that 
kind of contest. American observers who have been out there, as 
well as those of other nations, have been very high in their praise of 
the way in which the French troops are fighting. 

I think it represents a good case history, a very good case illustration 
to be considered in answering this question, ‘‘Will the French fight?” 
because they have fought very gallantly there. 

When Marshal de Lattre went out there, he did a great deal to 
raise the morale and increase the fighting qualities and also to bring 
the full weight of the Viet Namese troops to bear by training them 
well. 

Marshal de Lattre was a profound student of Napoleon. As you 
recall, Napoleon had various ways of raising the morale of his troops— 
the Marshal’s baton, the little trick of always pulling a soldier’s ear 
are known to most of us. When de Lattre went out to Indochina, he 
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had the job of raising morale, since the French had just had a rather 
vigorous defeat. 

He did a great many things. He used some of these Napoleonic 
habits very successfully. One day he was inspecting a group of 
French soldiers. There was a little pink-cheeked corporal, who 
attracted de Lattre’s notice. 

So he said, “Good morning, Corporal. Where have you and I 
served before?” And with that he tweaked his ear. Quick as a flash 
the corporal came back at him and said, “It was at Waterloo, sire, 
[ think.” 

There is no record as to whether that soldier is included in the 
30,000 or not, which I mentioned, but I am sure, though, that the 
General thought that it was a very neat reply. 

Marshal de Lattre did a marvelous job there. His successor is 
carrying on very well, but the problem is tough and the solution is not 
yet in sight. 

My own view is that it is going to be won by the force with the 
stoutest heart, and that it will be a struggle that will be with us for 
some time. 

The next heading, “German participation,” | think suggests itself 
as a very important one, because in trying to reach a position of 
strength and equilibrium against the Soviet threat, to be able to utilize 
forces which are placed where the German forces are, has obvious 
military advantages. 

The political side of it, the question of Germany’s not allowing itself 
to exist ina vacuum, and matters of that sort, are more familiar to you 
than they are tome. So I will not dwell on that side. 

You will recall, also, that in an effort to solve the problem of German 
contribution to western defense, the French came forward with the 
suggestion of a European Defense Force, in order to provide for Ger- 
man participation and reduce European sensitivities. 

The arrangements for the European Defense Force are progressing 
steadily. The European Defense Force will consist, if the treaty is 
finally approved, of troops of six countries, France, the Netherlands, 
Belgium, Luxemburg, Italy, and Germany. 

Those forces will be so organized into an international organization 
that no one country in the group will be able to exercise a dominant 
influence or conduct military actions which would be a menace to any 
one of the partners. 

That is brought about this way: The troops in this European 
Defense Force will be small dtvisions known by the French word 
“sroupements” of 12,000 to 13,000 men. Then those groupements, 
which are national units, will be French, Belgian, German, Italian, 
and so forth, who will be grouped, three or four of them, whatever 
number it is, into a corps, a European defense corps. 

That corps will be staffed by an international staff. The com- 
mander may come from any one of the six countries. Thus, you 
might have a European Defense Force corps consisting of a Belgian 
groupement, a Dutch groupement and a German groupement, com- 
manded by a Frenchman, or any one of several combinations you 
wanted to bring about. 

The forces thus organized and thus trained would be allotted to 
General Eisenhower’s command in just the same way that those now 
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are allotted from country A, B, C, or D. General Eisenhower would 
have operational control over them. In the event of an emergency, 
in the event that aggression should take place, those forces would be 
available just the same as any other forces in NATO. 

There are some difficulties to be worked out. You see, SHAPE 
does not really have the administrative handling of troops as such. 
We do not have anything to do with the pay of troops or the promotion 
of troops. There has to be an organization created to handle those 
administrative arrangements, the supply arrangements, and training 
arrangements, because the NATO countries turn over to us the 
troops that are reasonably well trained. We do not go through the 
recruiting process. We have much too small a staff, and that is a 
national responsibility. That is the subject of a treaty. 

The European included in Defense Force is a broader conception, 
known as the European Defense Community, which will have larger 
objectives tending toward political and economic unity among its 
six participating countries. 

The plan for the European Defense Community was submitted at 
Lisbon and was approved by the NATO countries. The representa- 
tives of the six participating powers are now meeting in Paris, working 
on a draft treaty, which should be ready within the next few weeks. 
The procedure would then be that the treaty would be signed, and hav- 
ing been signed, it would then be ratified by the parliaments of the six 
countries. As soon as it is ratified, German troops would begin to be 
organized into this structure, and within a reasonable period of time 
thereafter you would begin having German units in these groupements. 

The concept has been gaining interest and acceptance the last 2 
months. The political and the emotional aspects create many prob- 
lems, not to mention the financial difficulties. But the leadership 
and the cooperation of the representatives who have been working on 
the plan have been gratifying to us. 

We have had an observer at most of the meetings and have given 
some technical advice on some problems. We think the problem in 
this aspect has been going ahead very satisfactorily. 

The last problem that we mention here is at the heart of nearly all 
of our difficulties. It is the one that General Eisenhower keeps 
before his staff all the time, so that the staff in preparing requirements 
to meet a possible threat, will keep the viability of the economy in 
mind all the time. 

It is his belief, as it is of everyone at SHAPE, that if we create a 
military force and destroy the economy of the NATO nations, then 
our work has been in vain. Certainly the United States is in a very 
special position with respect to this belief. 

While we do not have the solution of the problem, we are aware that 
most of the strains on the economy stem from requirements which 
we develop, estimates which we set forth to meet the military situation. 

Therefore, it is and has been, a special point in General Eisenhower's 
philosophy that his staff recognize, even if they do not have the power 
to solve, the importance of this special problem. 

So much for the problems. The question comes up, ‘How well 
are we doing?’”’ We think we are doing very well. We think we have 
made very great progress during the last year. During that time the 
conscription periods in the countries have been increased, in fact, 
they have been increased in all the countries. 
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The budgets for defense forces have been increased, and in many 
cases increased to the point of straining. In that connection, the 
Lisbon program, although adopted by all the countries, cannot be 
implemented without a considerable degree of economic and financial 
strain. 

That is one reason why we very definitely support the principle of 
the defense-support provisions of this bill. 

We are not in a position to examine or comment in detail on the 
money value, but, we support the principle of it unhesitatingly, because 
if the economies cannot be sound, then all attempts to create forces 
are going to be of a self-destroying nature. 

As to other accomplishments we have had, I think we have developed 
a degree of mutual confidence among the nations. It is General 
Kisenhower’s philosophy that this confidence is really at the heart of 
the success of this whole enterprise. 

The only element in which the Soviet machine exceeds us is in the 
element of unity. The Soviets get that unity through a totalitarian 
method which is extremely distasteful to us. We have to achieve it 
through a spirit of cooperation. 

The status of sovereignty of the various nations is an inherently 
difficult issue. But we have had tremendous success in that field. 

The purely military side is no longer a problem. We have no diffi- 
culties as to whether, for example, a Belgian division is going to be 
under a corps commander of another nation, Holland. In working 
out procedures so that these troops of various nations know what to 
do, we have no difficulty worthy of mention. 

1 think probably the outstanding accomplishment is that throughout 
all of the NATO nations the idea of collective security has been 
adopted, and adopted without reservation. The idea that a country 
can stand alone is no longer a problem; it is no longer an argument 
that has to be overcome. There are differences, obviously, as to how 
much of the economic fortune should go into armament and over how 
long a period it should be spaced. But as tor the idea itself, we think 
that progress has been very remarkable. 

The question comes up as to whether the countries are doing all! 
that they should do. We are not in a position to estimate that. But 
we do say that from the standpoint of meeting their commitments in 
organizing these forces they are doing all that they should within, of 
course, certain limitations as to manpower and finances. 

Toward meeting. the commitments they have taken in these various 
NATO meetings, and specifically in the Lisbon one, thev are doing 
very well and performing verv satisfactorily. 

As to whether or not the European countries of NATO will fight 
a problem which bothers many people—there is no question in our 
minds. We have had some very skeptical staff officers at our own 
staff who have come in with serious reservations, and as they have 
gone about and inspected the troops, there is no longer any question 
in their minds of the willingness to fight. 

I do not want to be accused of having rose-colored glasses on here 
in estimating the prospects of success in this field. By way of expla- 
nation, I say to you that actually I deal with frustrations every day. 
The only problems that come to my desk are problems that were not 
solvable at any other level, and usually I cannot solve them. Often 
they have to be passed to General Eisenhower or remain unsolved, 
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because some of them are unsolvable. It is not as if we were not 
running into frustrations; we are all the time. 

As we indulge ourselves in the luxury of looking from where we have 
come, we find we have come a long way. Personally, I have been 
connected in one way or another with the NATO concept ever since 
its inception. If we had said in any exuberant mood at that time 
there was any chance of getting the degree of progress and unity 
we have now, we would have been accused of having been of unsound 
mind. 

As of a year ago it would have been extremely optimistic to say 
we would have progressed as far as we have now. There are difficult 
problems ahead. We have outlined the general nature of those 
problems. 

Yet we who are associated with the project at SHAPE, who live 
with it every day, think it is a new and important idea, which has 
never had a chance of success before. We think this one is going to 
succeed. 

This great international effort presents a very great problem of 
leadership. It presents a great challenge to the United States, because 
the United States is a dominant influence in the organization for peace. 

We start with a premise that the countries must in a basic way 
defend themselves. But there are certain limitations. It is the assist- 
ance they get from the United States which is really going to overcome 
those defects. I recognize the problem as a very serious one for you 
because you have very definitely the obligation of preserving a sound 
economy on the part of the United States. 

We are the first to claim that the economic well-being of the United 
States is the major asset of our command. If it is destroyed, we have 
lost everything. So we are presenting the program as we see it in 
order to meet this Soviet threat, in order to achieve a serenity of mind 
which we believe is absolutely essential for a preservation of our way 
of life, and we think that that serenity of mind, that this equilibrium 
should be reached at the very earliest moment. 

As to its ultimate success, though, there is no question in our minds. 
We are very definitely convinced it will sueceed. Thank you very 
much. 

Chairman Ricuarps. Thank you, General Gruenther. That was a 
very fine statement. We have learned to expect fine testimony from 
you. 

This committee had the pleasure of conferring with you and Gen- 
eral Eisenhower last year in Paris, and then you came over here and 
testified. You gave us the information we asked for, and a lot of 
additional information. 

Ladies and gentlemen, we will proceed new under the 5-minute rule. 

I would like to add that General Gruenther can be here today and 
tomorrow. Some of the members cannot be here tomorrow. It did 
not make a difference to a few, and it did not to General Gruenther. 
We will proceed then this morning and meet again tomorrow morning. 

Mrs. Botton. Can we meet at 10 o'clock? 

Chairman Ricuarps. If you members will be here. We will meet 
at 10 o’clock in the morning, and, if necessary, tomorrow afternoon, 
also. 

Mr. Burveson. Would the chairman consider the matter of having 
all questions in executive session starting now? 
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Chairman Ricuarps. I did not understand that. 

Mr. Burteson. Would the chairman entertain the idea of having 
all questioning of General Gruenther beginning now in executive 
st ssion? 

Chairman Ricuarps. I will do that. General Gruenther savs if 
it is the wish of the committee that he proceed under the 5-minute 
rule in.open session, and then after that go into executive session, it is 
agreeable to him. 

Mr. Futron. We are trying to convince the public, as well as this 
committee, about this program. We are trying to get General 
Gruenther’s method of reasoning and to meet some of the questions 
that come from some of these districts. I would like to see questions 
discussed in public session first, and then tomorrow in executive 
session. 

Mr. Lanuam. I agree with Mr. Fulton. We ought to go ahead in 
open session. 

Mr. Vorys. Could’T be heard on that? 

Chairman Ricuarps. Maybe we ought to be in executive session 
on that. 

Mr. Vorys. I think there is much of the interrogation of General 
Gruenther which should be made available to the public. We could 
have it screened and made public after our hearings. 

But we are in a situation where even the questions themselves, and 
the statement that the answer should be in executive session, which I 
imagine we will run into in a few minutes, may prove embarrassing. 

| think we could take care of both military security and make 
public information by having an executive session, where we can ask 
questions and talk freely. ‘i hat record can then be screened and made 


available promptly to the public. ‘That would mean going into execu- 


tive session now 

Mr. Burnteson. May I make further comment and say, Mr. Vorys, 
that the very nature of the witness and the nature of the questions 
propounded, in this particular case, would make your suggestion a 
practical procedure and much more could be accomplished by some 
such method. 

Chairman Ricuarps. I want to go along with the committee. 

jut TL think the committee members will respect any wishes of General 
Gruenther in regard to his answers being given in executive session or 
in open session. I believe 1 will go along in open session. Ili any of 
the members want to pass up their 5 minutes on account of the fact 
it is in open session and wait for the executive session, that will be 
periectly all right. In fact, | want to ask General Gruenther a ques- 
tion In open se ssion. 

Mrs. Botron. Could I suggest one thing? 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Botton. That you request the members of the committee to 
ask such questions as will not make the answer difficult. If we do 
not have enough sense to ask questions that should not be asked in 
open session, we should not have them answered. We should have 
learned a little judgment by now. 

Chairman Ricwarps. | am sure the committee will not go into mat- 
ters of strategy, plans or confidential information. I understand the 
wishes of the members of the committee not to waste any time and to 
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get right down to the bone of this thing. I want to assure the members 
they will have time later on to ask any questions they want. 

General Gruenther, as you know, this bill proposes the authoriza- 
tion of almost $8 billion as a Mutual Sec urity Program. You also 
know that three-fourths of this proposed money is for title I of the 
bill, or Europe. You know also that two-thirds of that three-fourths 
is for military end items, to equip the forces over there, and that there 
is a little less than $2 billion for so-called defense support. You 
also are familiar with the fact that our Government is running in 
the red. 

I have no doubt at all that the Congress of the United States is 
going to provide what it considers necessary for the defense and secu- 
rity of the United States. How important to the security of the 
United States do you consider this $6 billion proposed for the European 
theater? 

General GruenTHER. We consider the programs that are included 
for the European theater to be very vital to the security interests of 
the United States. 

The only reason I appear to be hedging in not answering the ques- 
tion the way you asked it is that we are not in a position to tie our- 
selves to money values, because we have not had the benefit of any 
money calculation. We work on the principle that we need certain 
things. Those things are what we want; those are the ones we are 
recommending. Whether the cost totals X or Y billion dollars, we 
are not in a position to know. 

Chairman Ricuarps. I can readily understand that. But what I 
want to know, General Gruenther, is, relatively speaking, how im- 
portant are these funds to the defense and security of the United 
States as compared to funds directly authorized and appropriated for 
the Armed Forces of the United States itself? 

General GRUENTHER. | think they belong substantially in the same 
category, Mr. Richards. It is all for the security of the United States. 

If you have a question of cuts, if that is what is implied in the ques- 
tion, and you must decide where you have to cut first, | do not think 
it is possible for me to give a categorical answer to that. 

I would say that from the standpoint of an American citizen I should 
be very loath to cut the support needed for these forces, because, 
according to our thinking and planning, and with no reference to the 
money values, the support provides the defense where you need it, 
where the attack will come if it should come. That is the place where 
we will need that stability. 

Chairman Ricnarps. If they had to make a cut, as to where it 
should go in one or the other. But in the defense picture you consider 
one is as important as the other, generally speaking? 

General Gruentuer. Generally speaking, that is correct. 

Chairman Ricuarps. Dr. Eaton. 

Mr. Earon. Where do you think the attack will come? 

General Gruentuer. | do not think it is ever going to come. 

Mr. Eaton. That is wonderful. 

General Gruentuer. I do not think it is imminent now and I do 
not think it is ever going to come. I think that we in the free world 
have our own vital interests so much at stake that we are going to act 
sensibly about it. 
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I think it is within our power to prevent the war from ever 
taking place. We have difficulty convincing people that that is our 
objective. 

As far as we are concerned, and I am sure the nations agree with 
that, we are trying to reach a position where the aggression will be 
so unprofitable it cannot happen. In my mind there is no question 
that there is not going to be a war. I do not subscribe in any way, 
shape, or form as to the inevitability of war. 

Mr. Eaton. Prevention is the objective? 

General GruentHerR. Yes, completely, and the preservation of 
peace so that we can get back and get out of this period of turmoil. 

Mr. Earon. You cannot have prevention unless you keep your 
powder dry. 

General ‘hee ENTHER. That is correct. 

Chairman Ricuarps. Mr. Gordon. 

Mr. Gorvon. General, I am glad to hear you say that there is a 
definite rise in the morale, an improvement in those countries, and 
the question of the will te fight, also, to defend the countries, both 
by tbe government and by the people of those particular countries. 
I am glad to hear you say that. That is all. 

General Gruentuer. On that point, sir, it is their country that is 
going to be overrun. 

The European nations of NATO, as a general class, recognize and 
support the principles of freedom, also. By and large, the question 
of freedom is inherent and makes the appeal to the spirit of men. 
That is the whole basis of our philosophy, the whole basis of this 
policy. 

Mr. Gorpon. The people see that today? 

General GruenrHER. The people see it more and more; if given a 
chance to develop themselves they will. It creates strains. When a 
poor fellow is making $80 a month and has to live and keep four 
children alive, and taxes go up, he gets certain conflicting emotions 
about this question of taxes. They are not confined entirely to 
Europeans, as | understand it. 

Mr. Gorpon. Thank you, General. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. General, is it secret how many divisions are battle 
ready now under General Eisenhower's command? 

General Gruentuer. I think I would prefer to go into that in 
executive session. I would have to go into the details of those divi- 
sions. I will be glad to. I plan to go into it completely. 1 would 
prefer not to have that information too widely disseminated. 

Mr. Vorys. We were told 3 months ago, in December, some of us 
here at the table, what General Eisenhower had. I do not under- 
stand that it was secret at that time. Perhaps it was. 

Chairman Ricuarps. He did not tell us that here. You mean, 
some of you who went to Europe? 

Mr. Vorys. Yes, at SHAPE. As IL understand it, from what I 
learned then, you had about half of these 50 divisions ready? 

General Gruentuer. That is, generally speaking, correct. I would 
say we did not have them in the state vou mentioned, that we did 
not have that many ready at that time. This point requires dis- 
cussion, 
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You see, a country has a view about its own division. We who 
fight them have other views about divisions. They may say, “This 
division is ready.” We look it over and maybe we do not quite 
think it is that ready. 

I visited Japan 6 months before the Korean invasion. I visited 
my son, who was a company commander, a lieutenant in a division 
there. So, I said, “How good is this division?’ He said, ‘Abso- 
lutely perfect, 100 percent.” 

I said, “That is fine. That is very good.” I looked up the figures 
on it to see what the estimate was and they gave it credit for 48 
percent. He felt that the people who did the estimating just did not 
know what it was all about, and he expressed himself rather strongly 
on that. 

bed you take a young Lieutenant Gruenther’s version the unit is an 
“A” division. His superiors came in and gave it credit as a half a 
divi ision. We do some discounting also. 

In the particular field which vou are talking about, combat-worthy 
divisions, there is a little discounting that goes on. 

Mr. Vorys. Is it a secret as to how many of the 4 thousand aircraft 
are available now? 

General Gruentuer. No, I do not think it is a secret. 

Mr. Vorys. Is it about half of them? 

General Gruenruer. I think a little bit more than half. 

Mr. Vorys. We come to the point where I wish to ask no questions. 

Chairman Ricwarps. That is what you run into. 

Mr. Vorys. There are some things which I think the public is 
going to have to know eventually about this, because we have the 
problem of gearing military equipment to dollars here. 

General Gruentuer. I have no objection, sir, to your publishing 
anything. When vou people decide that vou want to publish any- 
thing, it is entirely up to you to do it. You will get no fight from 
me on that. 

I recognize, we recognize, the problem vou have in this. You 
have a very serious responsibility. 

Mr. Vorys. I believe I have no more questions at this time. 

Chairman Ricuarps. Dr. Morgan. 

Mr. MorGan. No questions. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Boiron. General, it is good to see you again. Do you have 
any information as to the willingness and readiness of the satellite 
groups to fight for the Kremlin? 

General Gruentuer. No, we do not have information of the type 
vou consider absolutely reliable. What we do is this: 

First of all, as to the Soviet expansion, I said to vou earlier that the 
number of Soviet divisions had remained about the same. I did not 
cover the satellites. That is where the major effort has been coming 
in the last 2 years. Those troops have been expanding and have been 
© xpanding r considerably. 

The type of unit that has been expanding is the offensive type of 
unit. It may be that it is for a defensive purpose. I would hope 
that that is correct. But the fact is, the satellites have been expand- 
ing an offensive type units. I refer to the armored type units, for 
example. 
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Now, the problem created by expanding satellite forces is one that 
I am sure must be concerning the Soviet command. How reliable 
are the satellite people going to be? The information that we do 
get on that indicates there is a considerable area of disaffection. | 
would hope that our policy would be such that we will be in a position 
to take advantage of that condition and keep alive the hope of 
freedom for these people. 

Mrs. Botron. Do we have any information as to whether Russia, 
within her own borders and within her satellite countries, has in- 
creased her transportation facilities? 

General GrurenrHER. Yes, she is in the process of increasing them 
all the time and improving the facilities, improving such things as air 
fields, building new airfields— 

Mrs. Bo_ron. Railroads? 

General GRUENTHER. Yes, railroads. The U. 5. 5. R. is making 
a considerable expansion in their economic potential, because their 
potential has been low, and also in improving those facilities which 
would have definite military value. 

Mrs. Bouron. Do vou know if she has been subsidizing the work 
and arranging the work of that kind in China? 

General GRUENTHER. | cannot answer that for China. 

Mrs. Bo.ron. What progress has been made, if anv. in developing 
a NATO war college? 

General GRUENTHER. We have one going. 

Mrs. Bovron. Going well? 

General GruentHer. Yes. It is commanded by a French admiral, 
Admiral Lemonnier. We have 54 students there. It is run on the 
same idea as the National War College and the Imperial Defense 
College, with civilian and military students. It is a grand success 
We are very, very elated. 

Mrs. Bouron. Will the establishment 

General Gruentuer. Do vou charge her for what I say, too? 

Chairman Ricnarps. Yes, sir. 

Mrs. Bovtron. But when the chairman butts in, it does not count? 

Chairman Ricuarps. | charge vou with what I sav, too. 

Mrs. Boiron. In the establishment of the Middle East Command, 
does that presuppose the addition of other countries to it in relation 
to what we now have? 

General Grurnruer. No; the Middle East Command is entirely 
different from the NATO organization. If the Middle East Com- 
mand is set up, it would be set up under present plans outside of that. 
Then whether it came in subsequently would be a matter for later 
determination. 

Chairman Ricuarps. Mr. Carnahan. 

Mr. Carnanan. General, are the European NATO = countries 
making about the optimum contribution to defense which their 
respective economies are capable of supporting? 

General Gruentuer. | could only give an impression on that, Mr. 
Carnahan. My impression is that they are. But more expert wit- 
nesses in the economic field will have to testify to that. 

What I can testify to is that serious strains are developing in these 
economies. Whether it is possible for more strain to be absorbed, 
I am not enough of an expert in that field to tell vou. 
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Mr. Carnanan. ‘Then it would be your opinion that to increase 
and maintain the military effort would depend on further strengthen- 
ing of their economies? 

General Grunnraer. Yes, sir. 

Mr. Carnanan. If this situation existed would it not justify fur- 
ther economic assistance and encouragement from us? 

General Grurenruer. | think in that connection that the economic 
support and the military support are inseparable. 

I think from our own self-interest, and I am again not talking about 
money value because I do not know about that, it is wise to facili- 
tate in every possible way the bolstering of these economies. 

To give you a specific illustration: The industrial establishments 
of these countries have received such a blow as a result of the war 
that to produce some of these items themselves is absolutely im- 
possible. We feel they should be producing them, but the question 
of raw materials, the question of machine tools, represents, to mention 
only two items, a very, very difficult problem for them from an 
economic standpoint. 

Mr. Carnanan. That is all at this time, Mr. Chairman. 

Chairman Ricuarps. Mr. Smith. 

Mr. Smirn. The thought behind our foreign aid program has al- 
ways been that it is in the interest of our own national security. I 
am wondering if we have by virtue of that concept led the European 
countries into believi ing that whatever we are doing is solely in our 
interest and not in their own? 

General Gruentuer. I think we have made great progress in 
convincing them that our effort is part of the whole idea of mutual 
security. 

A year ago if you would have asked me that question, | would have 
said, ‘Well, I am a little bit worried about that,’’ because there was 
a very definite feeling at that time, such as “this is a United States 
program. This is for United States defense.”’ There is an increasing 
understanding about it; I do not mean. to say that there are not 
opposition voices. There is an increasing understanding that it is a 
mutual effort, “It is our defense program,” they say, ‘“‘rather than 
theirs,’ meaning the United States 

I think that has been encouraging. A year ago I would have been 
rather discouraged to answer that question. 

Mr. Smiru. I am glad to hear you say that. I was somewhat 
surprised a few weeks ago when we had a couple of prominent Britishers 
here and one of the gentlemen said, “Gentlemen, we are ready to 
help you,” which left the impression with me that whatever they 
were doing they were doing for the good of the U.S. A 

I have one more question, General, and if it is a military secret, 
you say so. When is Ike coming home? 

Chairman Ricuarps. I rule that the General does not have to 
answer that question. Mr. Mansfield. 

Mr. Mansrieip. It is a pleasure and privilege to have you back 
with us again. I am glad to see that you are accompanied by this 
committee’s good and old friend, General Persons. 

I have only two questions. One is: Can the Europeans maintain 
their military expenditures if we limit our defense support to raw 
materials going only into the production of end items, or do they need 
some minimum help along the lines of basic commodities? 
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General GrugNTHER. That question I really am not qualified to 
answer. 1 will give you an impression, though, and you will need 
more expert witnesses. I| think our help has to go beyond that, 
Mr. Mansfield. 

What | am concerned about is this: We are now supplying a 
considerable amount of equipment. We have been and do plan to 
supply a considerable amount in the form of end itens. Maintenance 
of those end items represents a tremendous job. - 

It is my belief that the countries should furnish their own maintef 
nance. What do I mean by “maintenance?” I mean the question of 
spare parts. In an airplane the question of spare parts is a problem o 
tremendous importance, a complex one and a very expensive one; in 
tanks, similarly. 

We are trying now to provide the capital investment, but the main- 
tenance on that capital investment is going to be a man-sized task to 
solve. I would like to see them have an economic structure whereby 
they could keep the maintenance going. 

| think that should be one of the things that you, from the United 
Siates’ standpoint, would be examining would be whether they can 
do it. I do not know the answer in terms of money, but I would 
certainly be trying to get that objective accomplished in some way 
for our own security interests. 

Mr. Mansrievtp. In other words, General, if we were to assume the 
cost of maintenance in addition to the cost of initial contribution, it 
might well be that the maintenance would cost us much more? 

General Gruentuer. The maintenance is going to be a big factor. 
If you think ahead 5 years in this thing and try to calculate the main- 
tenance, it will raise some difficult problems. 

Mr. Mansrigeip. Do you believe that a cut of $1 billion, which has 
been suggested by some people, would seriously endanger the Euro- 
pean part of the program, particularly if this came entirely out of 
defense support? 

General GruentHer. I say this, Mr. Mansfield: If there is any— 
again, I cannot talk on money—substantial cut in things, I think it is 
going to be to the disadvantage of the United States. Whether you 
can get things cheaper, whether the pricing is right, whether there are 
some things which should not be in there, 1 think should be given a 
cood going over. 

We have had a good deal to do in the military side. If you ask me 
the question, ‘Can the military side be cut from a dollar standpoint,” 
| would say I do not know. If vou ask me the question from the mili- 
tory side, ‘Can it be cut in substance? Can we cut down the number 
of items, of airplanes, for example, without damaging our security 
interest?” [ would say “No.” 

Now then, I think the two things are inseparable. If there are soft 
spots I would certainly hope you would find them, and I would hope 
vou would find them where we have an interest. We have no claim 
to infallibilitv, that we have not made mistakes. If vou find mistakes, 
we are for the interest of the United States and we want to have them 
called to our attention. 

Chairman Ricuarps. Dr. Judd. 

Mr. Jupp. We are glad to have vou here, General, and to be re- 
assured by vou. We are glad to be publicly reassured of your mag- 
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nificent grasp of this whole situation to such a degree that your immed- 
iate superior can probably be well spared to come home before long. 

Mr. Svairx. That is a political statement. 

Mr. Jupp. That is an observation. Now, if an attack comes in 
Europe, it will, of course, bring the full strength of the United States 
into war against whoever makes such an attack. Therefore, do you 
think there is likely to be an attack in Europe unless and until the 
attacker is also in a position to attack simultaneously the United States 
and cripple its productive capacity? 

General Gruentuer. That would be the smart thing for him to do. 
If | were on the Soviet war planning staff, that would be the recem- 
mendation I would make. I think from a standpoint of logie that 
would be the best way to do it. 

You, of course, are very well aware there are a lot of mistakes made. 
There was a country which made a mistake, to wit, the Japanese, who 
took on a country with an 84-million-ton steel capacity at a time when 
it had an 8-million-ton steel capacity, a very major error. They should 
not have done it. 

I agree with the import of your question, that they should not do it, 
It would be very foolish for them. 

Mr. Jupp. Has not the Russian record of realism and its acute 
awareness of the Kaiser being able to win initial victories, but losing 
ultimately because of American capacity, the same with Hitler and 
with the Japanese, that they would not like to make a mistake; can 
we not assume that they will not attack in Europe until, or unless, 
they are ready to attack here? 

Chairman Ricuarps. There is a quorum call and members will 
be going to answer and coming back. Go ahead, General Gruenther. 

General Grukntuer. | think it would be a dangerous assumption, 
Dr. Judd, to base your plans on that. 1 think it is a strong likelihood. 

What we are trying to do in attempting to read into another person’s 
mind, is to avoid any fixed assumptions on it. We agree with the logic 
of what you are stating. I do not think we agree to it to quite the 
same extent that you said, but | would not say that you are wrong. 

Mr. Jupp. They could have won in Western Europe at any time 
in the last 5 vears that they wanted to move? 

General GruentuHer. | am not so sure about that. Western 
Europe is not the entire problem for them. 

They might, vou see, even now be able to attack Western Europe, 
which they could not do before, and also prevent an attack against 
the Soviet Union, which they could not do before. 

Now, if you get a defense of the Soviet Union at the same time that 
you attack, vou might decide that vou do not have to blast the United 
States out of existence, which is not true of your position 5 vears ago. 

Mr. Jupp. Is it a fair inference, assuming this line of thought in 
the Kremlin, that it is probable there would not be an attack unless 
or until the Soviet Union has made far greater advances in its defensive 
airpower, radar, and whatever its other defenses are, for its own 
factories and lines of communication, and also its long-range bombers 
and weapons of mass destruction for our—— 

General Gruentuer. I think that is probable. But the first part 
of your premise, namely, protection of their own is much more prob- 
able than the second, because now vou have to get inside of another 
fellow’s mind and you may go a little bit sour on that. 
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Mr. Jupp. You have said we have made substantial progress in 
the past year. Have we made more progress in developing our 
defensive forces in western Europe, land and air, than they have 
made in their capacities to defend Russia and their long-range offensive 
capacity with respect to ours, atomic weapons, and so forth? 

General Gruenruer. That question is a little bit too complicated 
for me to hoist aboard and give an answer to. It is not a question 
of secrecy at all; it is a pretty big question to compare those two 
efforts. 

Mr. Jupp. In substance, have they gained mofe over-all on us 
during the last vear than we have gained over-all on them? 

General GrvuentHerR. We have gained on them. 

Mr. Jupp. In the total? 

General GRUENTHER. Yes, in total, very definitely. 

Chairman Ricnarps. Mr. Zablocki. 

Mr. Zastockt. Before I ask my questions of General Gruenther, 
I have one question of the chairman. Will the committee resume this 
afternoon? 

Chairman Ricwarps. No; in the morning and tomorrow afternoon. 
The meeting in the morning will be at 10 o’clock. Most of the mem- 
bers have said they will be here at 10 o’clock. It will be an executive 
session. 

Mr. Zantockt. It is a privileged opportunity to have you express 
your opinions and present the problems that face the free world and 
what must be done before we can look forward to a lasting peace. 

| was heartened to hear your opinion about a sound economy; you 
stated if our economy fails all our efforts in Europe are in vain. 

When the subcommittee was in Europe on a study mission of some 
of the countries—I am speaking of the German subcommittee of the 
Foreign Affairs Committee—we heard in many instances that some of 
the European countries were not doing their just share, not only 
militarily but economically, specifically, that they had not cooperated 
to the fullest extent toward solving their own economic problems. 

Would you care to comment, General, as to your opinion? Par- 
ticularly since our attention was called to the Benelux countries and 
that they were dragging their feet. Some said that England was 
dragging her feet on European cooperation, toward European unity, 
and in working out the European economic problems. 

In your opinion, have all necessary and satisfactory steps been 
taken by the European countries in solving their problems? 

General GRUENTHER. I should say, Mr. Zablocki, in a world made 
up of human beings that certainly all steps have not been taken. 
Sut I do feel that they have taken very substantial steps and have 
made very significant progress. To say that perfection has been 
reached, obviously, it has not. 

One of the things that is used quite frequently as a measuring 
stick to show they are not doing their job is the percentage of gross 
national product. It fails to take into consideration one thing that I 
think is quite important in these various countries. They have an 
extremely low wage scale for their soldiers. In France, it is 8 cents a 
day, $2.40 a month. In Turkey, it is 21 cents a month. In the 
Netherlands, it is 20 cents a day. 
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That figure never gets into any gross national product figure because 
the economy, the family, really supports that without its ever getting 
into any budgetary figure. 

Any family that sends a boy to the service has a very big load to 
overcome. That does not answer your question, “Are they doing 
enough?” because I do not have the answer. 

As to whether they are doing all they should do, I am sure they 
are not all doing what they should do. I think they are making 
great steps toward reaching that goal. 

Mr. Zasrockt. Some of the Members of Congress are seriously 
considering conditions on future assistance, military and economic 
aid, to the recipient countries. Would conditions help in prodding 
them into solving their problems? 

General Gruentuer. I would sound a note of caution on that. 
1 would hope instead of the prodding process we take more steps 
on the understanding process, the question of securing voluntarily 
this question of mutual cooperation rather than by conditions or 
pressures. The Soviets use pressure and coercion successfully and 
get results with them. 

I question whether we want to move along that line. I do not 
mean to say that your suggestion is a gun-in-kidney type, but it 
lends itself to easy comparison. 

Chairman Ricwarps. Your time has expired. Mr. Fulton. 

Mr. Fuiron. We are glad to have you here, General. I still 
remember the fine response you and General Eisenhower received 
when you were in Lisbon last year. It is very encouraging to us to 
find the good job vou are both doing. In respect to your terminology, 
could you spell the word “groupement” for us? 

General Gruentuer. G-r-o-u-p-e-m-e-n-t. 

Mr. Fuuron. That is roughly comparable and interchangeable with 
the definition of division. I notice that once you said “a Dutch 
division may be under a corps.”’ 

General GruentuerR. That is because I was talking about the units 
as they exist now. 

The groupement is this: It is a division in which the supporting units 
have been taken out of it and put back in the corps, the reason being 
that a division in most armies of the world is a self-supporting unit 
and could operate on its own. So you extract some of the units and 
move them back. 

My interchangeability of the terms is only based on the fact that 
that is the way it exists now. 

Mr. Futron. A division with the supporting units out is classified 
as a group? 

General Gruentuer. That is right, generally speaking. They 
have cut this division down a little bit, too. So, it is not nearly as 
big as it was before. 

Mr. Futron. Has the delay in the determination of the standard-- 
ization of weapons program in the United States held the SHAPE 
organization back any? 

General Gruentuer. I would say “No.” The standardization 
problem is extremely complex. While at one time we felt we were 
absolutely frustrated if we could not get standardization, we have 
since found other ways around that. It would be desirable. There 
is no question about that. 
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Mr. Futron. That had been a question previously, and I wondered 
if you had surmounted that hurdle. 

Of course, Britain is not in the European Defense Forces. Would you 
and General Eisenhower like to have Britain in the European Defense 
Forces if you could have Britain join, or do you want the European 
Defense Forces to stand as it is? 

General GruentueEr. I think, generally speaking, the general feels 
that the position should probably stand as it is. The reason is that 
when you get into the political side, the situation becomes very much 
complicated on account of the British relationships with the Common- 
wealth. 

Chairman Ricuarps. Perhaps the gentleman would rather make his 
comments in executive session? 

General Grurentuer. No; the General has been on record on this. 
What we have been hoping in our headquarters is that the British 
would cooperate in the formation of the European Defense Force. 
They are cooperating. 

As a matter of fact, they have observers at these meetings and Mr. 
Eden has introduced into the Council of Foreign Ministers, the 
Council of Europe, a proposition to actually bring this structure 
into the Council of Europe with the British participating very 
actively. 

It isa method that can be solved without their being in. There are 
a good many disadvantages from the world standpoint in having them 
in. 

I might say there is a big difference of opinion on that. 

Mr. Fuutron. If there should be a cut of $1 billion, it would be a 
matter of deciding on the part of Congress where the cut would be. 

Do you think it would be better for SHAPE, if such a cut should 
come, to decide when and how the cut should be implemented? 

General Gruentuer. I do not think, Mr. Fulton, if a question 
came up about a cut we would be competent to decide whether a cut 
should come in the end-item part or in the defense support, because 
we just do not have enough of a grasp of the defense-support type 
of aid. 

Mr. Futron. Because vou are interested in the actual hardware and 
the end items of the program, would it help you if there were such a 
cut, to have the right, subject to the approval of the Joint Chiefs of 
Staff based on our own United States security, to be able to get other 
hardware out of the military supplies in this country? 

General Gruentuer. Yes. If we had that option of getting that, 
it would be extremely advantageous, of course, from our standpoint. 

I would say that from the viewpoint of the United States Congress 
in deciding this problem, they would have to look upon the amount 
thet it would cripple the United States forces. 

Mr. Fuvron. I bad a specizl condition in my supposition, the 
screening by the Joint Chiefs of Staff. 

Chairman Ricuarps. Your time has expired. The committee will 
stand im recess until 10 o’clock tomorrow morning. 

(Whereupon, at 12:15 p. m., March 25, 1952, the committee 
adjourned until 10 a. m., March 26, 1952.) 

(The following memorandum has been supplied by the Mutual 
Security Agency in response to a question asked by Mr. Javits, which 
appears on p. 82:) 
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Errect ON EvRoOPEAN STANDARDS OF LIVING IF THE PROJECTED DEFENSE 
PROGRAMS WERE MAINTAINED IN THE ARSENCE OF DEFENSE SvuprortT 


It would be quite unrealistic to assume that under present conditions the 
European NATO defense programs would be, or could be, maintained at the levels 
now projected for fiscal vear 1953, in the absenee of defense support from the 
United States. From an economic standpoint, the difficulties of financing the 
imports necessary to sustain programs of the projected size, and of increasing 
taxes enough to cover the internal costs of such programs without unmanageable 
inflation, are probably insurmountable without resort to extremely drastic eco- 
nomie control measures. Sueh measures would further inhibit the liberalization 
of trade and payments, and the removal of restrictions on private enterprise, that 
United States policy has tried to encourage; such measures would run counter to 
the progressive integration of Europe, which is one of our major political and 
economie objectives and is considered indispensable to the further build-up of 
Western European defense forces, including German troops; and, in any case, 
such measures would be politically impossible in most countries except in the event 
of war. It must be recognized, moreover, that a decision by the United States 
to make no defense support contribution to the NATO build-up would seriously 
threaten the position of several of the governments that are committed to that 
build-up. For all these reasons, therefore, it seems clear that the practical effect 
of withholding defense support would be to reduce the size of the European de- 
fense programs, unless the threat of Soviet aggression were so acute and immediate 
as to override all other political and economic considerations. 

Recognizing the unlikelihood that the projected defense expenditures would 
in fact be maintained in the absence of any defense support contribution from 
the United States, it is possible, nevertheless, to analyze from a theoretical 
standpoint the economic consequences of attempting to maintain the level of 
defense expenditures originally planned without defense support. 

There can be no question that such an attempt would have very Serious reper- 
cussions on the economy and the social and political stability of the Eurepean 
countries involved. The already inadequate level of their reserves of gold and 
dollars would preclude their covering the prospective deficit in their trade by 
further use of these reserves. Consequently, they would have to make up for 
the loss of assistance by trying to inerease exports and by reducing imports. 

The opportunities for the European countries to increase exports while main- 
taining the level ef defense expenditures would be very limited, because many of 
the principal European exports, in which world market conditions are relatively 
favorable to European producers, compete directly for plant facilities, skilled 
manpower, and raw materials with the requirements of defense production. 
On the assumption that defense production would not be curtailed, the only 
possibilities for increasing exports would be at the expense of the needs of the 
civilian economy and the standard of living of the population. 

Similar difficulties would be faced with respect to curtailing imports. Since it 
has been assumed that the level of defense expenditures will be maintained, no 
cuts in imports of those commodities which are directly related to defense pro- 
duction, the Armed Forces, or other defense requirements could be made. The 
reduction in imports would, therefore, have to fall exclusively on imports of food, 
raw materials, and manufactured products required to support the civilian econ- 
omies. Since these imports have already been projected at minimum levels con- 
sistent with the maintenance of economic and pdlitical stability, a cut could only 
be put into effect by taking drastic measures to reduce the requirements of the 
civilian sectors of the economy. This would mean cutting the levels of consump- 
tion and curtailing investment needed to maintain and strengthen the economic 
base. The distortions which this would cause in the economy would be extremely 
serious. On the one hand, the economy would be engaged in a considerable 
defense effort. On the other hand, the supporting activities would have to be 
reduced in order to fit within the reduced availabilities. Instead of the bigher 
level of economic activity and the larger incomes generally engendered by a large 
defense effort, the average level of consumption and incomes would have to be 
depressed, with very adverse effects on incentives for greater production and 

e Tort. 

For the United Kingdom, for example, it is estimated that the level of civilian 
consumption in fiscal year 1953, with $590 million of defense support, will already 
be more than 3 percent below the level of fiscal year 1950-51. The loss of the 
projected defense support would reduce total British output by $2.2 billion at a 
minimum, and if this reduction were to fall almost entirely on civilian consump- 
tion (as it would have to do under the assumptions shown above) the result would 
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be to reduce over-all British civilian consumption by at least one-eighth below 
1950-51. 

France, the other major, potential recipient of defense support in fiscal vear 
1953, is less dependent than the United Kingdom on imported food, but inability 
to maintain imports of primary materials such as petroleum, cotton, and non- 
; ferrous metals would sharply reduce economic activity in France, by an estimated 
$ $1,740 million. While some of this reduction would be reflected in lower invest- 
ment, at least $1.5 billion would fall on civilian living standards, reducing average 
consumption by more than 6 percent. 

These estimates tend to minimize the probable consequences of the two 

countries trying to maintain their projected defense programs without defense 
support. For one thing, the loss of counterpart funds to be applied to the military 
budget, together with the reduced tax revenues resulting from ¢c ecreased economic 
activity, would greatly increase the countries’ budgetary deficits. In the case of 
the United Kingdom the increase would be on the order of $1,250 million; in France, 
the already very serious deficit would rise by an estimated $920 million. More- 
ever, the decline in living standards would be felt very unequally among different 
: groups of the population. Unemployment would be concentrated in industries 
4 dependent on imported materials and fuel, and in certain service trades. In 
France, especially, the inequities would be magnified by further decline in the 
value of the franc, which would result from the Government’s attempt to stretch 
: its sharply decreased resources to cover a defense program of the same size as is 
: presently planned. The flight of capital would increase to enormous proportions, 
; further widening the balance-of-pay ments deficit and making it even more difficult 
to avoid complete economic collapse. 
; The preceding discussion is in purely economic terms, but these economic 
developments would inevitably have a profound political and social impact. 
It is not hard to imagine the political reaction to drastically increased taxes 
(which would fall chiefly on consumption) and to draconian restrictions on food, 
clothing, fuel, and similar supplies; and it is clear that such measures and the 
economic difficulties that would make them necessary would lend fuel to Com- 
munist and Neutralist propaganda. In such an explosive situation it would be 
only a question of time until political and social pressures forced the European 
governments to discard their defense plans. 

Hence, as is suggested above, it would seem to be more realistic to assume that 
in the absence of defense support, the European economies would have to make 
netessary economic adjustments in large part by cutting their defense expendi- 
tures. On this assumption, the difference in defense expenditures with and 
without defense support is estimated, in purely economic terms, at approximately 
2.4 times the amount of the defense support. The political impact of failing to 
provide such support would increase this difference by a large but, of course, 
precisely unpredictable amount. The attached paper gives in somewhat greater 
detail the economic analysis underlying this estimate. 
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LEVEL oF EvROPEAN DEFENSE EXPENDITURES IN THE ABSENCE OF DEFENS! 
Suprort tN Fiscat YEAR 1953 


I, CONCLUSIONS 


With defense support of $1.4 billion for the fiseal year 1952-53, the defense 
expenditures of the Western European countries and Germany are expected to 
reach about $14 billion in fiseal year 1952-53. 

The importance of the economic aid programed for these countries for the 
support of their defense efforts can be made clear by estimating what the likely 
effects would be if no defense support were provided. Without defense support, 
: it is estimated that the European defense effort would be reduced by 2.4 times 
the amount of aid involved, or $3.4 billion. 





If. ASSUMPTIONS 


3 In evaluating this conclusion, the limitations of this typ: of analysis should 

7 be kept in mind. The most important assunption underlying this analysis is 

: that the loss of defense support would not significantly change the political eli- 
I : 


mate of Western Europe or the attitude of the govern nents and people toward 
rearmament and the commitments assumed under NATO. It is by no means 
clear that this would be the case. On the contrary, it is very likely that, in some 
countries, at least, the cutting off of defense support would seriously jeopardize 
the economic and political stability of the country and force a reconsideration of 
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military and political objectives. However, in order to preserve comparability, 
it has been assumed that the attitude of the countries toward rearmament would 
not change. ‘Their ability to mount a defense effort would therefore be limited 
only by the fact that without defense support less resources would be available 
to them and their ability to meet the objectives would consequently be reduced. 


Ill, IMPACT ON DEFENSE EFFORT AND ECONOMIC STRENGTH 


(a) Impact on the defense effort 

The following section describes in detail the analysis which demonstrates that, 
without defense support, the defense expenditures of Western Europe would be 
about $3.4 billion less than the current Fercanahe for fiscal year 1953. The ratio 
of United States defense support to European defense expenditures emerges from 
this analysis as 1 to 2.4. Without this support, total defense expenditures of 
these countries would actually fall below those of the current fiscal year. 

Most of the impact of the loss of defense support would be felt in the production 
of military equipment, since programs for the mobilization and training of troops 
are more difficult to adjust. In the aggregate, defense production would fall by 
$1.6 billion, or 45 pereent below the current estimate for fiscal year 1953. This 
cut in production would have a direct effect on the output of aircraft, artillery, 
and other military equipment scheduled for delivery to the European armed forces 
in fiscal year 1953. Aircraft production would be down 40 percent; output of 
guns and ammunition would be cut 42 percent; construction of naval vessels would 
fall 30 percent: and combat and noncombat vehicle production would be cut by 
50 percent. 

‘Lhe lower defense efforts which would result from a loss of defense support 
would also have a major impact on the so-called infrastructure program; that is, 
on the construction of airfields and military communications systems. 

With smaller defense budgets, some reductions in European mobilization pro- 
grams would also be inevitable. These cuts would be most likely to oceur in 
Franee, Germany, and Italy, which plan the largest build-up of forces from 
present levels. Also affected would be the adequacy of training of the mobilized 
forces. ‘The smaller number of mobilized and trained forces might limit the ability 
of the Europeans to use end-item assistance effectively. 


(b) Impact on economic strength 

The striking impact of the absence of defense support upon military plans and 
defense expenditures in Western Europe reflects the very serious effects which a 
cut in defense support would have upon the economies in general. Countries 
would be forced to cut imports heavily with a corresponding reduction in economic 
activity. Instead of a continued strengthening of their economic fabric upon 
which any defense effort must rest, progress toward recovery would be seriously 
slowed down. In many cases the result would be economie stagnation and un- 
employment with all its political and social implications. 

A few over-all comparisons will bring out this point more clearlv. With the 
projected level of defense support the gross national product of the Western 
European countries and Germany is expected to increase by 4 percent in the next 
fiscal year. Without defense support the total level of gross national product 
would remain constant and if Germany were excluded from the calculation the 
total would actually show a decline. Consumption which with defense support 
would rise by about | percent above the current fiscal year would actually decline. 
With defense support public and private investment would maintain approximately 
current levels; without assistance investment would decline by 5 percent. Em- 
ployment which is expected to increase by over a million between the 2 years 
would instead decline by over half a million. While there are obvious variations 
from this pattern from country to country the general conclusions are borne out, 
and depending upon the structure of the economy the results are in many cases 
much more severe. 


(c) Impact on East-West trade 

The effect of no defense support on East-West trade developments is also im™ 
portant. It has been assumed in this analysis that current restrictions on exports 
to the East would be maintained by Western-Europe. However, faced with the 
inability to procure essential imports from the dollar area it is entirely possible 
that the Western European countries may in fact be forced to export items of 
strategic value in order to maintain minimum imports. The iron curtain coun- 
tries would thus benefit directly from the loss of defense support. 
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IV. METHOD OF ANALYSIS 


The paragraphs below give a brief sketch of the analysis which. supports these 
findings. 

(a) Balance of payments 

The first step was to determine the probable effect of the absence of defense sup- 
port on the balance of payments position of the countries. Since European re- 
serves are at a low level already, the countries would not be able to substitute the 
use of their own gold and dollar reserves for the lack of defense support. It is 
possible that some reserves might be used as a temporary device to cushion the 
balanee of payments impact and permit a more orderly adjustment, but this pos- 
sibility is strictly limited in time. Consequently the major readjustments will 
have to take place in imports and exports. It should be pointed out that the full 
effect of the absence in defense support will not be felt immediately but will be 
spread over a period of time. It is important to bear this in mind in evaluating 
the conclusions mentioned above, since they apply only to fiscal year 1953. In 
addition, some of the adverse effects of the loss of aid would first be felt in fiscal 
vear 1954. 

Since most of the Western European countries are heavily dependent upon 
essential food and raw material imports to keep their economies going they will 
try to make up for the loss of assistance by increasing exports. These exports, 
which consist primarily of industrial products, compete directly for raw materials, 
skilled manpower, and productive facilities with defense production. Hence an 
increase in exports will be largely at the expense of the output of the defense in- 
dustries. However, given the limitations of European exports, particularly to 
dollar areas, they will be able to make up for the loss in assistance only to a limited 
extent. Actually their exports to nondollar markets may also suffer significantly 
because of their reduced ability to pay for the dollar components. An obvious 
illustration is Denmark which has to import oil cake for dollars while her primary 
export markets are the United Kingdom and other European countries. 

In general, therefore, the major balance of payments adjustments would have 
to be made in imports. This applies not only to the dollar area but in part also 
to the trade with other participating countries where dollar payments are in- 
volved. A return to bilateralism and barter trade is the likely outcome, with ali 
the distortions, high costs, and internal repercussions which it involves. 

The countries will be able to make only celatively minor cuts in imports of food 
and raw materials for civilian needs since those have already been projected at 
minimum levels consistent with the maintenance of political and economie sta- 
bility. Some reductions will be possible because of the lower level of employment 
and hence lower incomes. However, the cuts will fall heavily upon the imports 
of industrial raw materials, machinery, nonferrous metals, and minerals. hose 
are not only the mainstay of defense production but are an essential prerequisite 
for economic development, and industrial expansion in general. Defense produc- 
tion and industrial activity are hound to suffer, with secondary impacts that will 
have far-reaching repercussions throughout the economy. 


(b) Impact on economic actiriy 

The next step was to cetermine the impact of the lower level of imports and 
the change in the composition and volume of trade on the level of economic 
activity in each country. The dependence upon imports varies from country to 
country but for all countries of Western Europe it is substantially above the 
United States. On the average the volume of trade is currently roughly 30 percent 
of gross national product for Western Furope while it is less than 10 percent for 
the United States. Some empirical studies indicate that the relations between 
an inerease in gross national product and the volume of imports in Western Europe 
is between 4to land6to1. In other words, an increase of gross national product 
requires an increase in imports of between 17 and 25 percent of this amount. 
Given the nature of the imports which would have to be cut if no defense support 
were available, and their direct impact on industrial activity, this ratio would seem 
to be conservative. 

The lower level of economic activity which results from fewer available re- 
sources will affect all fields of economic activity but will hit particularly hard the 
manufacturing industries and the metal and steel fabricating industries. The 
lower activity in those industries will lead to greater unemployment and lower 
incomes and those in turn will have a depressing effect upon the other sectors of 
the economy, primarily the service industries, causing a further reduction in 
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incomes and employment. For a limited period these industries may be able to 
draw on their stocks to maintain their output and to that extent the impact of 
the reduction in imports may be somewhat softened and the full effeet of the cut 
in aid delayed for a few months. The lack of necessary investment goods and 
the more discouraging economic outlook will have a dampening effect upon new 
investment. In many countries the economy will limp along in a stage of stagna- 
tion with no real prospect of further economie progress. 


(c) Impact on distribution of resources 

How much of the smaller resources availabilities and the lower level of economic 
activity will affect the defense effort will depend both upon the structure of the 
economy and the extent to which other claims on these resources can be held to 
a minimum. Although the projections for 1952-53 have already assumed that 
consumption will be held to a minimum consistent with the projected level of 
activity and the maintenance of political and economic stability, there is no ques- 
tion but that the lower level of economic activity will be reflected in lower incomes 
and lower consumption, because of the bigher degree of unemployment and its 
likely concentration among the higher paid industrial workers. On the other 
hand it cannot be realistically assumed that most governments would be in a 
position to impose greater economic hardships upon their people by reducing 
consumption even further. It has, therefore, been assumed that by and large 
it would not be politically feasible to assume a substantial tightening of economic 
controls beyond those assumed already in the projections with defense support. 

Investment expenditures in most countries can be expected to be below the 
levels projected with defense support. This is partly the result of reduced avail- 
abilities of dollar raw materials and components and in part a reflection of the 
lower economie activity. Investment expenditures will be limited largely to 
replacement and maintenance and those investments which are likely to vield 
a quick return including reconversion to exports. Longer-range investments and 
those of a developmental character are likely to be cut back most heavily. Yet it 
is these investments upon which the economic growth and eventual self-support 
of these economies depend. 


Cy Impact on defense budgets 

These effects all bear directly on the size of European budgets and the share of 
these budgets which can be devoted to defense. A smaller gross national product 
and lower incomes will result in lower tax revenues for the governments. Yields 
from existing taxes will be smaller and the possibilities of imposing new taxes will 
be reduced. This in turn will affect their ability to finance large defense expendi- 
tures. Counterpart which in some countries helps to meet the budget deficit 
will not be available. In addition the governments will be forced to reduce the 
size of the deficit to avoid inflationary repercussions in the economy which cannot 
be offset in part at least by larger imports. The possibilities of borrowing and of 
tapping public savings will be reduced. Finally, some increases in nonmilitary 
expenditures for unemployment insurance, public works projects, ete., would be 
necessary in some countries. 

With smaller revenues from taxation and borrowing, and larger claims on 
government budgets for nonmilitary uses, the level of defense expenditures would 
be sharply reduced. The numerical result of this analysis, as stated above, is a 
reduction in European defense expenditures by 2.4 times the amount of defense 
support programed, or $3.4 billion. 


BELGCIUM-—-EFFECT OF NO ECONOMIC AID 


Although no aid is planned for Belgium in 1952-53, the absence of economic aid 
to other countries would necessarily have a serious effect on Belgium’s defense 
expenditure. This effect would arise from the impact of the cessation of aid on 
Belgium’s exports to the EPU area. 

The cessation of aid to other EPU countries, and especially to Austria, Greece, 
and Turkey, which settle large EPU deficits fully in dollars, would force those 
countries to reduce their EPU deficits sharply by curtailing imports. The demand 
for Belgian exports and the ability of EPU to pay dollars to Belgium would be 
sharply reduced. 

These developments would force substantial economic adjustments in Belgium. 
The principal effect would be a reduction in gross national product arising from 
the cut in exports, an increase in unemployment relief and public works expendi- 
ture, and a substantial decline in tax revenue. It is assumed that this deteriora- 
tion in the Government’s fiscal position, at a time when economic activity has 
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declined and reserves are rapidly decreasing, would lead it to abandon the projected 
increase of $278 million in defense expenditure and instead to maintain them at 
the 1951-52 level. 

The impact of the cessation of aid on Belgium’s EPU accounts is shown in the 
following table (all figures in millions of dollars): 


With aid Without aid Difference 


Dollar earnings from EPU 240 0 ~ 180 
Balance to be financed 180) 120 —0 

Total EPU surplus 420) 1S0 240 
Exports e 2%) 
Imports +20 


It is assumed that despite the loss of dollar earnings from EPU, Belgium will 
be able to meintain dollar imports close to the previously projected level by 
drawing on reserves and increasing exports. The projected change in the dollar 
account between the aid projection and the no-aid projection is as follows: 


Decline in dollar earnings from EPU 180 
Use of reserves 131 
Increase in dollar exports 33 
Improvement in service account I 
Decrease in dollar imports 15 

Total - iSO 


The decline in total exports, however, is assumed to result in a reduction of the 
gross national product of $364 million. Furthermore, a disproportionately large 
decline in tax receipts is expected, because thé contraction of the market for 
Belgian exports will foree the repeal of the recently imposed export taxes, and 
will prevent the imposition of new taxes now contemplated. According] 
revenue is expected to decline by as much as $275 million, while nonmilitary 
expenditure is expected to rise by $85 million. Thus, despite the eut in defense 
expenditures, which is about equal to the decline in tax receipts, the budget 
deficit will increase by $80 million. 


GERMANY-—EFFECT OF NO ECONOMIC AID 


It is estimated that the failure to provide Germany with $160 million of economic 
aid would cause a reduction of $350 million in the projected level of defense 
expenditure. This result arises from a substantial reduction of gross national 
product consequent on the cut in dollar imports and also from the budgetary reper- 
cussions of the drop in gross national product and the absence of counterpart. 

It. is estimated that dollar imports would be cut by $90 million if no aid were 
forthcoming. This estimate is based on the following calculations: 


Drop in aid___-- sues se 160 
Offsets: 
Increased use of pipeline 56 
Increase in dollar exports 9 
Improvement in service account. 5 
Ca i i Slt ™ 70 
Decrease in dollar imports. - - - 90 


No change in reserves is projected because of the already low level of German 
reserves. It is not anticipated that any of the dollar imports foregone can be 
obtained from nondcllar sources (in fact, it has been assumed that because of the 
reduction in aid, all around, the level ef EPU trade among the PC’s will be reduced. 
On this account, Germany’s exports and imports to the EPU area have been re- 
duced by $100 million). 

In view cf Germany’s urgent need for imported foodstuffs, it has been assumed 
that the bulk of the decline in dollar imports will fall on the key industrial raw 
materials. These are principally coal, eotton, nonferrous metals, and industrial 
chemicals, <A decline cf imports of such key items will, of course, have a serious 
effect on production. It is assumed that the gross national product will be reduced 
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by $600 million. The decline of available resources (gross national product plus 
current account deficit) is divided more or less equally between consumption 
investment and government services. The effects on defense expenditure of the 
decline in gross national product will be reinforced by fiscal conditions. Tax 
revenues will decline substantially, counterpart will not be available, and unem- 
ployment-relief payments must be increased. 


GREECE——-EFFECT OF NO ECONOMIC AID 


The cessation of economic aid to Greece would have very serious effects on the 
Greek economy, including an estimated reduction in Greek military expenditures 
of $88 million, which compares with the projected aid level of $145 million. 

The relation between the cessation of aid and the reduction in imports is 
estimated as follows: 


a TE NSEAIS RS LE Ne ee ar nl eo ale A DR RR 5“ ae Pear eee 145 

Offsets: ‘ 
I id Se Laelia padi 
Loss of reserves______-_- Sai Pon dick sr daadawe a eaaiea aT 
Increased exports____--~-- Ss hae aad ace leh iene ease a bait hd we aichinid ‘gtacabuestiea 
Improved service account___-_-_- bist cathe Pdi swe cat Sea joe 
re oe SY SNOUNGR oo Side wo ubeadas becetecuwck sab se, 5 
Uncovered__-_.-_- Latina ail bile SePatihrern redler Guinea canoe eee 


Bc hinedbing Cin hile UES 4s SESE Lo 34 


Moduction tx haperte. oc .< os cs oes cictiscccce hs Bai irra tae Monge lala 111 


The Greek deficit with EPU is settled fully in dollars and $100 million of the 
aid requested for 1952-53 has been set against the EPU deficit. The required 
reduction in imports, if aid were cut, amounts to one-third of the total Greek 
imports. Since the nonagricultural sectors of the Greek economy are heavily 
dependent on imports the effects would be far-reaching. It is estimated that 
gross national product would b> reduced by $265 million and the total of resources 
available would be cut by almost 20 percent. 

Such a curtailment would force a particularly severe reduction of the invest- 
ment program which requires heavy imports of materials and equipment. In 
fact, it is estimated that more than half of the reduction in imports would fall on 
imports destined for investment. Accordingly, the projected cut in the invest- 
ment program, estimated at $135 million, amounts to about 60 percent of total 
investment. The cut of $117 million in consumption amounts to 7 percent of the 
consumption level. 

Although the nonmilitary expenditures of the Greek Government have proved 
to be quite inflexible, it is assumed that in the face of such a serious eventuality 
as the cessation of aid, a substantial reduction would take place. The remaining 
impact of the decline in resources would fall on military expenditure, the cut in 
which is estimated, perhaps conservatively, at $88 million. 

It is perhaps worth noting that the budgetary position of the Government 
would dé¢teriorate seriously after taking account of the loss of counterpart as 
well as the loss in tax receipts. Such a deterioration would in the case of Greece 
require inflationary financing, the effects of which would be additional to the 


results shown in the projection. 
ITALY-—-EFFECT OF NO ECONOMIC AID 


The failure to provide Italy with $110 million of economie aid in 1952-53 
would, it is estimated, cause the level of defense expenditure to fall $200 million 
below that projected. This effect would arise mainly because of the effect on 
the budgetary position of the Italian Government. 

It is assumed that not only would Italy fail to receive aid but also that dollar 
receipts from EPU would fall $50 million below the level projected. This drop 
reflects the impact on EPU positions of the absence of economic aid to other 


EPU members. 
The effects on the balance of payments are calculated as follows: 
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Be ERS suis i Ske ei pedaiks ce eee waxes on ew ss ine, Se 
Reduction in dollar earnings from EPU__--- ee ae a os ei 50 
Total reduction in dollar availabilities__............-------.---- 160 
Offsets: 
Se eee ee eae, ap a a ae ee 28. 5 
Increased use of reserves _-__ —_- - =e: POONA et, Renae ae se 10 
[ugseteed Gollar experts... -........--...iiee- ? = 
Improvement in dollar service account Ke ae 
Total offsets. ___-__- reas 76.5 
Decrease in dollar imports <a aeielses we . $3.5 
Reduction in nondollar imports a. 30 
Total reduction in imports 113.5 


It is assumed that the lower level of EPU trade and the cut-back in dollar 
imports would cause a reduction in EPU imports of $40 million, partly offset by 
a shift of $10 million from dollar to ONPC imports. 

The dollar imports curtailed would consist of such items as cotton, petroleum 
products, and nonferrous metals. Although these are key items in production, 
it is expected that the effect of the cut-backs would be somewhat cushioned by 
drawing down of stockpiles and inventories in Italy. Hence, a reduction in 
gross national product is estimated at only $240 million. 

The consequent reduction in tax receipts combined with the reduction in 
counterpart would reduce the financial resources of the Italian Government by 
$200 million. In view of the conservative budgetary policy followed by that 
Government, it is reasonable to assume a corresponding reduction in defense 
expenditure. 


THE NETHERLANDS EFFECT OF NO ECONOMIC AID 


It is estimated that a loss of $80 million defense support during 1952-53 would 
entail a reduction of $149 million in Dutch defense expenditure. The curtailment 
of defense expenditure would be forced by the shortage of resources available to 
the Dutch economy. 

The effect of the reduction in aid on Dutch imports is estimated as follows: 


Drop in aid ; ; ; 80 
Offsets: 
Increased use of pipeline __- 11 
Inereased dollar exports 5 
Increase in net service receipts _ - 4 
Increase in nondollar imports 8 
Total offsets 28 
ee + Pes 52 


The dollar imports curtailed would be principally feedstuffs and raw materials 
such as chemicais, POL, cotton, coarse grains, and coal. Gross national product 
would be reduced by $150 million and total resources available (including imports) 
by over $200 million. 

It is not considered that either consumption or investment can be substantially 
reduced. It has only been assumed that per capita production will be cut by 
5 percent from the 1950 level in order to support the Dutch defense effort. A 
further cut of about 2 percent is the maximum that would be acceptable if aid were 
cut off. The investment program which consists largely of long-term program 
to make the Dutch economy viable through increased industrialization is also 
considered fairly rigid. Furthermore, in the face of increased unemployment 
associated with the reduction in gross national product, increased public works 
and housing programs are expected. Accordingly, the brunt of the reduction in 
resources available would fall on defense expenditures. 
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TURK EY——EFFECT OF NO ECONOMIC AID 


The failure to provide Turkey with $70 million of defense support in 1952-53 
is expected to cause an equal reduction in Turkish military expenditure. This 
result arises from the rather direct relation between counterpart and Turkish 
Government expenditures as well as from the character of Turkish imports which 
are used primarily in connection with the investment program and equipment and 
maintenance of the armed forces. 

Aid to Turkey is divided between direct aid and settlement of the Turkish 
deficit in the EPU. It is expected that the effect of the withdrawal of aid will be 
partly offset by a draft on reserves amounting to $10 million and an increased use 
of pipeline amounting to $14 million, leaving a reduction in imports of about 
$45 million. 

Turkish imports consist to a very small extent of consumers goods or materials 
for fabrication of consumers goods. Hence, the cut in aid will foree a reduction of 
machinery and equipment and building materials destined for the investment 
program and of POL, textiles, motor transport, and other materials and equip- 
ment for the armed forces. 

It has been assumed that the cut in imports would have a twofold effect on gross 
national product which would be reduced by $90 million. Some reduction in con- 
sumption is expected as a secondary effect of the cuts in investment and defense 
expenditure. 

The Government will be deprived of the counterpart of aid and will in addition 
suffer some reduction in tax revenues. Government investment will consequently 
be cut somewhat and military expenditure will be cut sharply. Other types of 
Government expenditure will probably be maintained. 

It should be noted that a development of the sort here outlined would very 
substantially reduce indigenous production of military material and equipment 
and force a serious decline in troop strength estimated at 80,000 men. 


UNITED KINGDOM—EFFECT OF NO ECONOMIC AID 


Failure of the United Kingdom to receive defense support of $564 million in 
1952-53 would, it is estimated, cause a $1,300 million decline in the United 
Kingdom defense program. This result follows entirely from the effeet on 
British production of a loss of imports. 

The reduction in aid is expected to cause a decline in imports as follows: 


wee a aes. Soe ie ek a eatin SMa ai ee ae Gotan 564 
Offsets: 
Increased use of pipeline Ee. y 2 cee ee Se 
Decreased use of reserves____--------- bee ELENA eee Rey 
Increased dollar exports_-———__- 3S nae Arpt a te ae 
Increased net service receipts — — - Sees Se ei es oh as than 
Shift to nondollar imports_______~_-_- ee aerate a. 
(i. 7" ee LASY OTe okt Pe psa = 404 
prenwenen ik SOuer sores. =. ee ne ccc Beal kl Le 410 


Two comments on the foregoing table are required. First, although economic 
support of $590 million is projected, the decrease shown in the present projec- 
tion is only $564 million. It has been assumed that $26 million due the United 
Kingdom under the Katz-Gaitskell agreement will be paid. Second, the pro- 
jection with aid showed a decline in reserves of $124 million to finance the in- 
crease in the aid pipeline. In the absence of aid, it has been assumed that 
reserves would be maintained. This assumption is based on the fact that re- 
serves are considered to be at an unduly low level and that they would be only 
for the special purpose of financing the pipeline. 

The loss of aid is estimated to reduce the gross national product by $2.2 billion 
to a level somewhat below that achieved in 1950-51. In view of the tightness 
of the British economy, adjustment to such a reduction in available resources 
will involve great difficulties. It has been assumed that the impact will be 
divided so that roughly 25 percent falls on consumption, 25 percent on invest- 
ment, and 50 percent on defense expenditure. It is assumed that consumption 
will be cut $545 million, or 2 percent, below the level assumed in the projection 
without defense support. The level of consumption for 1952-53 is already ex- 
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pected to fall somewhat below that of the previous year and considerably below 
the 1950-51 level. 

The projected decline of $650 million in investment amounts to almost a 10 
percent reduction. It should be noted that the projected level of investment, 
on the assumption that defense support will be forthcoming, is already about 
18 percent below that of the current year. 

Nondefense spending is regarded as relatively incompressible and a normal 
reduction has been projected. Therefore, the remainder of the decline in avail- 
able resources amounting to $1,300 million will fall on defense expenditures 
reducing them by more than one-fourth from the projected level for 1952-53 
and somewhat below the 1951-52 level. 
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WEDNESDAY MARCH 26, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON FOREIGN AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:15 a. m., Hon. James P. Richards (chairman) presiding. 

Chairman Ricuarps. The committee will come to order, please. 
We will continue hearings in executive session on H. R. 7005, the 
so-called Mutual Security Act of 1952. 

General Gruenther wants to go into certain features of his state- 
ment yesterday. He will continue with that now, and then-we will 
ask him questions. 

General Gruenther. 


STATEMENT OF GEN. ALFRED M. GRUENTHER, UNITED STATES 
ARMY, CHIEF OF STAFF, SHAPE 


General Gruentuer. Mr. Chairman, I thought I would try to 
give the committee some information which was not appropriate to 
disclose in yesterday’s open hearing. First, I should like to explain 
what the military planner goes through in working out a plan, because 
in the final analysis that is what you are considering here, the ad- 
visability of implementing that plan and what it takes. I think you 
should know how the plan was made. 

(Discussion off the record.) 

Mr. Mansriextp. Is the Army getting away from this habit of 
transferring people into intelligence who have no knowledge of intel- 
ligence or are they getting specialized in that particular field? 

General Grurentuer. | cannot answer that specifically, because | 
am not close enough in touch with the Army here. 

I know that General Collins, and all the Chiefs, are keenly aware 
of the necessity for having good intelligence. They are putting in 
more and more talent. The one thing I think I can tell you is there 
was a time when intelligence as a career did not have much promise. 
That has been corrected. So the incentive to be an expert in the 
intelligence field exists very, very definitely. I think the realization 
is there. 

(Discussion off the record.) 

Mr. Risicorr. The more we cut any of our programs the further 
back you place those elements in the second and third priority. 

General GruentHER. Yes. You begin getting that choice, whether 
you want your right leg or your left leg cut off, which is a choice we 
are facing all the time in these priority decisions that you mention. 
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Having considered the threat problem from here to here, the planner 
then says, ‘‘What does it require to meet that? What do we need if 
the attack should develop to the extent that the Soviets have the 
capability of having it develop if they act intelligently? What do 
you need to meet it?” 

The military planner works on it, debates it and argues about it a 
great deal. 

This chart shows an answer to that. I use the term “an answer’’ 
only to avoid giving you the impression that it is a mathematical 
science in deciding what kind of forces you need to meet a threat. 

I would say to you that vou should look on it as an order of magni- 
tude figure. 

(Discussion off the record.) 

General Gruentuer. Those requirements are military estimates, 
educated guesses, if you will, as to how to mect this problem. Our 
people in our headquarters are working on that all the time. The 
requirements have not been approved but they do represent the best 
military judgment. 

Obviously, the economy of the countries is going to be the deter- 
mining factor as to the feasibility of these. 

Mr. Vorys. What is SCS? 

General GruentueEr. I will come to that in a second, if I could stay 
on this for a moment. 

The North Atlantic Council said this last September, ‘Well, we take 
note of these, but what can we do about it?” And they appointed the 
Harriman Committee to go into this subject and say, ‘‘O. K., we are 
willing to accept these as desirable goals and maybe they are absolutely 
necessary. Maybe we have to have that very last division that is 
mentioned there, but we are now going to estimate what the countries 
can do.” 

That was the job of the Harriman committee, sometimes referred to 
as the “Wise Men Committee.””. They worked for 10 weeks on this 
problem. 

(Discussion off the record.) 

General Gruentuer. They then said, ‘All right. Now let us see 
what we can do in terms of programing for each year. Out of this we 
can do so much in 1952, so much in 1953, and so much in 1954.” 
These are the estimates that committee came up with. 

The 1952 figures were approved at Lisbon. This is the basis of the 
Lisbon figures. The NATO nations are moving toward this goal. 

(Discussion off the record.) 

General Gruentuer. Now, the goals for 1953 and 1954 were 
noted and accepted as provisional goals. An arrangement was made 
at Lisbon, based on the recommendation of the Harriman Committee, 
that they would review those goals each year to see what they would 
be for the next ones. There are now provisional goals for 1953, and 
planning for 1954. 

Mr. Herrer. Do vou mind an interruption? When you speak of 
the 12 nations making an agreement at Lisbon for 4,000 planes in 
1952, does that mean 4,000 planes of their production or 4,000 planes 
that thev man, or 4,000 planes that we produce and put on the ground? 

General Gruentuer. What they decided was this: There was a 
considerable amount of indigenous production involved in the estimate 
of the planes for this figure. The nations have considered what they 
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could do. In certain cases, when working out these goals, they said, 
“We can do this if we have assistance of a certain kind.” 

For each nation it is different. In some of them they said, “We can 
provide all the necessary manpower, the pilots, and the budgetary 
requirements.” It varied in different ones. As a general principle, 
however, and I think it is that which the import of your question is 
directed to, they do require assistance. 

To give you a specific instance: The French have a very fine plane. 
You have read about it, the M-y-s-t-e-r-e, known as the MD-450. 
The new model is the MD-451, and the next model is 452. You 
have seen some arguments as to whether it is better than the F-S6. 
Both are good planes. 

The United States representatives consider that it would be de- 
sirable to have the maximum possible number of these planes made 
in France. The fighter-bomber type, which is a heavier type requir- 
ing a lot in the way of electronics, is uniquely a United States type 
of plane. For another nation to get into that is very complicated 

(Discussion off the record.) 

General GruentHer. The British survived by being able to 
defend their island and consequently had a terrific amount of experi- 
ence in the intercepter field during the war. No one has more experi- 
ence on this subject. 

The SHAPE people want to see such foreign production continued. 
We want to see those things made in France, made in the United 
Kingdom. 

I do not want to be saving that that is the only reason for defense 
support. But that is a particular reason why defense support is 
valuable. To take the case of the French: Here is a specific problem 
They are getting ready to make, and have tooled up, a certain num- 
ber of those Mysteres. I do not know the exact number. 

(Discussion off the record.) 

General Gruentuer. This is a specific illustration, a very vital typ 
of assistance, a very important type of assistance in this defense pro- 
gram that would enable the Mystere to go forward. 

Mr. Herrer. On that last point, there are obviously a number of 
ways of meeting the situation if vou feel it is important to meet it. 
But when vou speak of defense support vou are speaking now actually 
of a cash hand-out to the French Government: are you not? 

General Gruentuer. | am not familiar enough with the defens» 
support to answer on that. More competent witnesses will testify 
how they give that assistance. 

It is my general guess, and I can be very wrong on this, that vou 
give it in terms of assistance for machine tools, and so forth. But 
that is a general guess. My suggestion would be that vou have much 
more competent witnesses here. 

Mr. Herter. The offshore procurement end of it has not come 
under you at all? 

General Gruentuer. No. That is not necessarily an offshore pro- 
curement project. That is a project that the French Government is 
doing for itself. 

From the standpoint of United States policy, | should say you would 
want them to do it for themselves, that vou are eager to have them 
on a self-supporting basis to the maximum degree possible. 
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The philosophy of the offshore procurement—and, again, you will 
have better witnesses on this point—is that the United States buys 
certain equipment in certain countries and turns that over to some of 
our allies instead of buying that equipment in Los Angeles or in 
Pittsburgh. 

The other thing I am talking about is an indigenous type of pro- 
duction where you want to keep European countries making their 
own radio sets, their own trucks, their own airplanes, or at least a 
substantial portion thereof, and you want an economy that will be 
sound enough to support that. 

Take one thing as a sidelight on this. This problem is coming up. 
With the equipment that is being furnished and will be furnished 
there is a very terrific maintenance problem. How are the replace- 
ments for that equipment going to take place? That is going to call 
for a big industrial effort. 

One would hope that the economies of these countries would be 
such that they could support that maintenance. The general philos- 
ophy under which the United States is coming into this is that they 
are supporting, during the capital build-up of military equipment, 
European economies which were badly shattered by war and are 
unable to undertake this heavy load. 

We want as a general philosophy for them to get on a sustaining 
basis as soon as possible. That is a man-size problem, even in such 
a simple word as ‘‘maintenance,”’ because the maintenance of an air- 
plane is a very, very expensive proposition. 

Mr. Risicorr. I do not know if this is in your field. Take this 
French Mystere plane, and the Rolls Royce engine that is made in 
England. Engineers who are familiar with these factors tell me that 
there are features on that that are far superior to anything we are 
making in this country. 

Is the Army or the Air Force urging upon our manufacturers to 
swallow their pride and adopt these features if they are superior to 
ours since we have this lag in our own engine production? 

General Gruentuer. I do not know. 

Mr. Mansrieip. May I interpose there and state that I have been 
told on good authority that as far as the development of the Rolls 
Royce engine was concerned that the British have turned—you were 
with me, John, when we got this information—over all the details 
and designs relative to this engine, the plans of which I understand 
took up six or seven trunks. So it is over here for our people to use, 
and they have turned it over without any trouble. 

Chairman RicHarps. We have two witnesses who can testify 
directly on that point. 

General GruentHer. Coming again to this break-down [pointing 
to chart], the 1952 increment has been approved by the governments 
dnd announced at Lisbon. 

The program for land forces was 50 divisions by the end of 1952. 
This point has caused us some worry. What is meant by the 50 
divisions? This is what the governments agreed to on that. 

We have as ea basic philosophy that we want the minimum number 
of active divisions in time of peace. We want to concentrate on 
reserve divisions, reserve divisions which are effective and can be effee- 
tive immediately. As I said vesterday, that is a diffcult problem and 
I do not want to minimize the problem and tell vou it is going to be 
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solved and there is nothing to it. Our headquarters will devote a 
great deal of its attention trying to solve this problem. 
(Discussion off the record.) 

Mr. Ripicorr. May I nda something so that he can answer your 
question and mine? What you have just said is very, very important 
because I think a lot of us have been looking at these ; creat unobligated 
balances and have become very skeptical about the whole program. 

Since you are talking of 1953 instead of 1952, it becomes very im- 
portant for those who would want to support the bill to be able to say 
this on the floor, because it changes the entire perspective of the 
arguments for this bill. 

(Discussion off the record.) 

Mrs. Boutron. What is SCS? 

General GruentueEr. It is the Screening and Costing Staff. If vou 
say the word “Harriman” each time that you look at it, you will 
have the same thing. 

That leaves us this much of a gap. How will that gap be covered? 
Presumably, it will be by a future program, if the United States so 
decides. However it is covered, there will be a gap for 1954 
Presumably, it will be covered then. 

Even assuming the optimum, you recognize that the military 
requirement has not been met. 

(Discussion off the record.) 

Mr. Vorys. You see, we are reviewing in this committee not just 
what the requests are for this year, but we are reviewing what our 
Government has done with all the money we have authorized and 
Congress has appropriated. 

We were told in SHAPE, and repeatedly in France and in other 
countries in Europe, that the French and others were ready to bring 
men into military training as soon as they got equipment, 

We were told that it was the delay in equipment from us that was 
delaying the formation of divisions. We were told by Mr. Lovett, as 
| remember it, the other day, that there were no forces delayed be- 
cause of delays in equipment. 

Mr. Mansrieip. No; that forces had been delaved because of 
delays in equipment. 

Mr. Vorys. | thought it was the other way. 

Chairman Ricuarps. He said the equipment for the training of 
divisions had not been delayed. 

Mr. Jupp. I do not mean to pick up either General Eisenhower or 
Mr. Lovett in what may have been offhand remarks. But the story 
is in the Washington Post this morning. The Alsops have it in their 
column. 

The thing I understand about the delay is that it is not our responsi- 
bility here—it is the delay in the United States executive branch in 
translating appropriations into equipment for those forces. 

We have to get this point straight. We are still going through 
funds already appropriated. A lot of us want to know the full story 
on the delays on present programs before we get to any 1953 or 1954 
programs. 

General Gruenruer. I could not agree with you more. The 
responsibility which vou gentlemen have is very great. We are not 
trying to sell you anything. We are trying to show you what the 
conditions are. 
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Why there have been delays in deliveries we do not know. You 
will have competent witnesses who will address themselves to that 
point. 

Mrs. Bouron. You do agree, however, that the delays in delivery 
of training equipment and other equipment have very much slowed 
down what you want to do? 

General Gruentuer. When you say “training equipment” I do not 
think I could agree to that. I would say that the shipment of training 
equipment has, in general, not slowed down the activation of units. 
But that is only part of the problem. What we really do is go to them 
and say, “Let’s get it.” They know what to say then, “‘We want so 
many radio sets, so many of this.”’ 

Mr. Vorys. It is General Olmsted? 

General Gruentuer. It comes to General Olmsted. It is General 
Kibler, who has a group in London, which will be moved to Paris in 
this new set-up. We tell him, ‘‘We are in trouble,” and ask him to do 
something about it. 

Their ability to do something about it has limitations, and General 
Olmsted will tell you some of the limitations. 

Chairman RicHarps. There is one question before you leave this 
training-equipment problem: Of course, if you get enough equipment 
to train a division, vou are getting somewhere? 

General Gruentuer. Yes. 

Chairman Ricuarps. If you had equipment to train a division, and 
it was given necessary training, how long would it be after you get 
full equipment to fight, before that division would be ready to go? 

General Gruentuer. I would say if the men are in an active 
division, fairly up to strength, a few months will bring them along; 
in the order of magnitude of 6 months vou will have a fine division. 

Chairman Ricnarps. You are getting somewhere with the training 
equipment? 

General Gruentuer. Yes. 

Chairman Ricuarps. Let us take 50 divisions and forget about 
the rest of it. How much has this production slowdown retarded you 
in vour plans over there? 

General Gruentuer. I would say that—the only reason I am 
thinking on this is because 1 have to go back and think what we are 
doing—the 50-division commitment that came out of Lisbon was more 
than we thought they were going to be able to do considering the 
strained economies. 

So, if we can come out of this by December 1952 with 50 divisions 
and 4,000 aircraft operational, we will consider that we have made 
remarkable progress in spite of this slowdown and failure to get 
equipment. 

How much it has slowed us down, I do not know. 

A lot of it is psychological. This can be off the record. 

Chairman Ricuarps. Off the record. 

(Discussion off the record.) 

Mr. Mansrrevp. General, if the Dutch were to raise a division, 
where would they train for their maneuvers? 

General Gruentuer. This year they will trainin Germany. That 
is another problem that is giving us a headache all the time. Ina 
country like the Netherlands, there is little maneuvering room. On 
the German border there are adequate training areas. 
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It is a question of making the arrangements, and so forth. That 
is a problem, but it is a solvable problem. We can work that problem 
out. 

Mr. Merrow. If they get the Schuman plan to working, and 
finally agree upon a Europear army, will they not be able to meet 
the coals without so much dependence on the United States? 

General GruenrHer. Yes. I think this: If vou can make the 
economies more stable, if vou can get them as functioning, viable 
economies, it is going to relieve the burden on the United States very 
considerably. 

The time lag in it is another factor. 

But, certainly as a fundamental policy of the United States, | 
should think it would be just along that line. I believe this Goveru- 
ment has supported the Schuman plan. Certataly it is supporting 
the European defense-commiunity type of thing. 

Mr. Merrow. If they could make more haste io working out the 
Schuman plan and getting it ia operation, and more haste on the 


formation of the European army, then they could better help them- 
selves and would not be so dependeat on us? 
General Gruenruer. | think that is true. The art of politics 


omes in there. That is a pre blem. 
Have I answered vour question, Mr. Ribicoff, because you raised 
this point? 
Mr. Risicorr. You did not put the answer on the record as to 
the iast Thy ortant thrag: can we talk about this on the floor? 
General Greentuer. | think, when General Olmsted comes before 
you, this thiag i am tall bits about here i do net KDOW how he 


handles it-—how about that, Colonel Thielen? 


STATEMENT OF COL. BERNARD THIELEN, OFFICE OF SECRETARY 
OF DEFENSE 


Colonel THirLten. He actually presents it to the committee in much 
the same way you have, sir. 

General Gruentruer. Mr. Ribicoff is raising the problem. Does 
he say this is X division for this year and Y division next year? 

Colonel Tuis ten. | think at the moment it is not cleared, but I 
think we can probably spring it by that time. 

(Discussion off the record.) 

General GRUENTHER. It is not my business to interfere with what 
the Department of Defense releases. But my own view is that that 
is releasable information. However, | would hate to see released a 
breakdown for each country. | would rather have that in executive 
session, because seme of the parliaments have not approved all of 
ihese figures, and certain sensitivities are involved. 

Mr. Risicorr. From our point of view, those who will defend the 
program will have a tough job as it is, and we ought to have some- 
thing to argue about. 

Mr. Javirs. Before you get away I would like to hear you advise 
us, if | may say that, on the question of juxtaposing peripheral 
defense from Great Britain, North Africa, and so forth, and cen- 
tralized defense in Europe. 
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I think some word from you and General Eisenhower as to the 
broad strategic concept would help. Right now we are looking at the 
trees, and perhaps we should know a little bit about the forest, too. 

General GrurentHer. Here is what we are trying to do, taking in 
the so-called calculation of requirements where we have given you a 
figure, and I repeat 

Chairman Ricwarps. General, it has been suggested that possibly 
you would want this off the record. 

General Gruentuer. If it would be agreeable to you. 

Chairman Ricuarps. This will be off the record. 

(Discussion off the record.) 

Mr. Mansrreup. General, would you care to comment on the 
Kersten amendment, which reads as follows [reading]: 
and not to exceed $100 million of such appropriation for any selected persons 
who are residing in or are escapees from the Soviet Union, Poland, Czechoslovakia, 
Hungary, Rumania, Bulgaria, Albania, Lithuania, Latvia, and Estonia, or the 
Communist-dominated or Communist-occupied areas of Germany and Austria, 
and any other countries absorbed by the Soviet Union, either to form such persons 
into elements of the military forces supporting the North Atlantic Treaty Organi- 
zation or for other purposes, when it is similarly determined by the President 
that such assistance will contribute to the defense of the North Atlantic area and 
to the security of the United States. 

General Gruentuer. Well, I would say that the objective—— 

Mr. MansrFie.tp. We do not know if it is in your field or not. 

General GruentHer. Not directly. I would say that the objective 
there is a very laudable objective. 

The implementation, in order to put the objective into effect, of 
course, will require a good deal of collaboration with the North 
Atlantic Treaty countries. I do not know what has been done on that 
It will present some difficulties as to how they will handle these people 
in each country that they come in. That type of problem will be 
dealt with by the North Atlantic Council, I would say. 

Mr. Vorys. The point that Mr. Mansfield questions is whether you 
know of or have any workable use for a Polish Legion or a Czecho- 
slovakian Legion which is solely for defense of the North Atlantic 
area. 

That is where I think it would be interesting for the committee to 
have the viewpoint of NATO and SHAPE itself as to the military 
possibilities of such units. The question is: the law is geared to the 
defense of the North Atlantic area. As to how valuable such units 
might be, or if you propose to have any, that is the point; is it not, Mr. 
Mansfield? 

Mr. Mansrretp. Yes. 

General Gruentuer. The units would be valuable. Here is where 
we are not competent to give an offhand opinion on it. I am not. 
You see, the administrative side of getting these troops trained and 
ready is something that will be a responsibility of the country. We 
are not set up to do that and are unable to do that. 

What kind of problems that creates for them will be a different 
matter. 

Mr. Vorys. No; it is not the responsibility of the various countries 
because these are not the people that have come out of any of the 
North Atlantic countries. This outfit was supposed to be recruited 
directly by NATO just because none of the escapees came from any 
of the NATO countries. 
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General Gruentuer. You would have to set up some kind of admin- 
istrative organization to train them, to clothe them, to pay them, pro- 
mote them, organize them. It is that sort of thing. Maybe the 
NATO organization itself would set up such an administrative 
organization. 

Mr. MansFikip. Do you not think that probably what would have 
to be done is what Mr. Dulles talked about the other day, setting up 
camps to screen these people? 

General Gruentuer. That is only the start of the problem, the 
screening. Having screened them, then, the next part of it will come 
on. Will the payment be continued for them? The $100 million 
would presumably pay them. Would they be absorbed in a country? 
Would they be absorbed in France? Would you set up a training area 
where they would be taken care of? Do they become stateless or 
citizens of a country? What happens to their wives; who handles 
that? 

[ am sure there are answers to that sort of question. 

Mr. MansFietp. There may be answers, but we do not know what 
the answers are. You have the answers for the Lodge bill which 
takes these aliens into the American army. 

(Discussion off the record.) 

Mr. Vorys. This is not anything to be done by the individual 
NATO countries. If this is to be done at all, it is to be set up right 
under SHAPE, because it cannot be an army of liberation. It has 
to be a defense force. When you boil it down militarily, what is 
proposed by this is that vou get up either a part of a European army 
or a new army made up of escapees. 

I have never heard any responsible military man say that such an 
organization could function. I am anxious to know about that. 

General Gruentuer. It would require quite a bit of doing to 
organize it, Mr. Vorys. I have never heard of it until now. I saw 
what I think was a reference to it in the paper a day or two ago. That 
is the first time I have ever heard of it. 

Mr. Jupp. If General Gruenther does not have anything further 
that he wants to say in his general presentation, | would like to ask 
some questions. 

Mr. Roosreve.t. Are there not more charts? 

General GRUENTHER. I was just going to cover one other point here. 

You understand the general philosophy of the way this is programed. 
The only other point that 1 want to raise is how the relationship now 
goes to the delivery, on account of the fact that there is a time lag in 
the delivery from the time you appropriate the money until the equip- 
ment is there. 

(Discussion off the record.) 

Chairman Ricnarps. Is that based on the speed of the past 
deliveries? 

General GRuENTHER. It is based on estimates that have been given 
to us by the Department of Defense, Production, and so forth. 

The moral to that is simply that the program has not been over- 
programed as far as we are concerned. In other words, there will be 
forces to utilize this equipment, not only to utilize it but there will be 
an unexplained gap which we will have to explain to the Nation. 

Mr. Fuiron. Are those divisions armored divisions? 
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General Grurentuer. They are the types of divisions that have been 
agreed to by the nations in this Harriman crowd, which includes both 
armored and infantry. 

‘Mr. Futronx. Could they be set up not as armored divisions, even 
if they could be equipped as armored divisions? Could vou solve the 
problem by changing the type of division from— 

(Discussion off the record.) 

General Gruentuer. On that, you should know this: We are very 
much concerned by the cost of armored divisions. They are out of 
this world. We are utilizing every device at our disposal to cut down 
the requirement for the number of armored divisions. 

Unfortunately, the threat of the Soviet is an armored division 
threat. The best wav, as a general principle, to meet that threat is 
by the use of armored divisions, which are extremely expensive. 

(Discussion off the record.) 

Mr. Vorys. Looking at your chart, vou have a calendar year chart. 
But I note 

General Gruentuer. These little hashes refer in each case to the 
fiscal year program that you are considering. 

Mr. Vorys. Looking at December 1953, I do not understand the 
difference between the barber pole and the plain ones. 

General Gruentuger. The barber pole one is the deliveries and this 
is the program. What this really means is that by—we will start in 
here, the 1950 and 1951 program, and that means that this proportion 
of it has been delivered by 1952. In other words, 80 percent of this 
program will be delivered by 1952. 

On the 1952 program, this portion of it will be delivered, which is 
o0 percent of it. 

Mr. Vorys. What I wanted to get at is this: Something like 80 
percent of what is to be done between December 1952, and December 
1953, is out of the old programs. As I understand it, not a dime from 
the amount to be authorized in this bill will be expended in fiseal 1953 ; 
am I right about that? 

General Gruenruer. I do not know whether it will be expended. 
You had better answer that. 

Colonel Tureen. Here is the delivery [pointing to chart]. This 
is the program vou are working on right now. Here is the part of it 
that will actually be delivered by December 1953, which is 70 percent. 

Mr. Vorys. Which is 6 months of fiseal 1954. 

As I understand it, that little bit up there at the top is not contem- 
plated to be spent, delivered, or anything else during fiscal year 1953. 
Can you tell us about that? 

General GruenrugrR. Can vou answer_that, Colonel Thielen? 

Colonel Tuteten. I think, as the general explains, when we get 
bevond July of 1953, into fiscal 1954, we will have pretty substantial 
deliveries from the money that we are in for at this moment. 

Mr. Vorys. That is not what I got from Mr. Lovett’s statement. 
He mentioned only obligational authority. 

As I understood it, there was not anything, not a thing, to be pur- 
chased and delivered before July 1953, out of what is proposed in this 
bill. Am I right? 

Colonel TuieLen. That is before July 1953. We have 6 months 
more, of course, in calendar 1953. 
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Mr. Vorys. So everything is to be provisional with NATO, but 
the only thing that cannot be provisional is what Congress has to do, 
Go ahead. 

Mr. Jupp. You say we will have over there in 1952, 80 percent of 
the 1950 and 1951 programs. Does that mean that we are 20 percent 
behind what was programed? 

General GruentHER. Not necessarily. 

Mr. Jupp. But that is what we intended to do by this year and we 
only got the barber pole? 

General GruentHer. This is the total of the program, and this 
is the amount—80 percent of it will be delivered by December of 1952. 

Mr. Rieicorr. You hope. 

General Gruentruer. That is what these people say. How much 
of it they have hoped to do, whether that represents they are behind 
or better than schedule, I will have to turn that over to the Defense 
Department to answer. 

Mr. Jupp. Does not the left-hand column show 

General Gruenturr. That is the program itself. 

Mr. Jupp. That is what they intended to do when they came 
before us previously, is it not? 

Colonel Tuieten. No, sir. That is the program, the amount of 
money, practically speaking, not a delivery forecast. 

General Gruentuer. General Olmsted will go into that. I am 
not competent to discuss this problem. The only part that we come 
in on is this: We go to the Defense people and say, “O. K., when 
are the deliveries going to come?” They give us that schedule. We 
cannot argue whether that schedule is right or wrong. 

We say, “All right. On the basis of that information, that will 
leave us in this fix. We are presenting to you what that situation is.”’ 

Chairman Ricuarps. | would like to say for the information of the 
committee that it is planned for the general to remain until 1 o’clock 
and then come back at 2:30. . 

Mr. Jupp. I would like to have the chart back again when General 
Olmsted is before us. 

Mr. Risicorr. I am curious about this: Instead of being here, do 
you not think that your time would be better spent—and I am not 
being facetious—with General Olmsted and the Defense Department? 
The goods are not delivered and all they are giving vou are some charts 
and paper armies to figure on. This is not a new argument. I think 
many of us argued with General Oimsted last vear and the vear before 
about the counterpart and about the general philosophy. We author- 
ize, We appropriate, but these bovs do not deliver. 

These are your boys that vou know down in the Pentagon and have 
known for all these years. They are not producing the goods because 
they have all become economists. [am very serious about it. [hope 
before you go back to Europe, having done an excellent job here, vou 
do as well with the fellows that vou know down in the Pentagon. 
Then vou will have done a service to the Nation. 

Mr. Fuiron. Then, in defense of General Olmsted, they are caught 
in an election vear and maybe we can postpone the election. 

Chairman Ricuarps. Let us permit the general to go ahead. 

General Grurentuer. The final point that 1 would like to make is 
that we at SHAPE and General Eisenhower, specifically, endorse the 
principle of ‘“‘defense support.” 
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We do not have, we are not economists, nor do we claim to have any 
special knowledge in that field. But we do tie it into this: We feel 
that the interests of the United States are going to call for a viable 
economy on the part of these people or else this program that we are 
working on is going to be absolutely useless. 

The way that assistance is given, whether the program to be 
presented to you is the correct program, we do not know. We live in 
areas where we see the effects of the strained economy. 

We see all the time, worries, fears, attempts, and threats that the 
programs will be cut back. The programs are all too meager as it is. 
I have not gone into the details of the air program with you because 
you will get those details. We are not arguing but discussing the 
question of principle here. 

We feel that the security interests of the United States are involved 
in the question of foreign aid and not charity. 

I recognize that the responsibility you have is a terrific one, and | 
do not envy your position. While we think we have one of the 
toughest jobs in the world, I think your job is even tougher. 

I do not say there is an easy solution to it. We have no desire to 
be selling anything. It is a joint problem. Your problem and our 
problem is to work this out together. 

We claim no excellence in attempting to solve it. We are simply 
presenting the facts to you as we see them. That is all I have to say. 

Chairman Ricuarps. Thank you, General. We have over a 
half-hour we can put in on questions and answers. Who wants to be 
recognized? Dr. Judd. 

Mr. Jupp. I have two questions. One of them has to do with basic 
philosophy. I have asked other witnesses this same question: Is the 
primary objective to build up quickly strength that would deter and 
prevent a war even though it was not the most modern equipment and 
new models which would better enable us to win a war later? Or is it 
to delay and delay as we have been doing now for 3 vears in getting 
vur productive capacity going, in order to have later models and 
better weapons and be better able to win a war if it comes? 

General GruentrHer. I would say, sir, that the objective is to 
deter aggression. We both start with the same premise on that. 

The only question that really arises is how you best deter the 
agyression. If the weapons that you are talking about are really 
effective weapons, whether they happen to be out of date or not, I 
would say is secondary. 

Let us take a country like Turkey. As General Arnold will tell you, 
they have a half-dozen weapons in this field, and Italy has, too. We 
are not saving that they should be replaced now. 

But in this deterrent philosophy I am sure that you recognize that 
if this other fellow finds it is all a shell and a bluff, of course, it lessens 
very much the deterrent value. 

But I agree with you in principle. The thing we are always yelling 
about is, “‘Get the stuff over.” 

Mr. Jupp. You said yesterday the other fellow is depending more 
on quantity than on quality. Why do we not depend on getting 
quantity on our side right now? If he can depend on a large quantity 
of not-so-good models, why can we not do that? He gets four of 
our B-29’s. He is not embarrassed. He is not proud. He starts 
copying the B-29 in quantity. 




















MUTUAL SECURITY ACT EXTENSION 2S I 


He has a better tank than we have, a better submarine. We are too 
proud to copy his model and produce it in quantity in order to prevent 
his starting something. We have to think up a new model. 

I would prefer to have a lot of his model so that he confronts such 
strength that he does not dare start a war rather than have only a 
few of a possibly better model and thus confront him with such weak- 
ness that he might be tempted to start a war. 

If it is all junk 5 years from now but has prevented a war, it is a 
cheap investment rather than to have a war which will cost 10 times 
as much money, not to mention the lives. 

General Gruentuer. If that was a choice of alternatives, there is 
no question but that it would be cheaper. I think it would be bad 
from the viewpoint of the committee, in the event war did not occur, 
if the military went in and loaded up on obsolete equipment. You 
would have a considerable difference of opinion in this room. 

Mr. Jupp. I am taking my stand. I would rather do that and 
prevent a war than to delay in order to have the latest model gadget 
and get into a war and spend infinitely more money and men, too. 

General Grurentuer. Take the instance of tanks. To go into an 
obsolete model of tank is a difficult thing in itself. They have to 
set up the same production lines. 

Mr. Jupp. Why not take the German or Russian model and start 
building it? 

General Grurntuer. I do not think that is quite the thing, Dr. 
Judd. I think the tank the United States is working out now is 
going to be the finest tank in the world. 

Mr. Jupp. We are? 

General Gruenruer. Yes. It is true there are bugs in it. They 
have accepted relatively few. That is going to be a very, very fine 
tank. But you get into production problems. We agree with you 
in principle. The thing we want to do is stop the war from taking 
place. 

Mr. Jupp. My other question, Mr. Chairman, has to do with the 
question of unity in Europe. Mr. Harriman told us at the beginning 
of these hearings it was his conviction that it was easier to get unity 
on the military level than it would be on the political or economic 
level. Some of us have tried to get economic and political unification 
of Europe. 

He argued that if they worked together in a common defense, then 
gradually that military unity would go over and be extended to the 
political and economic fields. Others have said, ‘“‘What is the use of 
having an allegedly European army if they do not have political 
unification to direct the army? Whose policies is the army to carry 
out?” | want your judgment on that. You must have given a lot 
of thought and discussion to it. 

General GruentHer. We, in our field, | would say, are trying in 
every way possible to do something on that. General Eisenhower's 
prestige, of course, enables him to discuss the matter with these 
people in order to get simultaneously the political, economic, and 
military unity. 

The military unity is much closer to realization than the others. 
So he goes ahead on that. But he never lets up in any group he is 
with in stressing the very point that you are, that we have to do 
that, that it is a European problem, but that in the long run it is 
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going to be extremely difficult, if not impossible, to provide the eco- 
nomic sustenance for a new European defense unless they have unity. 

Mr. Jupp. How and by whom and for what is your army going to 
be directed if they do not have political unity? 

General Gruentuer. Well, I think we have worked out a scheme 
to cover that which will be effective. It is not the ideal scheme. 
There is no question about that. But that army will be trained. 

They have already got to the problem of setting up the staff. They 
are working out a loose, if you wish, federation for control. Maybe 
it is too loose. What they do is turn that army over to us. They 
turn those divisions over to us when they are substantially ready, 
and then we are able to handle it pretty well. 

I grant you that would be much better if there was European unity. 
Of course, as you know, General Eisenhower keeps saying, “I think 
what you ought to do is call a political convention and get this thing 
started.”’ He is making quite a bit of headway on that. 

Mr. Jupp. You think the obvious necessity for a common defense 
has made a substantial contribution to the change in opinion toward 
political unity? 

General Gruentuer. It has been quite a catalytic agent. 

Chairman Ricuarps. Mr. Herter. 

Mr. Herrer. About 3 months ago the ECA or Mutual Defense 
brought over to this country a lot of industrialists from the various 
countries concerned—— 

General Gruentuer. Including the present premier of France, 
M. Pinay. 

Mr. Herter. They all had in mind one single answer to one part 
of this problem, and as far as | can make out no one has any sympathy 
with their answer to it on this side at all. 

That is, they infinitely prefer to have orders placed in their country 
for dollar payment or military goods rather than to have us continue 
the old ECA method with counterpart and the handing of chunks of 
money over to the governments concerned. In other words, they 
thought by doing that it would help them. It is a method of offshore 
procurement. 

That is the reason I raised the question a little while ago. We 
would get military equipment and end items faster. ‘They are tooled 
up for a lot of these things. But our military men do not seem to 
like to spend dollars for what the other fellow is doing. I think the 
Pentagon hates to see a dollar spent for buying a French plane. 

But from the approach of Congress it would be easier and would 
meet the needs of their own economy better if we could adjust some 
of ours more to this offshore procurement, even if we had to gag a little 
bit in taking over contracts that we did not think were perfect. 

I do not know to what extent you have gone into this as an alterna- 
tive to what is presented. 

General Gruentuer. We have not gone into it enough to make any 
contribution on it. Our view is to use offshore procurement to the 
maximum extent practicable. I am not in close enough touch with 
the Pentagon to know the situation on that. I understood it was 
accepted and had felt they were doirg everything possible to make 
that a realistic move. 

I know that Mr. Draper, for example, is pushing it in every possible 


way. 
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Mr. Herter. You worked for quite a while with Mr, Herod over 
there. I hope you can get him as a witness before you get through 
here. I know he feels strongly about the same thing. 

I do not see in the entire proposition a nickel for that type of thing. 
There was a great question last year as to what authority you had for 
doing that sort of thing. 


STATEMENT OF THEODORE TANNENWALD, ASSISTANT DIRECTOR 
AND COUNSEL, OFFICE OF THE DIRECTOR FOR MUTUAL 
SECURITY 


Mr. TANNENWALD. I would like to point out this program that is 
being presented to you has a billion dollars for offshore procurement. 

Chairman Ricuarps. How much? 

Mr. TANNENWALD. $1 billion. 

Mr. Herter. Where does it appear in this bill? 

Mr. TANNENWALD, The authority is already in the basic legislation. 
The Mutual Security Defense Act gives authority to procure from 
any source abroad. 

Mr. Herrer. There is no authority to use the appropriations for 
the Defense Department for that purpose, is there? 

Mr. TANNENWALD. There are certain limitations on that. To a 
certain extent, regular Defense Department appropriations can be 
used, not with as much flexibility. 

Mr. Herrer. | hope the thing will be developed from the point 
of view of what vou call defense support. I think we have to be 
awfully clear in what we are talking about. I think that will be one 
of the biggest questions when the chairman goes down on the floor. 

Chairman Ricuarps. We will have to go into it a little later on. 

Mr. TANNENWALD. I would like to point out one other thing in 
terms of the coming 12 months, or fiscal vear. You have the same 
problems in terms of getting the dollars under these offshore procure- 
ment contracts out that you do in getting deliveries in this country, 

You have items that take 18 to 24 months to deliver. The rate 
at which you can make progress payments before you actually get 
the stuff is pretty restrictive. So the mere placing of the contract 
will not produce it. 

Mr. Herrer. I fully recognize that. I think there is one thing we 
have been oversqueamish about, and that is taking over contracts, 
You can call it a makeshift, but it is an infinitely better way to get the 
dollars over there, and easier to explain. 

Chairman Ricuarps. Chris, both “defense support” and “offshore 
procurement” have been confused a good deal here. I asked the 
question: ‘‘If it is that good, why not get more of it.” They said, 
“Up to capacity,” it might be lots cheaper, but over and above that 
you do not get the stuff or it might be more expensive. 

You want to know some of the same kind of stuff about offshore 
procurement. 

Mr. Herrer. It is certainly something I think should be explained. 
I know General Scott was trying on that last year, but it seems there 
have been obstacles in his way. 

Chairman Ricnarps. Thank you very much, General. Can you 
come back at 2:30? 
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General GruentuHeR. Yes. 

Chairman Ricuarps. There will be a few of the members who will 
want to ask more questions. 

(Whereupon, at 12:35 p. m., the committee recessed until 2:30 p. m.). 


AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., Hon. James P. Richards 
(chairman) presiding.) 

Chairman Ricuarps. The committee will come to order, please. 

General Gruenther, I believe Mr. Ribicoff was asking you questions 
when we recessed for lunch. 

Mr. Risicorr. I have talked a lot this morning but I have some 
further questions and I would just as soon wait if someone wants to 
take precedence over me. 

Chairman Ricuarps. You may proceed, sir. 

Mr. Risicorr. General, you recall when | visited with you and 
General Persons this fall at SHAPE, we had discussed the attitude of 
the European population toward the American soldiers. You may 
remember I said I had found in all my discussions that they reflected 
on the American GI. Has anything been done since then to try to 
correct some of these attitudes? 


STATEMENT OF GEN. ALFRED M. GRUENTHER, UNITED STATES 
ARMY, CHIEF OF STAFF, SHAPE 


General Gruenruer. General Eisenhower brought that up follow- 
ing your visit there. He brought that to General Handy’s attention 
and I spoke to General Handy about it about a month ago. He said 
he thought the situation was improving. 

I regret I do not have specific information on it. In our head- 
quarters we have certain contacts on that and there has been an at- 
tempt in some of these towns to bring the French people in and meet 
with them and they have made certain progress in that respect; but 
I can only give a general answer. 

Mr. Risicorr. Of course, you recall the feeling I had talking to 
American newspapermen all over that it was not so much at the bot- 
tom but it was the lack of discipline from the top. Your headquar- 
ters would probably have more influence with the generals and the 
colonels as to how they would discipline the troops. 

Mrs. Boiron. Would the gentleman yield for a moment? 

Mr. Risicorr. Gladly. 

Mrs. Botron. It seems to me that it is not just a matter of con- 
tacting the French and telling them we are what we are not. I think 
it is very definitely a question of the actual discipline of the upper 
brass; that unless our fellows will act decently over there we have no 
right to expect them to net anything but disgust and distaste for us. 

It is a very bad story. Unless we are going to do something about 
it, we had better bring our troops home from all over the world. It 
is a disgraceful and a shocking tale. 

Mr. Rreicorr. Because 





Mrs. Boiron. Nor are we going to get any place that way. 

I would hope, General, that you carry to the officers over there a 
strong picture of our displeasure. That we are not talking about it, 
doesn’t mean we are not aware of and feel deeply the shadow it casts 
upon the United States. 
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General GruentuHeER. I will do that; I will bring it to the attention 
of General Eisenhower and General Handy and General Norstad. 

Mrs. Bouron. I do not want anybody coming back to me with a 
lovely whitewash story of how beautiful it all is, for we know it is not. 

Mr. Risicorr. We talked not only to newspapermen, but to 
chaplains who had been in a long time. We talked to some of the 
junior officers whom I have known personally and intimately who 
would talk to you privately. It seemed to be borne out by many 
pieces of evidence. 

Of course, there is no sense appropriating all this money if, during 
the process, we find that the population starts hating the American 
soldier. 

In other words, it could be a self-defeating proposition. 

Mrs. Bovron. That is right. 

Mr. Rrercorr. General, would you care to comment upon the 
wisdom of a unified Germany? 

I want to say that in the middle of last year when General Eisen- 
hower said that we did not want any unwilling conscripts, in my 
opinion, he salvaged a breakdown of policy. 

Looking at this, what you are trying to do is correct the power 
balance in Europe. I wonder if you are not worried over what 
happens to our position if you actually get a unified Germany? 

Of course, we in the committee do not talk about this outside, but 
does that not worry you, the question of unification might put us 
actually in a worse position from the power-balance standpoint than if 
we had a divided Germany? 

(Discussion off the record.) 

Mr. Risicorr. The thing that worried me about this Russian note 
on this four-power meeting is that I have not seen anybody use or 
argue the idea that we say we are going to go ahead and have a meet- 
ing and sit down and talk and we lay down as a condition free elections. 

Now, frankly, I gather from people who know Germany well, a free 
election soon could very weil bring back Schumacher. Once vou have 
free elections in the eastern zone with a large group who have antag- 
onism to Adenauer, you could find a condition where Schumacher 
takes the election, and if Schumacher takes the election, whether he 
goes with Russia or not, vou certainly know he has the philosophy to 
torpedo this NATO concept and folding in German troops in the 
Western European Army. 

I wonder if this thing gives vou fellows sleepless nights? 

General GruentHerR. The London Economist for March 22, the 
one that came out on Friday, in discussing the German problem and 
the dilemma as presented by this note, brought out that very point, 
stressing —— 

Mr. Risicorr. That is interesting; I did not see that. 

General GruENTHER (continuing). Stressing that very point: that 
if an election took place that there would be a good likelihood that 
Adenauer would be knocked out. The Commies would not win, but 
Schumacher might easily win it; and what would our position be then? 
They went ahead to develop the thought that, under that and the 
removal of troops, the Russians moved theirs 50 miles into Poland, 
150 miles beyond the border. The question of what will the allies do 
presents a very difficult matter. 

Mr. Rrpicorr. Once Germany is out of it, whether they are for 
you or in a neutralized position, then the balance of power has shifted 
considerably toward the Russians and away from us? 








286 MUTUAL SECURITY ACT EXTENSION 


General Grurentuer. [t is going to be interesting to see whether 
the Soviets will accept free elections, though. It presents some 
rather unfortunate difficulties for them, too. Whether they will 
accept the elections is a question. J would be inclined to gamble that 
they will not accept free elections. 

Mr. Risicorr. Now, another thing that disturbs me—and I have 
mentioned this to the Secretary and other people who have been here 
is the feeling that all of you have put all of your eggs into the Western 
furopean Army basket. I hope and pray, and all of us do, that this 
is a successful concept; but we know that so many things remain 
to implement this, and there can be a dozen things that knock it out. 

I have been worried over what seems to be a vacuum in our own 
thinking militarily and diplomatically of an alternative policy if the 
European Army concept fails. And yet, if the European Army 
concept fails, we certainly cannot say ‘This is a great defeat, and we 
are going to wash ourselves out of the picture.’”” We must have alter- 
natives to work with. What we are hoping for is a better day for 
our side. 

Is there any thinking in your shop about alternatives if NATO fails? 

General Grugentuer. There has been some thinking, sir; but it is, 
I would say, on such a very delicate political level that the thinking 
which has been done in our shop on that will make no great contribu- 
tion to the cause. 

Mr. Risicorr. I was interested in reading the statements of these 
British officers who had come back from Korea concerning the great 
superiority of the British tank over the American tank as it had proved 
itself in action in Korea. Of course, it was very startling reading, if 
true. You talk about how expensive armor is and if it is expensive and 
it is not good, what then? 

General Gruentuer. It is not true. A funny thing on that: it 
turned out to be a hoax, actually. The fellow who made that state- 
ment was doing a little leg-pulling job and did not realize he was talk- 
ing for publication. He has had great embarrassment on account of it, 
beeause he had no idea—and he was smiling when he said it and it was, 
“Well, you know we have got the best of evervthing.”” That is as far 
as I can tell, because ] talked to some of the British officers in the head- 
quarters about it, because I was very much interested to see if they 
really felt that. Then a story appeared in the London papers a few 
days later when this fellow who was tremendously embarrassed to find 
he had been quoted this way. 

Now, then, getting down to the facts in the case, the Centurion is 
a good tank. If, however, the tanks that are presently in production 
in the United States get these bugs out of them—and I understand 
that they are hopeful that the bugs will be out of them—that will 
be the finest tank in the world in its class. 

Mr. Futron. What model or number is that? 

General Gruentuer. I forget what they call it; it is the one that 
corresponds to the 47. I forget whether they are calling it the 48, or 
what. Do vou know? 

Colonel Tuteten. That is the 48. 

(Discussion off the record.) 

Mr. Rrercorr. During this morning, various members around the 
table here were talking about many other weak spots around the 
world, and of course you said that was true and I agree with you and 
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my colleagues. But it certainly is not going to help those weak spots— 
is it?-—if we cut this program and make another potentially strong 
spot weak? 

General Gruentuer. Do what? 

Mr. Riercorr. Make another spot which is potentially strong weak, 
too. That would not help the situation? 

General GruentHer. No; it would hurt it. 

Mr. Rrieicorr. I would like to say, Mr. Chairman, that since 
[ have been on this committee, in my opinion General Gruenther has 
been the most effective witness that has ever appeared before this 
committee in my short experience. 

Mr. Javirs. Hear, hear! 

Mr. Vorys. Hear, hear! 

Mrs. Bouron. Hear, hear! 

Chairman Ricuarps. That sounds pretty good. I think we ought 
to get the press in here on that. 

Mr. Furron. Beware of Greeks—— 

Chairman Ricnarps. Are there any other questions? 

Mr. Javirs. Mr. Fulton is next. 

Mr. Fuuron. I want to ask a question on definition. We had the 
outline of what a groupement is and we know generally what the 
division is. Now, there was reference to the corps. What size of 
corps are they under NATO and how many groupements or divisions 
are ina corps and how much in personnel? 

For example, on a groupement, the sustaining units are moved out 
and put into the corps. What number of sustaining units would 
there be in the corps on that set-up? 

General GruentHer. First of all, in the discussion on this groupe- 
ment, it is not correct to refer to that as a NATO organization. You 
see, What you will really have if this European Defense Community 
goes through, vou will have contributions made to SHAPE, to General 
Eisenhower, from the European Defense Community. They will be 
coming from the following sources: They will be coming from the 
European defense force which will put their contributions in the form 
of corps groupements or something like that. You will then have the 
United States. Those are regular divisions, no different than it has 
been. You will also have Canadians, the Norwegians, the Danes, 
the British. 

Coming, though, to the heart of your question, when they do form 
the groupements, what will they turn out to be? You would have in 
this European Defense Community three of these groupements or four 
of these groupements together forming an international corps, a EKuro- 
pean defense-force corps. 

Now, we have been trying to work this point out and it is a little 
too early to say what the outcome will be; so, it is still flexible. You 
might very well have a British division in a corps commanded by a 
European defense-force officer, or likewise you might have a European 
defense-force group in a corps commanded by a British officer or by 
an American. We are trying very hard to avoid developing national 
sensitivities about whether a French commander is commanding a 
German division, or a Dutch division. 

Mr. Futron. Could I interrupt vou there to ask this: I thought 
that it was at the corps level that you left the national basis; that you 
could have the national basis at the groupement level or it could be the 
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European defense forces at the groupement level; but I thought when 
you came up to the corps level then you could not call it an erican 
corps or a British corps, but an international corps. 

General GruentHerR. That is true; that is true, Mr. Fulton, in the 
European defense force. But, just for the sake of argument, in the 
central sector you are going to have three kinds of forces: European 
defense force units, called groupements, American units called divi- 
sions, which might be in a corps, and British. 

So, it is within this European defense-force organization that there 
will be this special arrangement. 

(Discussion off the record.) 

General Gruentuer. In working that out, there will be some 
complications. There are a good many problems that are not resolved 
yet because in deploying those troops in time of peace, it is not going 
to be feasible to come in and say, all right, we will put a European 
army corps in here and a United States Army corps in there and a 
British corps there. The housing does not exist that way and there 
will be quite a bit of intermixing because you will find that housing is 
right in an American area, and the tendency will be to have them 
fairly well intermingled, as I see it. 

Mr. Futron. How many sustaining units would be in a corps if 
they were separated off from a groupement? 

General Gruentuer. Here is about the way it will work out. The 
general feeling now is that in this so-called division slice—l believe 
the term ‘division slice” is familiar to you, meaning it is the addition 
of a division plus the supporting units—the so-called division slice will 
be a little bit less than the ordinary division slice. 

(Discussion off the record.) 

Mr. Smiru. What is the attitude of the British? We have had 
some reports to the effect that they will have no part of the European 
Army, so-called. Are they not participating in the NATO set-up? 

General GruentHer. That question comes up now and then, and 
I would like to explain it. 

Every now and then you hear the statement that the British are 
not participating in NATO. ‘They are very enthusiastic and cooper- 
ative participants in NATO. But, you see, you again get this ques- 
tion of an organization within an organization. NATO, just in this 
area, the central area—there will be three kinds of forces. There will 
be British forces; there will be really four kinds of forces in the central 
area: British forces, American forces, Canadian forces, and European 
defense forces. 

Now, the only thing that the British have done is this: Had they 
said, instead of saying that they will not participate, that they do not 
mind participating in the European defense-force organization, but 
that this involves also the idea of European unity, in which they 
have felt that it was not desirable for them to participate, their 
position would have been clearer. 

(Discussion off the record.) 

General GrueNTHER. One of the major complications is_ the 
question concerning the relationship of the whole British Common- 
wealth. The question is, what voice does New Zealand have in it? 
What voice does South Africa have in it? It would become so com- 
plicated in working out a political union with this situation that they 
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would have been much better off to say that after trying to work 
this out it would be preferable for us to be on the outside looking in. 

That is a view Thad. Maybe it is a bad view. The fact is, though, 
that having said they will not participate, or the way they said it, 
they have stirred up some opposition and it is not dead vet because 
the Socialists in France feel very strongly that the British should be 
in it. Schuman, if you talk to him, will say, “TI can understand why 
they are not going to be in it, and it is all right with me.” But still 
this opposition just raised the devil with him on*it, and it easily 
could be the factor which would stir up enough contrary votes when 
the treaty comes for ratification. 

Now, the British are cooperating, and they are participating in this 
in every way possible up to the point of becoming a member; but it is 
not correct to say that they are not participating in NATO or that 
they are holding back in any way. They are cooperating beautifully 
in that. It could not be better, as a matter of fact. 

Mr. Surrv#. Churchill is having a time with Bevan and his party 
on this whole program, because he complains that it is going to 
bankrupt the British. 

(Discussion off the record.) 

Chairman Ricwarps. Pardon me. When we were talking about the 
British situation, we gained the impression last year when the com- 
mittee went over there that on the matter of airfields the British 
came nearer meeting you halfway with what you wanted than any- 
body else over there. 

General Grurentuer. No difficulty at all on that. 

Chairman Ricaarps. And on the land problems as well as the 
problems pertaining thereto. Although that was a great problem in 
France, the British simply said “‘ Here it is.” 

General Gruentuer. That is right. I give them full marks on what 
they are doing on this thing. 

(Discussion off the record.) 

General GruEntTHER. I have hopes, or I had hoped always that in 
our handling of this situation we will be able to exercise moderation 
in influencing these people rather than hitting them over the head, 
It is such an extremely important part. We are ina position now with 
world leadership in our hands—and the world is going to be fashioned 
in the way that we discharge that responsibility—the British had it for 
100 years from 1815 to 1915. But they are not in that position now 
and most of them recognize it. 

On the United States side, in pushing, which the United States does 
do and we have it in the headquarters, we have so many Americans, 
it is the American coffee, and if it is not American coffee it is Coca- 
Cola, and if it is not that, it is bingo, don’t you see? So you are 
Americanizing all the way through. 

Mrs. Boiron. But your cafeteria is managed by the British? 

General Grurentuer. The British actually run it but they put 
Coca-Cola in it, I assure you, and they do not serve warm beer in 
there. You have the American influence there and the Americans 
have a way of exercising their wishes, making them known, as you 
know. 

Mr. Smirx. Just one more question, Mr. Chairman. 

What contact, if any, General, does the American military have with 
the Soviet in Berlin? Is there any contact there, and if so, what is it? 
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General Gruenruer. It is minor; it is very minor. They will have 
a reception on Red Army Day. The Americans will go to it, and so 
forth. But it is very nominal, does not amount to anything. 

Now, in Austria, that is not true, however. In Austria they are 
still having very close contact. But the Soviet commander will tee 
off every now and then and just lambast the others, lambast the west 
as he did a couple of weeks ago. Just crucify them. 

Mr. Srrx, Thank you very much. 

Chairman Ricuarps. What is your idea of the intelligence you get 
about the infiltration of Communists? , 

General Gruentruer. Very little. The armed forces in the two 
countries where communism is the biggest threat, namely, in France 
and in Italy, the armed forces have practically no difficulty with it. 
Explain it any way you will; I do not pretend to know the answer to 
it, except this: When the young fellow goes in, 19 years old and gets 
thrown with his fellow citizens, the fact that he may have a red lean- 
ing at home causes practically no trouble at all. We do not really 
have any difficulty. We were very much concerned about that a 
year ago and the more we look into it, the less we are concerned ahout 
that. 

Not so in labor unions; not so in the factories; but in the armed 
forces. 

Chairman Ricnarps. How about the De Gaulle influence of non- 
unity? 

(Discussion off the record.) 

Chairman Ricuarps. Does it hurt the NATO training program? 

General Gruentuer. Yes. If we may go off the record——— 

(Discussion off the record.) 

Mrs. Bourton. May I ask a question? 

I wanted to go a little bit into the personnel that is assigned to 
NATO. What screening do you give them? What assurance is 
there that they are not pretty clever boys? 

General Grventuer. There are two kinds of personnel being as- 
signed to NATO. If you are talking about the people who come to 
SHAPE headquarters, they are screened by the countries that send 
them there. Of course, you can never tell and you get shocks always. 
We have not had any shocks yet. I would say that they have as a 
matter of pride tried to select the very finest personnel. If we fail 
in our job, we cannot say that we failed because of the character of the 
personnel that came to our headquarters. We will have to find some 
other kind of excuse. We have very high caliber people. Their 
loyalties are unquestioned. We have never had a leak in all the time 
we have been there except for one leak that came up and it was on a 
matter of no importance. The general was going to take a trip to a 
country and he was not sure that he was going to visit that country 
yet, so he called in an officer, had me call him in, and say that this may 
take place and if it should, it would be a week from next Thursday ; 
just check cautiously to see if anything is going on at that time that 
would make it inconvenient. 

He sent a message to the Minister of Defense telling him that the 
general was coming and the Minister of Defense said, send word, glad 
you are coming. It was not a subversive leak because it was all done 
in the open. That is really literally the only one we have had. 
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Mrs. Bouron. You said there were two kinds of personnel. What 
is the other? 

General Grurentuer. The forces that are allocated. 

Now then, the divisions that are allocated, there is no screening of 
those. That is what | meant. 

Mrs. Bouron. There is not any? 

General Gruenruer. No, because after all, they are conscript 
forces. In these countries just because a man comes from a Com- 
munist family he does not get excused from the draft. He comes in 
and serves like anybody else. 

Now, they watch those fellows and they see that they do not put 
them in sensitive positions. 

However, as I mentioned in response to the chairman’s question a 
few moments ago, those fellows create no trouble even if they come 
in as alleged Communists. Very few of them do. 

Mrs. Boiron. There is a thing that always puzzles me a good deal 
and that is this whole business of procurements. Perhaps it is not in 
your area, but at the same time we are told constantly that if we could 
give more help to the Europeans, they will produce more—offshore 
procurement we call it—which in itself or which in turn would help 
their economies. 

Does that hold water? Is that the thing that vou want the Congress 
to consider very seriously? 

General Gruentuer. I believe in it, ves, Mrs. Bolton. I think 
that the question as to the best methods of bolstering European 
economy is the subject that an expert has to give testimony to you 
on. Iam sure you are going to have that. But the philosophy and 
the principle of strengthening that economy we consider is insepa- 
rable from the military side. 

Mrs. Bouron. And you would feel that it was a cheaper proposition 
for us in the long run? 

General GrueNTHER. Much. 

Mrs. Bouron. Than to make it here and ship it? 

General GruentrHer. Much. I would not want to go across the 
board on that but, as a matter of principle, ves. 

Mrs. Boiron. Have you been able to persuade the Pentagon that 
a good many of the parts of airplanes and other equipment can be 
made over there and the ultimate product can be assembled over 
there rather than sending it from here as a unit? 

General GruentHer. That type of persuasion we have not been 
into. Just toward the end of this session Mr. Herter had made some 
remarks on that point and a man from Mr. Harriman’s office here, 
Mr. Tannenwald, sitting behind Mr. Ribicoff there, told Mr. Herter 
at that time what is contained in the bill before you. I assume it is 
correct. He is here for you to question if you desire—there is a 
billion dollars in this program for just such an effort. 

Mrs. Bouron. Do you know if there has been made a country by 
country listing of what they can do? Is that all in detail to be pre- 
sented to us? 

General Gruentuer. I can determine that. 

Colonel TureLen. Yes, sir. 

Mrs. Bouron. What of Spain and Morocco and the air fields? 
What is the effect of the increasingly unfortunate North African mess, 
France having repudiated the agreement she had with Tunis, for 
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instance, to permit them to have their own set-up by permitting the 
colonials to come in and take over, with the old agreement of a year 
or so ago with Schuman gone overboard and the men involved im- 
prisoned.~ : 

What might be done? Do you have consideration of that in mind 
at all? What effect would it have or will it have if this country backs 
up Franco and his government by increasing its dealings with him? 
Would it be possible for this country to take hold, perhaps very 
subtly, very quietly, of the middle-of-the-road possibility, not on 
Franco’s saying that he would put in Don Juan, but on wholly inde- 
pendent movement to do just that? That might save the face of all 
the people involved and get us right in line to get rid of Franco. 

General Grurentuer. The implication of that kind of a move 

(Discussion off the record.) 

General Gruentuer. | am not in a position to be quoted at the 
moment, Mr. Chairman. 

Mr. Burteson. May I interpose, if you will yield? 

In the first place, I like to think that we have some military plans 
which are not known to the world. 

It gives me a feeling of safety and yet it seems we have very few. 
Some hold to the theory that to let our enemy know our strength will 
act as a deterrent. On the other hand, to let him know our weakness 
is to invite his transgressions. But what we will do at a given mo- 
ment in this game of chess—just exactly where we will move and how 
we will move—brings up this question that you may have discussed 
when I was not here, but as I recall when General Eisenhower was 
here last year, and possibly yourself, General, I believe you did discuss 
what we would do if the Russians attacked today. Of course, at this 
exact time you would go back to Europe and we would go for the 
nearest subway. [Laughter.] 

But what would you do? There were certain fixed lines to defend 
at a time when certain conditions prevailed. Up to 4 months, or 
6 months, of preparation we would do something else. And now it is 
a year or more. If that has been discussed, I shall not ask that it be 
repeated. 

Mr. Rooseve cr. It has. 

Mr. Burueson. If it was discussed in my absence, then I shall read 
the record. 

(Discussion off the record.) 

Mr. Roosrvett. He went to Europe this year. 

Chairman Ricnarps. What is the question, Burley? 

Mr. Burteson. What would we do in Europe today if the Russians 
decided to move west? What will be our plan 6 months from now? 
Where will the line of defense be in 1953, 1954? But to repeat, where 
are we in this strategy today as compared to a year ago when you 
testified before us? 

Chairman Ricuarps. You are talking about today? 

Mr. Burueson. I will be willing to put it off until tomorrow. 

Mr. Risicorr. Today is the 26th. 

Mr. Burieson. A year ago there were certain goals to be reached 
at a certain time. Have you described progress as related to those 





goals? 
Mr. Futon. You were not here. 
Mr. Roosevetr. This was discussed. 
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Mr. Futron. At great length. 

Chairman Ricuarps. The general discussed that to a certain 
extent. 

Mr. Burieson. Then we will pass it. 

Chairman RicHarps. You may want him to say something about it. 

(Discussion off the record.) 

Chairman RicHarps. What part do the Irish play in this? 

General GrRuUENTHER. At the moment, we have no contact with the 
Irish Army, sir. 

Mr. Mansrievp. That is the balance of power. 

Chairman RicHarps. | want to ask a question, a bread and meat 
question. These fellows have been talking about cake and all these 
things. 

Would you like to be a Member of Congress? [Laughter.] 

General GRUENTHER. | would consider it a great honor. 

Chairman Ricuarps. You would rather have your own job. 

|Laughter.] 

Here is what I want to ask you. If there had to be a cut in that 
$6 billion, and there are $2 billion of it in round figures for military 
support and $4 billion of it for end items, and if you were a Member 
of Congress, in the interest and the security of this country as you 
saw it, where would you make that cut? 

General Gruentuer. If I were a Member of Congress and in—— 

Mr. Roosrveur. Or if you were President, General—— 

Mr. Vorys. That is right. 

General Gruentuer. If 1 were a Member of Congress and had 
no more knowledge 

Mr. Jupp. Than we have———|Laughter.] 

Chairman Ricuarps. Let bim complete his sentence. 

General Gruentuer. Of the subject than I have now, I would 
have to have some witnesses come before me to get the effect of various 
cuts, for this reason: The problem is so interconnected that I would 
say that the whole problem would have to be restudied as to how 
those cuts were to come about. I do not know whether ir the bill they 
are segmented so that they can be separated. But 1 would say that 
if | were a Member of Congress, 1 would not feel that I had the 
wisdom, assuming that a decision had been made of $6 billion—I thirk 
that is the figure you gave—I would not feel that I had the wisdom 
to say that so much should come from this and so much should 
come from that. 

Now, how I would get that wisdom, I do not know. But let us just 
take this question here. We mentioned this one: there are various 
types of economic support, defense support. But the question would 
come up in the first one: I would want to know, and | would get 
someone to tell me, if we cut this to $6 billion, what effect is that 
going to have on the French Air Force program? What would be 
the effect on the Mystere plane we were talking about? Will the 
French budget have to cut back that particular item? I would not 
want to go across the board if that is so. I might easily say, well no, 
| would rather cut end items out. 1 might very well say, no, I will take 
a cut of two French divisions on this or two divisions from this country 
or two divisions from that country as bad as it is and leave in the 
defense support item for a certain sum. 














294 MUTUAL SECURITY ACT EXTENSION 


Chairman Ricnarps. Then if you were in my place here, and I was 
in your place as a general, after I finished testifying, who would you 
go to to find out that stuff? 

General Gruen tuHer. | doubt if there is anyone—I certainly would 
not call the general back, not this general bac k to get the answer to it. 
I can tell you that. That is one ‘that would be eliminated from the 
list. 

Mr. Vorys. Are there any other generals you want sent back? 

Chairman Ricuarps. What generals would you send here? 

General GrugntHer. I would have some of the generals from over 
here come up and try to help me if I were working on this to see how 
this effect was going to come about. 

If I were sitting here as a member of the committee, 1 would want to 
be told about the interchangeability aspects of the program, because 
unless the interchangeability factor is considered, you might very 
easily—I might very easily as this Congressman for a moment—make 
a very ¢ rippling decision, 

Mrs. Boiron. Mr. Chairman, on that, suppose there has to be a 
billion dollars or a billion and a half or two billion cut off it, would it 
be more practical, would it more likely be possible as not affecting it so 
badly, if you were simply told, vou being a general at this point, that 
so much would have to come off it and it was up to you to decide where 
it should come? 

General Gruentuer. That would be my 

Mrs. Botron. That would be a safer way of doing it? 

General Gruentuer. Yes; I do not think the general should be tota 
that as a matter of fact, because the general is not able to estimate the 
effect on the economic side, he just is not that good no matter who he is. 

Mr. Roosevetr. Mr. Harriman might be told that. 

General Gruentuer. An extremely important man. 

Chairman Ricwarps. That is what we have to do. 

Mr. Vorys. Could I ask a question, and that is this: Everything in 
this is provisional with 14 nations as of this fall. But the United 
States Congress has furnished everything that is needed for fiscal 
1953 now, everything. 

Mrs. Boiron. Has it or hasn't it? 

General Gruentuer. | am going to disagree with that statement, 
but 

Mr. Vorys. I am just taking what the colonel said, that out of the 
$3,045,000,000 country distribution for Europe, none of that is pro- 
gramed to be procured and delivered before July 1, 1953. 

Colonel Tureen. Will not be delivered, sir? Procurement action 
must be initiated before that time. 

Mr. Vorys. That was not the statement. Your statement and 
Mr. Lovett’s differ. 

When it comes to calling up a general and asking him what he 
would cut off, Frank, vou will remember this, we called up a general; 
we had a general before us last vear and he made a little mistake of 
$198 million on deliveries. 

Mr. Roosrvett. General Scott. 

Mr. Vorys. On what was delivered. I wonder what you would 
think if Congress might say, we are a vear ahead of Europe and we 
are ahead of everybody else, and when we get statements about 
deliveries, from the Pentagon, we know that they are provisional 
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statements; they are not reliable statements; they are provisional 
because they have not only not met the deliveries that they have 
told us they were going to deliver, but they have missed it $198 million 
on what they said “they had delivered; we will just make it provisional, 
too, and we will wait until Europe and everybody catches up with us 
and then we will appropriate, and still be a year ahead of the game. 
Congress is a year and a half or so ahead of all the generals, and the 
manufacturing plants and all of Europe; would you not think that 
maybe Congress would take a provisional look? 

Mr. Jupp. Their word is illustrative, not provisional. 

Mr. Vorys. Mr. Lovett started out his public statement that 
April 2, 1951, was a historic day because that was the end of the 
planning. 

When MDAP became law, we provided that only $100 million was 
to be available at all until there was an end to the plan, until there 
was an integrated plan for defense. 

Mr. Jupp. That is right. 

Mr. Vorys. This committee, some members of it, in order to try to 
stimulate some integrated planning over there said, well, we think vou 
should have just half of it now and then the rest of it when you get a 
plan. That was changed to the Ferguson amendment providing that 
only $100 million was to be available until an integrated plan was made 
and approved. 

Now, we find from Mr. Lovett a thing that we all know, that there 
was not any integrated plan until April 2, 1951. 

Do you not think under those circumstances that Congress might 
say, well, I will tell vou we are going to be a little provisional about 
this, these fellows over there; they think all they are doing is protect- 
ing us and that Congress is going to be spreading dollars out ahead of 
them to coax them to please protect themselves. 

Now, suppose Congress would say, well, we are getting kind of pro- 
visional about this; vou Europeans are going to get all that was prom- 
ised to the military but vou are not going to get any more until we see 
how you get along. What would be the effect in Europe? 

Mr. MansFievp. Provisional for 2 vears at the same time. 

General GruentHER. The effect would not be good, sir. But the 
effect that I would think about would be the effect on the United 
States because what we are trying to do in this, and speaking as a 
United States citizen, we are trying to buy defense and our own 
defense. We are really not trying to buy the defense of Europe and 
I hope this is not considered a charity program or even a foreign-aid 
program. I prefer to consider it an investment. 

Now, I believe that the motives that should actuate us are those of 
securing an equilibrium at the earliest possible moment so that we can 
get this world down to a fairly peaceful basis. 

I think that the question of maintenance of European morale is a 
very definite factor in this, and the proposal that you are suggesting 
in the form of making it tentative and provisional is anotl er way of 
saying, ‘Well, we will just hold it up.” 

I think that from the standpoint of United States security tl at is 
unacceptable to the United States. 1 am not talking about the 
Europeans at all, being acceptable to them. 

On the question of the plan, I did not get quite the significance of 
that $100 million of which you spoke because [ am not familiar with 
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that; but on the question of there not being an integrated plan before 
April 2, 1951, vou will recognize that while we at SHAPE feel we are 
the finest headquarters in the world—even the Pentagon, we do not 
think they can hold a candle to us—and that since we did not become 
active until last April, April 2, 1951, we really started at the beginning 
of the new era. Actually the facts are there was considerable planning 
that had been done prior to last year, and there was an integrated plan 
considerably in advance of that time which would have permitted 
action to be taken if an act of aggression had taken place. 

I do not think you could establish a case that the integrated plan 
had not been put into effect until the 2d of April 1951. 

However, disregarding that point, and getting to the main point of 
your argument, the fact that these forces are provisional, they repre- 
sent the very best estimates that can be made about the forces being 
brought into existence and | just think from the standpoint of the 
United States it would be disadvantageous to us if we did not equip it, 
did not arm them for our own security. 

Mr. Vorys. There are no armed provisional forces. You only arm 
real forces. 

General GrurentHerR. Mr. Vorys, if you do what your question 
indicates, if you could say the equipment will be there tomorrow 
morning—wave a wand and we will furnish it—now that the divisions 
are in existence | would go with you on it. Unfortunately there is the 
problem of time lag where a tank takes X months and an airplane 
takes Y months—or a tank might take X years to do and you have to 
plan ahead of time. This is the unfortunate reality which I think 
makes your proposal unacceptable to us. 

Mr. Rooseve tr. Will the gentleman yield? This word, provisional, 
is perhaps a misnomer. What it really means is that we are bypassing 
this bill, permitting our people to plan and our European allies sim- 
ilarly to plan the manpower end of it and General Gruenther then 
sits there and brings the two of them together today in accordance 
with both of our mutual commitments. They are not really pro- 
visional; they are planned commitments, that at such and such a 
date this division will get together with its equipment from here and 
that is what happens. Provisional is really the wrong word. 

Mr. Vorys. The point is, you see, that our plan around this table 
has unfortunately been provisional because the dope that we got, any 
kind of assurance we got about delivery of arms was always 
provisional. 

Mr. Jupp. And was not realized. 

Mr. Vorys. There was $110 million worth of stuff delivered in 
the first year as | remember. 

Mr. Roosevetr. Something like that. 

Mr. Vorys. We cannot force deliveries. All we can do is provide 
the money. But we find that the stuff has not been delivered. 

Mr. Roosgvetr. Our problem then is not to tell the Europeans, 
look we will start doing things when you do; our problem is really 
with the Pentagon and Charley Wilson’s office in saying, look, we 
have been giving you the money; we have been making our plans 
around the table but vou fellows have not been executing them the 
way we wee told vou would. 
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So our feud is not with the Europeans, but our fight is with our own 
boys in the Pentagon and Charley Wilson, his office. And I think 
we have to—— 

Mr. Vorys. As a reward to them for either asking for too much or 
not delivering, one or the other, we say, well, boys, here is some more 
billions, now please do something about it. 

Mr. Futron. When the top officer says, “Forward march,” or 
“Ready, aim, fire,’ he has been toid by somebody to commit troops 
to action. Who commits these troops? Who teils you fellows at the 
top of SHAPE: All right, say “Ready, aim, fire’ or “Forward march’’? 

Who does that? 

General GruenrHer. That is a situation which has not been 
resolved yet. If I may say, I think by common consent if the balloon 
goes up and they attack tomorrow moruaing, it is academic. Those 
troops are there. 

(Discussion off the record.) 

Mr. Futron. Congress is about a third step back. It goes from 
you to Council to our representative, to the President, and then to 
the Congress. We are four steps away from it at this point. 

General Gruentuer. Of course, there is always time—— 

Mr. Rooseve tr. You can always initiate the action. 

General Gruentuer. If you were in the situation and if you had 
the time to do it, those four steps can be handled. Where you get 
into your trouble is when the attack comes. Pearl Harbor: The 
Congress dealt with it very quickly. The attack came to ove part 
of the world and you are reacting to it in another. 

(Discussion off the record.) 

Mr. Fuuron. I think we have been trying to think out the course 
of action and the method ahead of time. 

General Gruenruer. It is a very live issue and really not an issue 
because everybody is working on a way to solve it; there is no dis- 
agreement. 

Chairman Ricuarps. We have always had that problem. I do not 
worry about that. 1 am worried about this $8 billion, and whether 
you have the right men in there and what the plans are. I have 
confidence that you will do as good a job as you can do with what you 
have. That does not worry me at all. But this question of whether 
or not it is necessary to spend this much money, the conditions of the 
forces now, and the probabilities, the imponderables in this thing are 
worrying everybody in the country. 

General GruEN THER. I am sure it should. 

Mr. Jupp. Mr. Chairman, would the general express his opinion 
on a resolution some of us introduced a couple of years ago to deal 
with the problem raised by Mr. Roosevelt, to serve notice on the 
Kremlin that certain acts by them would be regarded by us as, well, 
casus belli? 

Let me read one sentence here: 


It is the sense of the Congress that any armed attack by the Governments of 
the Union of Soviet Socialist Republics, Poland, Rumania, Bulgaria, Hungary, 
Czechoslovakia, Russian-oceupied Germany, Albania, or Communist China, or by 
any one or more of such Governments, upon the peoples of any nation must be 
regarded by the Congress of the United States as a threat to the peace, breach of 
the peace, or act of aggression on the part of the Union of Soviet Socialist Repub- 
lies itself. 








298 MUTUAL SECURITY ACT EXTENSION 


That is, we would retain our own freedom of action. We would not 
commit ourselves to war or any given course but we would tell them 
that any attack by any of the satellites against other peoples will be 
regarded by us as an act of aggression by the Union of Soviet Socialist 
Republics. 

General GruentuerR. Well, for me to try to answer this is a “fools 
rushing in’ proposition. I would favor that sort of thing, but | 
would say this: It seems to me to be fairly academic now. I do 
not think that after Korea that the Soviets have any illusion about 
what an attack down here would mean. 

Mr. Jupp. If they moved into Indochina, do you think the American 
people would stand for sending troops to Indochina? 

General GrueNtHER. By Communist China, attack by Communist 
China? 

Mr. Roosrve rt. On any nation. 

Mr. Jupp. On any other peoples. 

General GruentHEerR. Yes, well—— 

Mr. Jupp. The peoples of any other nation. 

General Gruentuer. I do not think the American people would 
stand for that at the present time. 

Mr. Roosrvett. That is a resolution? 

Mr. Jupp. Yes, three of us introduced it in the EKighty-first Congress. 

(Discussion off the record.) 

Mr. Jupp. I know that this program is solely for the defense of 
Western Europe and we are just going to hold what we have. | 
know your purpose was to reassure those people in the world who are 
jittery because they have been told we are likely to start a war. 
But I think that by such statements vou lose more with the people 
behind the iron curtain whose confidence and hope you destroy than 
vou gain from nervous people in Western Europe. It is just like a 
football coach announcing on Thursday night to his opponent, “We 
are telling vou in advance that we are going to have all our strength 
on the right side of the line and we are going to leave the left side 
weak.”’ Of course, the opponent will send his plays through the 
left side. 

If we tell them that we are going to put our greatest strength in a 
given area and are not going to take strong action in other.areas, they 
will come where we tell them our weak spots are. 

Even if we do not intend to attack or resist in a certain place, why 
should we give our cards away by announcing what we will not do? 

The other day it was announced we are not going to blockade 
China, no matter what the Commies did in Korea. Maybe we are 
not, but for God’s sake, why tell them that ahead of time? They are 
advised they can get away with almost anything with impunity if we 
are not going to do anything. I cannot understand that policy. I 
believe that we ought not to be provocative or truculent, or threaten- 
ing, but we also ought not to tell them what we are not going to do, 
under the notion that that is going to buck up our allies when I think 
it loses us a great deal more ground with the enemy and with those 
who are imprisoned by him. 

That is just a point of view. I think we are too anxious to soothe 
the oversensitive feelings of some people and we are not mobilizing 
the hope and will of stronger people. Strong people are the only ones 
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who can succeed anyway and those whom we have got to nurse along 
with palliatives, they are not worth much anyway. 

Chairman Ricuarps. I do not understand your question. Are you 
in favor of telling them that if you do such and so over the world, that 
that is it? 

Mr. Jupp. I am in favor of that. 

Chairman Ricuarps. You just said people would not back sending 
troops to Indochina. 

Mr. Jupp. This does not say we are going to war. 

Chairman Ricuarps. What is the use of telling people if we are not 
going to do it? 

Mr. Jupp. It reads: 
will be regarded by the Congress of the United States as a threat to the peace, 
breach of the peace, or act of aggression on the part of the Union of Soviet Socialist 
Republics itself. 

Those are the words. 

Mr. Jupp. It tells them we are not going to be kidded by any more 
satellite movements, that we know who is behind them and will govern 
ourselves accordingly. It tells Russia, “If the North Koreans move, 
or if the Chinese Reds move into Indochina, it is you who are behind it, 
and we are going to deal with it as an attack by vou. It does not sav 
we will goto war. That resolution certainly would not reveal what we 
are going to do or what we are not going to do. 

Chairman Ricnarps. I do not think that is in your province any- 
way. You do not make statements like that, do you, General? 

General Grurentuer. My decisions are all very minor ones, Mir. 
Chairman. 

Mr. Roosrevetr. Mr. Chairman, I hope the general will end up with 
a story as good as the one he used to wind up last vear’s hearing, but 
before he tells the storv which I am sure he will tell, I want to ask 
vou one question on this programing for ’53 and ’54. 1 assume there 
was another column there which the military planners filled out or 
figured out that we needed so many divisions by '54 to meet the 
circumstances as we see them developing. But it is, is it not, almost 
an accepted fact that when you get into that kind of an armament 
build-up race, these people are not going to sit still. 

You have showed on other charts how they were increasing over last 
vear and we can anticipate they will increase next year. But is there 
any contemplation that we ever can catch up and restore this equilib- 
rium because the Russians will be sitting around a similar table check- 
ing over what these boys have done this vear and how much they 
have now increased, and they have got to double the output and 
got to be a little further ahead of them, and you get into a seesaw 
situation, and the only answer in history has always been that vou 
end up in a war. 

How could you ever be assured you will get equilibrium? 

General Gruentuer. I am sure that you could not ever have it to 
the positive degree that your question indicates. But you can get a 
measure of strength, Mr. Roosevelt, that is going to make that attack 
very very difficult. That is going to be the thing that I hope, and I 
do not feel that this is an armaments race that is going to increase 
indefinitely. I feel we should get to a level of intelligent and effective 
use and I hope that is why we will be able to keep our planning 
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flexible so that if it did not make it impossible for them to attack it 
would be extremely difficult for them. 

I am also foolish enough to believe that when we reach that state, 
we can then discuss the question of coexistence with this fellow from a 
proper position and I am just naive enough to believe that we can get 
to some kind of a disarmament agreement once we reach that fool’s 
paradise. But I believe in it. 

Mr. Roosrevetr. That theory of yours can result from only one of 
two alternative situations coming about, as I see it. Either war or 
the preparation for war gets so expensive that the Russians cannot 
afford it any more, and maybe we have gone bankrupt in doing it, 
too. That is, one or the other will crack economically in the process. 
Or the other alternative is that we will have developed such new 
weapons that war in itself, everybody will recognize, cannot be a 
solution because nobody would win a war fought with the then 
modern weapons. 

Perhaps we should be directing our financial resources to the 
development of those weapons which make war impossible. 

General GruentrHerR. I would agree with that completely, if 
someone could come up with the formula to make war impossible. 

Mr. Roosrevetr. That is what the atom bomb did for a short 
amount of time, in fact. 

General GruentHerR. One wants to be sure when he goes out on 
all of that that he has made it impossible. If you have made a poor 
guess on that, there is no second prize. 

Chairman Ricuarps. Can we not get on to winding this thing up 
now? It is 25 minutes of 5. Mr. Ribicoff had a question. 

Mr. Rretcorr. I would like to ask a question of you, rather than of 
the general. As you asked the general the $64 question about the 
$7.9 billion and a $1 billion cut, I have in mind the hearings last vear 
where no one gave us any answer and we were stumbling around on 
the floor in the dark. 

I wonder if you know who the witnesses will be who will take us out 
of this wilderness in the weeks ahead? 

Chairman Ricuarps. I do not know if they will take us out or not. 
We have Mr. Bruce in the morning. We also have General Olmsted. 
I do not know whether he is going to take us out on this money business 
and pipeline or not. If they do not, we will have to keep on until we 
get them. We have Mr. Batt from London who will tell us how the 
program is going. I do not know the keyman. There is almost $2 
billion that we are talking about. I simply do not know about it. 
But the first is you do not know whether you have got that much 
capacity. You do not know how quick you can get military support 
as compared to the military items. Then there is the relative effect 
of all that. Somebody has to give it to us, as you say. 

There is “Ty” Wood, who coordinates the whole program. I told 
him that. We may have to get Mr. Harriman back here. Who is 
going to tell us if we face an inevitable cut in the situation? Some 
people think the entire fund should be taken away, but there are not 
enough in Congress that think that. Who is going to tell us, if you 
are going to do this thing, where it will do the least injury? 

General Gruentuer. I do not know enough about the talent 
available to do that. Of course, I cannot be, as much as I respect 
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this committee, an ally of cutting the program because I do not 
believe it should be cut. 

How you arrive at it, under the “‘if’’ you have to put into it—this 
is an uninformed estimate on it—I think you have to provide for 
flexibility, interchangeability in it. 

The effect that will result by cutting defense support must be 
known. On the standpoint of end items, the military can tell you 
that if you cut it X million dollars that will cut the number of divisions 
and the number of aircraft down so much. 

Chairman Ricnarps. I think we have to get Mr. Charles Wilson 
here, for one. 

Mr. Fuiron. And Fleischmann. 

Chairman Ricuarps. It is geared to the Wilson side, the economic 
side. I can see that, of course, is not vour responsibility, because it 
will depend on a lot of imponderables as to when you get these things, 
and so forth. 

General GruentHerR. Let me say that if you decide in your wisdom 
to take X dollars out of defense support, Wilson is not going to 
be able to tell you what effect that is going to have on France. 

Mr. Rooseve tr. Mr. Harriman. 

Chairman Ricuarps. Those fellows will have to dovetail in there. 

Mr. Jupp. Somebody ought to tell us why, when you need tanks so 
desperately in Europe, and in Korea, and we have unused, idle tank- 
producing capacity, we cannot produce them. 

Chairman Ricnarps. Mr. Wilson can do that. 

General Gruenruer. I think you are entitled to be told that. 

Mr. Mansrieitp. Do you not think that perhaps Draper might be 
the guy who would give us the best information? 

Mr. Risicorr. You see, General, the gimmick in it is that you 
cannot tell us where to eut, and you cannot be an ally to cutting 
the program. 

Just put it on the other side of the fence. If a man, or a group of 
witnesses, or an entire executive branch of the Government cannot 
justify the $7.9 billion, then correlatively there is no way you can 
defend against any cut. It becomes very important because no one 
has been able to justify an amount. 

You say you know you want X items to do what you want to do. 
You say, and properly so, you have given it to people. When it 
comes to how much it is, you do not know how they arrive at the 
figures because you do not know what the items cost. This is your 
part and then somebody else will come back and say, “SHAPE has 
asked us to furnish so much.” And then they say, “We assume this 
is what they want.” But no one keeps dovetailing. 

The problem, Mr. Chairman, is that probably the committee is 
going to have to do its own individual research and claw it out of the 
ground with their fingernails, because if this group from the executive 
branch is as it was last year we are going to be wandering around in 
that wilderness. You remember what a mystery it was last year 
about this time. 

Chairman Ricuarps. That is right. I have told the executive 
branch that they are the ones who are making this case. I told it to 
“Ty” Wood. Ihave told them all. I have told them this case has 
to be proved better than it was last year. Present your witnesses 
and we will hear them. 
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I am not blaming the general here at all. I see what his situation 
is. He has been asked a question here that he could not possibly 
answer, because it is not his function. If they do not present it 
satisfactorily, we are going to have to get it. 

Mr. Risicorr. One more question. When you tell me of the group 
of witnesses you have coming up, all I can say is, ‘These are the top 
guys that are going to give us a lot of generalities.”” So help me 
Hannah, I would rather have the No. 10 man in the organization. I 
would rather see the man who has no title and whom we have never 
heard of before but is the guy who is scratching, with that shield over 
his eyes, working day and night to get the information. I would rather 
see him up here than the guys with all the titles, who will not give us 
this stuff—and there is nothing to be ashamed of—somebody below 
these top guys who will have the figures. 

[ would rather listen to those boys than listen to the top boys who 
come here with all the generalities. 

Mr. Roosrvetr. We have one of them here. 

Chairman Ricuarps. When we have a case, we cannot tell them 
not to bring so-and-so, but bring the— 

Mr. Rinicorr. I hope someone is carrying back something that is 
being said here to somebody. 

Mrs. Ketuy. Would it be possible to break the bill down in two 
sections, one section for immediate consideration for delivery, and 
another section for contract authorization, so that we—— 

Mr. Roosevett. That is the Appropriations Committee’s function. 
They will take our authorization and say, ‘We will appropriate so 
much for you this vear.”’ 

Mrs. Ketiy. Could we present it in that form? 

Mr. Javers. We have done it once before. We have had the con- 
tract authorization in the bill, and conceivably we could do it again. 

Chairman Ricuarps. We could take that into consideration when 
we write the bill, certainly. 

Mr. Javirs. May J ask two questions, practical questions. One 
practical question is about the figure in this request for SHAPE and 
its headquarters. 

General Gruentuer. I did not know about that. 

Chairman Ricwarps. That is what some of these newspaper men 
are asking about. 

General Gruentuer. Not headquarters. 

Mr. Javirs. Whatever the figure is, may I suggest to General 
Gruenther that while he is here he ought to see that the record is 
made on that as a justification for that figure so that the question is 
closed and concluded. 

Chairman Ricuarps. That is the SHAPE figure? 

Mr. Javirs. Yes. 

General Grumnruer. Here is the way it reads: 

Participation in SHAPE and other international security organizations; control 
act expenses and administration expenses for all titles. 

It is much broader. 

Mr. Javirs. In any case, I suggest while vou are here the record 
ought to show SHAPE’s part. 

Chairman Ricuarps. Can you do that? . 

Colonel TureLen. We can do that. 
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(The following information has been supplied by the Department 
of Defense: ) 

As the reference read by General Gruenther indicated, the amount of $75 
million is an estimate for all administrative expenses under the Mutual Security 
Act. This is the same amount as the limitation on administrative expenses put 
in the fiscal vear 1952 appropriations act by the House of Representatives on the 
recommendation of the Appropriations Committee of the House of Representa- 
tives. Expenditure for these purposes is authorized by section 521 of the Mutual 
Security Act of 1951. The estimate is based on the United States contribution 
to SHAPE, SACLANT, and subordinate military headquarters to the North 
Atlantic Council, and its supporting North Atlantic Treaty Organization civilian 
agencies, as well as the administrative expenses of the Department of State, the 
Department of Defense, the Mutual Security Agency, and the Office of the Di- 
rector for Mutual Security in carrving out the Mutual Security Act. The cost 
for SHAPE, SACLANT, and subordinate military headquarters for fiscal year 
1952 payable from these funds is estimated to be $9 million. 

Mr. Javirs. The other question I would like to ask is this: Mr. 
Ribicoff, 1 think, has said admirably that we have to deal with this 
question of amount. You can help us, and I will tell you how. You 
could give us in some fashion vour views that the amount of money 
which we are being asked for represents the money cost of the items 
that you want and need. 

You see, that takes us one step along the road, because then we know 
that SHAPE has approved every item of tanks, planes, ships, the 
military equipment. 

Then we have the next step which will deal with the cost of those 
items and whether the cost can be cut, and soon. We will know if we 
do cut, after putting those things together, if we cut, then we are 
taking off X planes or X tanks. 

General Gruentruer. In connection with that point, we have been 
staving away from money values, not because we have any antipathy 
to the point, but because we do not have the competency to get into 
the matter. 

You should understand how we function. In this sort of thing we 
give a certificate. We list the organizations, so many divisions, so 
many quartermaster companies, so many this and so many that, that 
have to be supplied, so many air units. 

Actually, when the list gets back here they screen it and do a great 
deal of cutting on it. They never add. They cut, and cut very 
extensively, 

We get the word, ‘Well, we were delighted to get vour request for 
X divisions and so many units. We have had to cut it one-half of X, 
and that is what we are putting in for.”’ 

We have no competency to know whether the number of units 
in there conform to the amount requested, whether we are getting 
half of that or not until we have seen the breakdown, which is a 
terrific job. 

You will have before you the people, whether it is the fellow wearing 
the eyeshade or somebody else, who will be able to testify to that. 
We will cooperatg in any way, because I recognize the squeeze you 
people are in. 

As a matter of fact, if you have found anything wrong on it, you 
said somebody made a mistake of $198 million, if we made a mistake 
in a number of divisions, we would like to know about it. I do not 
see a practical way of doing what you are saying. 
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Mr. Javits. I think you have said what I wanted said. But let 
us see if we can get it clear. You have received a report back as to 
what they are willing to give you in the way of equipment? 

General GruentHeEr. I beg your pardon? 

Mr. Javits. I say, has SHAPE received word back as to what 
they are putting you in this program for for SHAPE? 

General GrurentHeER. I doubt it, vet. 

Colonel Tureen. We have mailed copies of the tentative program 
to SHAPE. 

Mr. Javirs. Can we have SHAPE’s imprimatur that they have 
reviewed what is in this program for them, not in money, but in items? 

General Gruentuer. And that SHAPE is satisfied with it because 
they have cut it so much? 

Mr. Javirs. And that what vou get under the program will enable 
you to perform this mission that you have described on the charts. 
I think that will take us one step nearer the goals, whether you are 
satisfied or dissatisfied, not with the money items which are in this 
program, but whether the equipment coincides or whether it does not 
coincide with the mission that you have described to us on the charts. 

General GrureNtTHER. I am sure we can get something on that. 
On the question of being satisfied, you recognize from a sheer military 
point of view there is a mission to be achieved. To be doing one-third 
of that mission, if it is a military mission, in case of war, it is not 
good enough. 

So we would not want you, and I am sure you understand it, to 
think that just because we go one-third, or one-fourth, or one-half of 
the way toward the goal, that that discharges the one-half of the 
mission, because you either lose, vou get your brains beaten out, or 
win, or stop. 

Mr. Javirs. You have told us about a program on the chart. 
Does the equipment provided in the program satisfy you as to the 
ability to perform your mission? 

General Gruentuer. I do not want to appear to quibble, Mr. 
Javits. I did not on the mission, as a military man, mean to imply 
on the chart that we would be able to perform that mission. 

Mr. Javirs. [ used the word in an informal way. 

General Gruentner. We can state that the equipment, the end 
items, in that part that relates to our countries, because there are 
others involved, contributes to that mission and is within the program 
that we have requested. 

Mr. Javits. We want more than that. We want to know whether 
the items that are scheduled for you ia this program for which we are 
being asked te authorize, will do the things that the lines show on the 
chart, or will not; and, if not, why not; and how far does it fall short. 

Mr. Rooseve tr. The barber shop lines is just what this program 
will accomplish. 

Mr. Javits. I do not know. That is what we want the general’s 
testimony on. He tells us it has been screened and cut, and we want 
to know whether what you are getting under this program will meet 
those chart lines. 

Chairman Ricuarps. The general has testified what he thinks can 
be done with so many divisions, and so forth and so on, and hopes 
can be done. When you come down to guaranteeing this money can 
do so-and-so, or even will be put in those categories—— 
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Mr. Javits. I think I must be unclear in my language. 

Chairman Ricuarps. You are making yourself pretty clear. 

Mr. Javits. Let me try it again. The general says he has submitted 
a list of equipment. He says it has been cut. He has a new list. 
It has just been mailed to him, and that the authorization we are 
being asked to pass is for that new list. 

All I ask the general to do is to tell us whether that new list of equip- 
ment will equip the organizations exactly as he has shown it on that 
chart. That is all. 

Chairman Ricuarps. Exactly. 

Mr. Javits. Or as close to it as he says it will. 

General GruentTHER. Can we not make a statement on that? 

Colonel THieLten. We will make a statement. Mr. Javits has 
asked that you endorse it, as I take it, that you state it will meet 
SHAPE’s requirements. The Department of Defense intends to 
present a rather precise statement by countries, how many divisions 
the country will raise in the period, and what percentage of equipment 
will be provided by the program that we are asking. 

Mr. Mansrievp. Will that be General Olmsted? 

Colonel Tureen. Yes. 

General GruentHerR. Some of that equipment will be actually 
furnished by the countries themselves. I would like to make just one 
minor correction, in that we submitted a list of equipment. We did 
not submit a list of equipment. We said we had to have certain 
units equipped. They, in their wisdom here, just said, ‘Well, all 
right. France, you will do this and that.”” We do not care who does 
it from a strictly military point of view. If France, from its in- 
digenous production, can supply this aircraft, which they can do, 
then that is a matter which is worked out by the United States and 
France and they come up with an arrangement on that. 

It is all within our program and makes the contribution. But the 
detailed arrangements that they have made with respect to France 
are beyond our competency to give. 

Mr. Javirs. The Defense Department will have those charts here 
when they testify? 

Colonel TureLen. Something very similar. 

Mr. Javirs. Can we have the same chart? 

Colonel TureLten. We will present the same chart, if it is the wish 
of the committee. 

Mr. Futron. Will not that be country by country, including the 
United States? 

Colonel Tureen. Not in the case of the United States, except by 
questioning. 

Mr. Cuaruam. I would like to ask the general a question off the 
record, 

(Discussion off the record.) 

Chairman Ricuarps. The committee will recess until 10:30 o’clock 
in the morning, when we will hear Mr. Bruce. 

(Whereupon, at 4:52 p. m., the committee recessed until 10:30 
a.m. Thursday, March 27, 1952.) 
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THURSDAY, MARCH 27, 1952 


House or REPRESENTATIVES, 
COMMITTEE ON FoREIGN AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee Room, 
Capitol, at 10:50 a. m., the Honorable James P. Richards (chairman) 
presiding, 

Chairman Ricuarps. The committee will come to order, please. 
We are privileged this morning to have with us Mr. David K. E. 
Bruce, former Ambassador to France, and now Under Secretary of 
State. He needs no introduction, of course. 

Mr. Bruce, we are delighted to have you back with us this morning. 
You have heard about this bill on which we have been holding hearings, 
H. R. 7005. 

Mr. Vorys. Mr. Richards’ bill. 

Mrs. Bouron. Put in only by request. 

Chairman Ricuarps. Mr. Bruce, we wish vou would make a general 
statement in your own way, then we will ask some questions, 


STATEMENT OF HON. DAVID K. E. BRUCE, UNDER SECRETARY 
OF STATE 


Mr. Bruce. Mr. Chairman, may I suggest one thing? As the 
statement I will make is completely informal, if any of the members 
would like to interrupt as I go along, I will be glad to have them do so. 
I am afraid I am inclined to ramble somewhat. Perhaps we could 
do it in that way, or any way that suits the wishes of the members 
of the committee. 

Chairman Ricuarps. As far as possible, ] think it would be better 
to let you proceed in your own way. 

Mr. Bruce. Suppose | start with the political situation in France 
as it presently presents itself. There has been a very considerable 
difficulty since the first of the vear because of the rapid changes in 
government. This is by no means uncharacteristic of French polities. 

The reasons for this political instability, | think, can be generally 
divided into two categories, one of which I talked to you about in 
Paris, and the other of which I do not think | have touched upon. 

The first has to do with institutional relationships under the fourth 
constitution and the multiparty system. The second has to do with 
& specific provision of the constitution. 

Under the constitution there is in France a President who holds 
office for 7 years, a Senate, now called the Council of the Republic, 
the members of which hold office for 6 years, and a Chamber of 
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Deputies, now called the National Assembly, the members of which 
remain in office for 5 years. 

At the general election, which took place when you were there last 
summer, it was only the representatives in the National Assembly 
who were up before the people for selection. 

The President has, unlike our structure here, no real power of an 
executive kind. He is the head of the state. He presides over all 
formal functions. He signs the commissions of the principal officers 
of the government. He goes around and opens fairs, bazaars, makes 
a multitude of speeches, entertains a vast number of people, but, with 
one exception, he does not exercise an authority which is really signifi- 
cant in the executive sense. 

The exception is that when there has been a cabinet fall it is his 
duty to select the new Prime Minister. He must ask a member of a 
political party to undertake to form a cabinet. If the invitation is 
accepted, the prospective Prime Minister goes before the National 
Assembly, not before the Council of the Republic, but only before the 
National Assembly to seek investiture. 

In the choice of a Prime Minister the President does have a wide 
latitude. He must carefully consider, however, whether the man 
approached by him, invited by him, to form a cabinet will be capable 
ot doing so. This task requires him to be in close touch with the 
play of politics. 

President Auriol has been in office for 6 years. He is a remarkable 
man. He is a popular, highly patriotic individual, particularly inter- 
ested in the French Union, of which he considers himself the father. 
He is fond of comparing it to the British dominion system. His 
influence has been good. He presides over cabinet meetings, but he 
does not vote in cabinet meetings. 

Once President Auriol has invited someone to take the Premiership, 
that man then goes before the Parliament. The Premier-Designate 
must be invested, that is, voted favorably upon by the National 
Assembly. But it may also happen that a day or 2 days later, when 
he comes before them with a program and tells them who he intends 
to have as members of his cabinet, he will be overthrown. Under 
those circumstances the only favorable thing that results from his 
standpoint is that he is entitied for the rest of his life to be called 
“Mr. President.” 

Now, as to this bicameral legislature, the Council of the Repubtic 
in the past before the last constitution—what [ have called the fourth 
constitution—had a very real power. It has now been stripped of it, 
and is almost a reviewing body. 

There is a considerable agitation in France that some of its former 
powers be restored to it. But essentially authority resides in the 
National Assembly. 

There are in the Council of the Repubtic 320 members. These 320 
members are not elected directly by the people. They are elected 
through a sort of corporate voting svstem in which the greatest influence 
is exercised by the local functionaries in the provinces. On the whole, 
it is a more conservative body than the National Assembly. 

The communist representation is smaller than it was in the House. 
When I speak of the ‘‘House,’’ I am speaking of the National Assembly. 
The National Assembly has 627 members. The largest single party 
represented there is the following of De Gaulle, with 117; after that, 
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the Socialists, with 106; the Communists, with 101; the MRP, and its 
affiliated parties, with 100; the Independents and Peasants, with 98; 
and a scattering from other parties. 

I spoke of affiliations. In the radical Socialist Party, where you 
have a comparatively small number of votes, they have increased 
their influence by having added to their voting strength adherence 
of other political parties. 

For example, Mr. Pleven of the UDSR, has a very great influence 
in the country but only directly controls 16 votes. Those 16 votes 
are usually pooled with the votes of the radical Socialists and the votes 
of some other splinter parties in what is called a group. 

Now, I am going to get to the second point, which also stems from 
the constitution. Before 1852, there had been two Republics in 
France. In 1852, Napoleon III seized power. When Napoleon IT], 
after the disastrous defeat in the Franco-Prussion War, was exiled 
the Third Republic was formed. 

At that time, in an effort to avoid what I have always thought was 
rather a national tendency to adulate and seek a strong man for the 
control of government, what the French refer to as ‘‘a man on horse- 
back,” the constitution was so drawn up that the legislative body con- 
trolled the executive branch of government. 

In other words, many of the checks and balances between the Execu- 
tive and the legislative that we are so familiar with, and which are 
characteristic of the British Constitution, were deliberately done away 
with in France. 

I think the idea was carried further in the fourth constitution by the 
virtual suppression of the Executive authority of the Senate or Council 
of the Republic. So what happens today is that if the members of 
the National Assembly, being in office for 5 years, wish for any reason, 
and many have reasons which are unsubstantial and whimsical, to 
overthrow a cabinet, they can do so without affecting their own tenure 
of office. It would require a very small constitutional change to 
provide a certain division between the executive and legislative 
branches. If this were done, one might arrive at something com- 
parable with the British parliamentary system, where if a cabinet 
representing a majority of the parties in parliament were overthrown, 
the parliament itself would be subject to dismissal, to dissolution. 

Under the present constitution, the only way in which the Nationa! 
Assembly can be dissolved before its term of office has come to an 
expiration is to have two votes within 18 months of no confidence, 
or of censure. 

However, these votes must take place 18 months after the members 
of the National Assembly have been elected. Therefore, tenure is 
very definite for 18 months and may go on longer than that. This 
situation does breed an irresponsibility in the legislative branch as 
to the conduct on the part of the executive branch of the Government. 

There would be, in any event, probably a greater instability in 
France even under the principle of the British Parliamentary system 
than you would ever have in England, because of the multiparty 
system in France. 

In England, one is usually dealing with two parties. In France, 
you are dealing with at least eight fairly powerful ones and with a 
great many others of greater or lesser consequence. 
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Unless the French arriye at some other method of conducting their 
public affairs, I think one can conclude that as regards domestic 
matters one is continually going to be faced with political instability. 

I spoke of dealing with domestic matters. As regards foreign 
policy, there has been’ traditionally a remarkable continuity in France. 
The tradition extends back to 1875 to the time of the Third Republic. 
An expression of this tradition is the fact that even when there have 
been so many changes in Government since the day of liberation, 7 

ears ago, there have been only two Foreign Ministers in France, 
Mr. Bidault, and Mr. Schuman, who is the present incumbent. 

Those two foreign ministers have had, in connection with foreign 
policy, few difficulties with the p: arliament, and fewer, of course, with 
their own cabinets. The reason is that foreign policy is so founded 
in tradition, the external interests of France are so well known amongst 
its people, that there is comparatively little public debate regarding it. 

This is not true, however, of this process toward integration, 
represented to date by the Schuman plan and by the European 
Defense Community, which I would like to touch on later. 

I am talking about foreign policy as it impinges upon or is coordi- 
nated with the foreign policy of NATO and that of the United States. 
With the exception of the Communists, there has never been any 
difficulty whatever in obtaining support for those foreign policies to 
which the western nations have subseribed in the last few years. 

There has been no difficulty whatever about the military program. 
There has been contention over how it should be financed. But as 
regards principles, with the exception, once more, of the Communists 
the foreign policy of France has remained constant. 

That statement has to be modified for this reason: The De Gaullists, 
who only became represented in the National Assembly formally as 
a party last year, have often opposed the Government, not only on 
domestic, but aiso on certain foreign measures. When they have 
done so, however, it is usually not because they are opposed to the 
policy in principle, but because they are seeking domestic political 
power. There is one principal exception, and that is as concerns the 
European Defense Community. 

The over-all political situation is therefore unchanged from what it 
was during the last several years instability in Government, particu- 
larly as it affects domestic politics, thereby hampering the proper 
conduct of the affairs of the country, but stability in regard to foreign 
policy and its implementation, 

Perhaps at this point it might be appropriate if I took up the ques- 
tion of European integration and tried to deal with it briefly, and point 
out the reasons why the De Gaullists, for example, are in opposition 
to it. Communist opposition is very easy to understand. The 
ratification of the Schuman plan is nearing completion in France and 
with the other subscribing members. One anticipates it will come into 
force within the next months. The Schuman plan pools the steel 
resources and the coal resources of the six participating nations. 
Authority under it is vested in a supranational body, to which each 
member nation has delegated a portion of its national sovereignty. 

There was strong opposition to it in every country. Strong opposi- 
tion in the sense that there were concentrated group interests, usually 
industrial ones, and sometimes political ones, opposed to it. 
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However, much more significant has been the struggle which has 
attended the effort to form a European Defense Community. 

The theory of the delegation or the surrender of the sovereignty or 
a portion of it by the participating nations gave rise to questions which 
were entirely novel and even more intricate in nature than were those 
which were raised by the Schuman plan. 

The De Gaullist party, to give you an example, has, under the 
leadership of General de Gaulle, said that it was opposed to having 
a European army because that would mean the surrender by France 
effectively of control over its foreign policy. 

That is a very interesting point of view. ‘To my mind, it is a point 
of view which is fully justified, from the standpoint of theory. If 
you form a common army to which you surrender your armed 
forces, and any control connected with them, you have, in effect, to 
a large degree, surrendered control of your foreign policy because 
you have lost the instrument with which you can defend it by an 
independent national decision. 

De Gaulle has also appealed to national pride. He said that he 
did not think placing French soldiers in common uniforms with the 
Germans and the other members of the community was something 
which was in the national interest. That, again, is an understandable 
point of view. Many of the sentiments expressed by him in this 
regard have found a reflection in other countries, 

I think that Mr. Churchill himself, in viewing this attempt to form 
a European army, has reflected also as to what the result would be 
if the British became participants and the identity, let us say, of 
the Guards Regiments became merged with those of other nations 
and those units became anonymous. 

Nevertheless, successive French Governments have pressed for 
this European Defense Community conception. As I said before, 
it appears to me it has a greater significance than the Schuman plan, 
important though the latter is. It is more significant because if the 
European Defense Community comes into being it would be almost 
impossible, provided the community is properly administered, for 
any nation to engage in an aggressive adventure. 

it would also make the strength of any nation much greater than 
it would be if it relied only on its own resources in case of an aggression 
against it. 

It has almost every merit that one can conceive of from the stand- 
point of political strength and from the standpoint of peace. 

When Pleven first proposed the European army, now called the 
European Defense Forces, a great many people said it was a militarily 
impractical scheme. 

After a good deal of examination SHAPE took an interest in it. 
SHAPE was consulted at every turn. This was extremely fortunate. 
It finally transpired that the difficult military features of the plan 
were those that were the most quickly settled. It is the political 
aspects which continue to form the greatest obstacle to a rapid draft- 
ing and an agreement upon the plan. However, the plan should be 
in treaty form in the next weeks. 

On the military side, to put it briefly, there will be multinational 
forces at corps level, national forces only at division level. The 
basic units of homogenous nationality will be stripped-down 
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divisions. Operational command will be vested in SHAPE. There- 
fore, you will have a truly internationalized force. 

One of the great merits, and of course, one of the great considera- 
tions impelling serious attention to this scheme, is that the recreation 
of a German national army or German general staff is to be avoided. 

Political control will be exercised through a commissariat of which 
there will be a president. The commissariat will have broad powers. 
In effect, it will replace the defense ministers of the participating 
countries. There will be a council of ministers representing, in the 
beginning at least, the national interests of the participants. There 
wil be a general assembly composed of parliamentarians. 

This general assembly will have the duty, amongst others, of within 
6 months of the ratification of the instrument, submitting to the 
nations concerned a proposal for the political federation of those 
nations who are members of the European Defense Community. 

There will be a court of justice as in the Schuman plan, with power 
of review. These cniagtaay are the salient features of the European 
Defense Community under the treaty draft as presently drawn up. 
It will not be altered in any important respect. 

To go on from that for just a moment, this accomplishment, so 
novel, so unparalleled as far as I know in European history, has met 
with considerable opposition in each nation. It may meet with more, 
especially when it comes before the parliaments for ratification. 

However, one of the most striking features in the debate is the 
greater and greater acceptance even among the most ardent opponents 
of the European Defense Community that whether or not it comes 
into existence the same nations should rapidly proceed to a considera- 
tion of the formation of a political federation of Western Europe. 

This widespread popular demand to me, is quite astonishing. If 
the European Defense Community is ratified by the parliaments, and 
I am sure eventually it will be, in spite of temporary set-backs, it 
should be certain that a constitutional convention within a fairly 
short time will hammer out something in the way of a European con- 
stitution. 

What does that mean to us? What do these two steps, of which 
I have spoken, mean to the interests, security or otherwise, of the 
United States? 

In connection with our security interests I can conceive of nothing 
which would be more helpful than to have the waste inherent in small 
national military establishments done away with by wise central man- 
agement over coordinated and merged military establishments. 

It is all very well for people to talk about each of these European 
nations being able to defend itself against future aggression. It is 
absolute foolishness, even if for no other reasons than for economic 
ones. ‘The great increase in the cost of armaments, arising not only 
out of the rise in prices, but also because of the change in modern 
armaments, makes it inconceivable that any of our partners in the 
North Atlantic Community could defend themselves alone against a 
very powerful attack. 

There are those still in France, of whom General de Gaulle is one, 
who believe that the French should build up an army far in excess of 
its present size and equip that army so that France could be able to 
stave off a massive attack on the part of a foreign nation. It is not 
difficult to demonstrate in cold figures that, even if there were no other 
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reasons which would make that idea impractical, the financial one alone 
would be completely controlling. 

Secondly, from our standpoint, in carrying on discussions bilaterally 
with these different countries, we have always been, and they as well, 
at a considerable handicap as regards the effective application of Amer- 
ican assistance. Once you have a central organization controlling 
procurement in Europe, I think we would then be confronted with a 
situation where for the first time assistance from us could be used with 
maximum effectiveness. bs 

And, why? Because through common procurement you can place 
orders where deliveries will be most rapid, and where the cost will be 
the lowest. Even if disruption might be caused temporarily in some 
economies, and granted that these powers would have to be exercised 
wisely, the establishment of a center of authority would enable procure- 
ment to be carried out with a greater degree of wisdom and with a 
greater degree of method than is now possible under conditions on a 
bilateral basis, even though from our standpoint I think we have trans- 
acted our business in that regard as wisely as is possible under the 
circumstances. 

It is self-evident that with standardization, with specialization in 
production, brought about by a central pooling of resources under 
common budgeting and common procurement, you are going to get 
coordination, effectiveness, and economy which cannot be arrived at 
in any other way. 

So much for isesices integration, confederation, or federation. 

Before leaving the political situation in France, Mr. Chairman, 
I would like to talk about the Communist influence in government, 
in the trade-unions, and amongst the people. I know it is a subject 
which has been gravely disturbing, not only to many people here but 
to many people in other nations of the free world. 

It is difficult to be brief in talking about communism in France. 
Unless one is aware of its history in recent years, I think one is apt 
to derive conclusions regarding it which are erroneous. 

Let us cast our minds back to the beginning of the Second World 
War, when there was already a strong Communist sentiment and a 
well-organized Communist Party in France. Before the Russians 
were attacked by the Germans the Communists were antagonistic to, 
sabotaged, interfered with, and attempted in every way to disrupt the 
operations of the French military forces. 

The moment that Russia was attacked, and at that time France 
had already been occupied by the Germans, the Communists organized 
themselves in such a fashion that they became effective in the resist- 
ance movement. 

As they were organized in numbers they were more effective for 
sabotage and for propaganda operations than they were in the intelli- 
gence field. Secret intelligence demanded security on the part of the 
individual rather than reliance on mass organization. 

After the liberation, certainly in reading any of the speeches that 
were made and many of the articles in the newspapers in France, you 
would derive the impression that the resistance movement owed every- 
thing, as far as its success was concerned, to the direction and par- 
ticipation of the Communist interests. 

That is untrue. It would also be untrue, however, to say that the 
contribution made by the Communists in the resistance movement 
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was not one of great significance. It was. It was not alone to France 
but to our own Army and our allies who were planning an invasion of 
the Continent. 

It was significant. It was a gallant and a well-organized under- 
taking. However, unlike others who participated in this resistance 
movement, the Communists had from the beginning a long-range 
program. 

That program was, upon the reoccupation of France, to take over 
the Government. They very nearly succeeded in doing so. In effect, 
they did exercise great influence through an alliance with the MRP 
and the Socialist Parties. 

The Communists intended to abolish the army and replace the army 
by an irregular force which they themselves would control, and whic 
would consist of about 200,000 soldiers. The scheme might well have 
heen successful had it not been for the fact that Russia was still engaged 
in war and wanted no disturbances on the periphery. So, word came 
from Moscow that this army could be disbanded, and De Gaulle, the 
provisional president, after great difficulty, succeeded in having it 
disbanded. 

During this resistance period the airdrops from Great Britain on the 
part of the RAF and the American Air Force of matériel for sabotage, 
sich as plastic items and also arms, such as machine guns, had been 
very extensive. The Communists after the liberation retained those 
arms. They continued the central control of their organizations and 
were, with the exception of those French forces under General Eisen- 
hower’s command, the most effective armed forces in France. For 2 
or 3 years it seemed that the combination of Communists, MRP, and 
Socialists might express the very generous aspirations of people who 
had hoped that a great reform could take place in France; that many 
of the evils of the past could be cured; that one could move forward 
into a reconstructed France. All of these things seemed capable of 
fuition. 

{ have thought that the single-mindedness of the Communist Party, 
with an eye to gaining political power, and using that political power 
t» subject France to the role of a satellite country to Russia, could 
well have been the factor which prevented the realization of these 
espirations. Many of the reforms were highly desirable, and some 
were actually placed upon the statute books. By 1947 it became so 
apparent that the Communists in France were activated by non- 
patriotic motives, that they were servile as regards following the 
policies of a foreign government; that their participation in govern- 
ment could no longer be stomached by the remainder of the French 
| oliticians and the French people as a whole. The Communists were 
expelled from Cabinet positions, 

This was probably the turning point of Communist influence in 
Kreance. It was the last period in which they might have seized 
complete control of the Government. In 1948, they inspired a coal 
strike, @ serious one it was indeed, but it was broken. The miners 
returned to work after considerable sabotage had taken place in the 
mines, and the Communists from that time thereafter have never 
succeeded in carrying through a political strike. 

I distinguish ‘‘political strikes” from strikes purely for wage 


reasons. 
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It is also a popular impression, and I think especially with us, that 
successive French Governments since 1947 have done very little to 
cope with this Communist problem. I can see every reason why you 
would arrive at that conclusion, because I myself have never reac! 
any pamphlet, any book, issued by a responsible Frenchman which 
points out exactly what happened in the period to which I have 
referred. 

The Communists occupying key positions in Government have been 
relieved for the most part of their places. The Atomic Energy Com- 
mission is a very good example. The Army, Navy, and Air Force is 
another example. Thousands of employees in Government depari- 
ments have lost their jobs because of their party affiliation, more often 
because of their activities within the party. 

Many people feared that when the international Communist organ- 
izations were last year forbidden to operate in France that there would 
be mass demonstrations and protests. The Communist authorities 
sent out word that there should be such manifestations, but none of 
them actually took place. When General Eisenhower came to Paris 
he was the great warmonger, the man who was going to put in battic 
all the forces in Western Europe in favor of American imperialism. 
He probably had the worst press, from the standpoint of the Com- 
munists, of anyone who has ever come to Europe in our time. 

The demonstrations that they wished to organize were preceded }\ 
party cell meetings all over France. People came up from thie 
Provinces to take part in the march on the Astoria Hotel, where 
General Eisenhower was to arrive. 

The Government deployed its policemen and troops about the 
hotel. There was no coherence in the manifestation. A few thousand 
people were locked up. Everyone that had a Government job and 
had taken a part in it has been warned in advance that he was going 
to lose his Government job if he was identified. A good many did 
lose their jobs. The march was a complete fiasco. 

The buildings were plastered with posters of what ought to be done. 
General Eisenhower was given perhaps unusual protection, but tle 
mass demonstrations against him came to absolutely nothing. 

When the announcement was made of the arrival of the first arms 
shipments to France, the Communists were jubilant. They said that 
no longshoremen, because they controlled them for the most part, 
would ever unload a cargo. The Communist papers had screaming 
headlines about what folly it was to believe that the French would 
receive these bloodthirsty weapons from us. When the longshoremen 
met in Cherbourg, which was the principal port, they were exhorted 
by orators from Paris, but voted practically immediately to discharge 
the cargoes. Nor has there been any sabotage of the shipment of 
end-items by rail. The same is true of shipments of arms fromm 
France to Indochina. So, the Communist movement has lost iis 
steam and its drive. 

I will try to be more brief. Let us have a look at the Communist 
press. Ali the press in France was confiscated at the time of the 
liberation on the theory that any newspapers that were published 
during the occupation had been collaborators with the enemy. This 
was a Communist dodge. It wound up by giving the Communists 
about 75 percent of the prewar press in France without payment cf 
a penny. 
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The Communists have two great Paris papers, L’Humanite, the 
morning, and Ce Soir, the evening paper. The first had a circulation 
in 1947 of 600,000; the second a circulation of 550,000. The circu- 
lation of the morning paper today is about 180,000; the circulation of 
the evening paper is about one-third of what it was 5 years ago. 

Their country paper, La Terre, is the best country paper I have 
ever read in my life. It would appeal to any farmer anywhere. It 
is also one of the most skilled propaganda publications which has 
ever been put out. 

It had a great influence with the farmers. This influence was 
enhanced by the fact that the Communists had seized control of the 
so-called Farm Confederation. They were finally expelled completely 
from the management of it a year ago. 

There is a rival newspaper called La Nouvelle Terre which is dis- 
tributed in France and which now has a larger distribution than the 
Communist paper. So, the Communist newspaper distribution in 
France is losing what were its strongholds. 

I have been speaking of the Communist Party up to this time. 
The Communist Party probably has a membership of about 500,000. 
The hard core of the Communist Party in France is estimated to 
consist of about 50,000 people. It commanded about 5,000,000 
votes in the last general election, about 9 percent less than it had in 
the general election 5 years before. Up until the election this year 
it had 180 representatives in the National Assembly. It now has 101. 

There are reasons why the drop was so great, which have nothing 
to do with the election itself. The election machinery had been 
established by an act of the National Assembly in order to cut down 
the strength of the Communist representation. 

The result was most excellent. With the popular dimunition in 
the Communist vote of, say, 9 percent, there was a lessening of 
parliamentary representation of about 40 percent. 

The real stronghold of communism in its present effect, in spite of 
the number of measures against it which have been made in France 
in ae few years, is probably its control over the great labor union, 
the CGT. 

In 1946 the leaders of the CGT claimed a membership for it of 
roughly 6,300,000 members. In 1950 it had dropped to an alleged 
3,600,000. It is estimated by many Communists today that the real 
membership of the CGT is 1,500,000. 

On the non-Communist side, there are two important unions, with 
some smaller ones. Taking these in combination, the non-Communist 
union membership is somewhat less than the membership of the 
Communist-dominated union. 

{ use the words ‘“Communist-dominated union” advisedly because 
1 think there has been a great misunderstanding as to the meaning of 
membership in the CGT. It does not mean that in a doctrinaire 
fashion each member subscribes to the tenets of communism. 

It is the oldest of the French unions, certainly the most powerful of 
the French unions. Many of the members have remained with it 
because they feel in its leadership they have a more aggressive type 
of struggle for better social conditions than they would obtain in the 
non-Communist unions. The leadership of the CGT is excellent. 

In the non-Communist unions the leaders, almost all of whom I 
know are men of high character, men of imagination, but they fortu- 
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nately do not have the ruthlessness that characterizes the leadership 
given to the CGT by the Communists. While the CGT leadership is 
directed toward the destruction of the real values of France, even of 
French citizenship, when it is ostensibly a question of higher wages 
or social benefits that same leadership is more efficient than is the 
leadership which can be put up by any other organized group that I 
know of in Western Europe. 

An interesting development is that over a period of time the defec- 
tors from the CGT have not joined necessarily a non-Communist 
union. So, when you talk about opposition to the Communist 
domination of the greatest labor union in France, you should remember 
that the majority of industrial workers in France do not belong to any 
union whatever. Disgusted with the CGT, they have simply with- 
drawn, attend to their own business, and take no part in union 
activities. 

One should not be too ready to draw the conclusion that the CGT, 
although with the tremendous loss in membership, but still the 
dominant union in France, represents necessarily a hard core of 
militants who are going all out to sabotage a rearmament effort. 
This is far from the case. Nor in the past 2 years has there been 
strong participation in any strike unless the union members thought 
the strike was going to be productive in improving their own 
social conditions. 

Mr. Chairman, perhaps I should move on now to what I think is 
probably another of the most contentious of all questions about 
France. It is that of taxation. 

How much time have we, this morning? 

Chairman Ricuarps. We have an hour and a quarter. Then, if 
we do not finish, we can come back at 2:30, but there will be inter- 
ruptions because of the bill on the floor of the House. 

Mr. Bruce. Then let me, if I may, take up the country’s economy. 
T will use as few figures as possible. 

Mr. Fuuron. Before you leave the Communists, could you com- 
ment on the Communists in the Army? 

(Discussion off the record.) 

Mr. Rooseve tr. In regard to this French security system, have 
they got it to where our FBI is, have they got the Communists tagged, 
would there be a round-up the moment anything started, so that they 
would have the saboteurs well under control, as we hope we have in 
this country? 

(Discussion off the record.) 

Mr. Bruce. The French gross national product is somewhat less 
than 10 percent of our own. The average income of a Frenchman is 
about one-third of the average income of an American. The taxes 
collected in France in proportion to gross national product, including 
social security and assistance contributions, will probably amount in 
calendar 1952 to between 30 and 32 percent. 

Our own taxes, national and local, will probably amount, according 
to our estimates, to about 27 percent of our gross national product. 

In the last 5 years the proportion of taxes collected in France as a 
proportion of gross national product has been about 20 percent greater 
than it has been here in the United States. 

Mr. Jupp. How many years? 

Mr. Bruce. In the last 5 years. 








318 MUTUAL SECURITY ACT EXTENSION 


Mr. MANSFIELD. 20 percent greater? 

Mr. Bruce. Yes, in proportion to gross national product. 

The reason I have started off in this way is really to lead into the 
uestion of French taxation. There has been so much talk about the 
rench not paying taxes that I am going to confine myself to the 

amount of taxes actually collected in France. 

I would be glad, if anyone wishes, to deal with the equity of the tax 
system, that is whether it is regressive or not, but perhaps it is sufficient 
to start off by saying that in my opinion the French taxation system, 
and in the opinion of many French people, is an inequitable tax system. 

However, the real concern of the United States is the amount of 
taxes the French pay. I believe our interest now is that the French 
Government should collect from its citizens as large an amount of the 
national income as it can without disrupting the economy of the 
country. Their tax system happens to be regressive. This is also 
of some interest to us and it would constitute a most fascinating 
study for anyone interested in tax matters. It is not, however, some- 
thing that affects the will of France in contributing its fair share to 
the defense effort, nor have the French not been paying taxes during 
the period when they were getting massive assistance from us in the 
form of Marshall aid. 

Indirect taxes pull in about 65 percent of all the taxes collected. 
With us, indirect taxes constitute about 15 percent of our taxes 
collected. In England, it is about 40 percent. This is the reason 
why you so often hear that the French tax system is regressive. In- 
deed it is. It has traditionally been a system that relied on obtaining 
revenues from indirect taxation. 

Mr. Mansrrevp. Mr. Chairman, I think that this is very important. 
I would like to bring up a question at this time. Is it not possible 
that portions of this testimony could be made public so the people 
will understand it? This is one part which I think there is nothing 
secret about. 

Mr. Bruce. There is nothing secret that I have said. 

Chairman Ricuarps. Let us see about that. We have executive 
session committee rules. If it is the unanimous opinion of the com- 
mittee that the tax situation be considered in open session, we can 
do that. I do not know whether anybody here will have objection 
to that. 

Mr. Vorys. I thought we were proceeding here in executive session 
and preparing a transcript which could be examined and edited by 
the witnesses for military and diplomatic secrets, and then a great 
deal of it would be released, as much as possible. 

Chairman Ricuarps. The point is if the committee acts on it now 
that will end it, but sometimes the members propose such an arrange- 
ment after the meeting. That just involves a lot of different matters. 

There will be a transcript made. As I understand it, Mr. Bruce, 
you see no objection at all. There is not any restriction from the 
standpoint of policy or anything else that would prevent putting this 
testimony in, if we let the bars down about executive session rules. 

I think there has been so much discussion about this taxation matter 
and so many statements have been made by writers that it would be 
helpful to get something in the record on that. 

Mr. Vorys. You mean immediately? 
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Chairman Ricuarps. I would say immediately, as soon as we can 
get a transcript. Maybe Mr. Bruce could make a statement to the 
press right after the meeting. The transcript will not be made right 
away, you see. That can lead you into all kinds of difficulty about 
this executive session. 

Mrs. Boiron. If we move now that this testimony shall be sub- 
mitted to Mr. Bruce and given the widest possible publicity after he 
passes on it—I make that motion. 

Mr. Jupp. I second the motion. 

Chairman Ricwarps. Is there any discussion? 

Mr. Vorys. If it would be proper, I would be happy to move also 
that the chairman and Mr. Bruce be authorized to make such state- 
ments as they think would be in the public interest on the situation 
in France immediately after this session, as far as I am concerned. 

Chairman Ricuwarps. You are talking about taxation. Do you 
wish to expand that by including the French situation generally? 

Mr. Vorys. That is what I would be willing to authorize. 

Mr. Rooseve tr. I would like to put in one caveat there, that I hope 
Mr. Bruce is going to take up the Tunisian and Moroccan situation, 
and that cannot be made public. 

Mr. Mansrrevp. He can use his discretion. 

Mr. Vorys. I want to leave it to the chairman and Mr. Bruce in 
that if it would be helpful to get out something immediately, not 
waiting for the transcript, it would be all right. 

Mrs. Bouron. May I suggest this motion is intended to cover what 
we are doing now. It is not intended to cover what we may do this 
afternoon. 

Chairman Ricuarps. As I understand it—let me get this straight— 
vour proposal is amended by the suggestion of the gentleman from 
Ohio, that the chairman and Mr. Bruce get together on a statement 
in regard to taxation and other matters in regard to France that they 
think proper and make this statement to the press. Is there objection 
to that? 

Mr. CuarHam. Splendid. 

Chairman RicHarps. All in favor say “Aye’’—— 

Mrs. Boiron. Aye. 

Mr. Rooseveut. I am in favor of the motion, but I think some of 
the discussion of the Communists in France should be carefully edited. 

Mr. Cuaruam. We assume the chairman would do that. 

Mr. Jupp. Mr. Bruce knows what is more suitable for release than 
any member of the committee, and I will trust his judgment. 

Chairman Ricuarps. I will say the chairman will be governed by 
the Secretary’s opinion. Is there any objection to that? It is so 
ordered. 

Mr. Bruce. May I now make a suggestion, Mr. Chairman? 

Chairman Ricuarps. Yes. 

Mr. Bruce. This same question came up on the other side of the 
Capitol as well. In the course of questions I wish to give you frank 
answers. 

Would it be possible to authorize me to read over the transcript 
and to delete from it, as you did last summer in Paris? 

Mrs. Bouton. That is the purpose of the motion. May I just 
suggest that we add to this that the chairman and the Secretary make 
a statement to the press at the end of this on such matters as they wish 
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to have out immediately. And then we suggest the Secretary enjoy 
his week end. 

Chairman Ricuarps. I think we can do that, Mr. Secretary, sort 
of ad lib, and then you can get down on the creek for a little bit. 

Mr. Vorys. I would like to say something about this matter of 
transcripts made in executive sessions. We have had, as I under- 
stand, a rule, or custom, such as we have discussed here, where it has 
been our practice to give the greatest latitude to our witnesses from 
the executive departments in editing or in censoring their remarks 
in the interest of the national security before they are made public. 

There are limits to the suppression of testimony that ought not to 
be transgressed; if they are, as they were in one instance where 
statements of even members of this committee were suppressed, there 
are remedies for that, too. I feel sure that with Mr. Bruce there will 
be no question. 

Chairman Ricwarps. A chairman can run into trouble on this 
question. I think it should be straightened out in committee, and not 
have a member coming to me afterward. 

I think under the instructions of the committee, Mr. Bruce and I 
could get together on a statement that will do, without waiting for the 
transcript. 

Mr. Vorys. Could I say one more thing, because Mr. Bruce is not 
only our very able ex-Ambassador from France, but is Under Secretary 
on this matter? 

I have always been perfectly willing, as far as I am concerned, to 
leave the preparation of the record, the hearings, to the sound dis- 
cretion of our chairman, whoever he may be. But I have in mind 
cases where our chairman threatened that he would not print hearings 
at all because of the excessive deletions, not by Mr. Bruce, but by 
others, which made the hearings not only unintelligible but distorted. 
I just mention that. Iam still quite willing to leave it to the chairman. 

Chairman Ricnarps. What Mr. Vorys is talking about is only the 
desire of the committee to see that the transcript itself is complete. 
Often the witnesses go ahead and testify in executive session and then 
strike out half of it, and the members who are not here do not have 
the benefit of it. 

Mr. Bruce. I understand perfectly, sir. Just looking back on what 
I have said this morning, I can think of only one thing that should be 
deleted, a statement made by me in response to certain questions by 
Mr. Roosevelt. 

Chairman Ricnarps. Go ahead, sir. 

Mr. Bruce. One more feature of the relationship of the taxes col- 
lected and the gross national product which I think all of you are 
familiar with but which has great importance is this: Let us take an 
arbitrary figure, 30 percent, for example, in the case of the United 
States and France. Let us say the average income of the United 
States citizen for the purpose of this illustration is $2,400 per person 
and 30 percent of that would be $720. Your residue then is in the 
nature of $1,700. Thirty percent of an annual average of $800 in 
France would be $240 and your residue would be $560. In other words, 
the residue after taxation has a most important bearing on the economy 
of a country, because it is the money which remains, which is used for 
living expenses, and after living expenses it is hoped that some of it 
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in the aggregate would be left over for investment that is of impor- 
tance to the economy of France. 

I am extremely skeptical about the transformation of the tax system 
of a relatively poor country to an overreliance on income-tax collec- 
tions. We have seen in our own experience how, with the fluctuations 
of business, reliance on income taxes is a tricky thing, particularly in 
depression. 

n the case of a country where the average income is as low as it is 
in France, you would, I believe, sir, suffer from a diminution of over-all 
revenues while the system was being amended and amended over anid 
over again. 

So, from the standpoint of the United States, it would seem neces- 
sary to make certain that France, Italy, and all the rest of our partners 
are collecting from their people a reasonable amount in the form of 
taxes from the aggregate amount which is available to the people of 
the countries affected. 

On that basis, France has, of course, for years been the second 
highest taxed major country in the North Atlantic countries, Great 
Britain being first. The French believe that the taxes collected in 
peegenciess to the gross national product during the calendar year 1952 
in France will be even greater than those collected in Great Britain, 
but that remains to be seen. 

There is a great amount of tax evasion in France. The schedule of 
income-tax rates is extremely high. The statement has often been 
made in connection with the Marshall plan that American assistance 
has gone into the pockets of people who were already well to do and 
that very little of it has percolated down and has affected the average 
citizen in those countries. 

I believe that that statement is also, in the case of France, at least, 
an unsound one, and for this reason: Marshall-plan aid in great part 
was devoted to the reconstruction of the great basic industries in 
France, especially railroads, coal mines, and hydroelectric power. 

All of those industries happen to be nationalized. The automobile 
industry is one of the few in the private segment of business where 
considerable funds were expended in the beginning. The largest unit 
among the automobile factories in France is Renault. It happens 
to be the only automobile company in France now nationalized. So 
if anybody in the management of these nationalized industries derived 
any particular pecuniary benefit from the operations of the Marshall 
plan, I would have thought it would have been the most delicate and 
difficult operation for him to have done, because in effect they were 
Government employees. Government employees in France have 
never been known for becoming rich on a large scale. 

Where you would expect—I will leave the Marshall plan out now— 
the evasion of taxes would become most glaringly apparent is among 
the rich people and corporations, somali, tee large corporations. 
That has not proved to be the case. I think the leaders of the 
Socialist Party in France would affirm this point. 

The people who evade taxes to the greatest degree in France are 
the farmers, the professional men, and the nonincorporated businesses. 
Farm taxation in France is founded on a land assessment. That land 
assessment is usually low in relationship to the real value of the farms. 

Often in parliament bills have been proposed that would raise the 
assessment on land so that the farmers would contribute more to the 
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support of government. Those bills have usually failed. The farm 
element is very powerful in French politics. 

Mr. Roosrvett. It is here, too. 

Mr. Bruce. I understand it is in many legislative bodies. 

On the other hand, from the standpoint of a gross collection of 
money, even if the income taxes were very strictly levied upon the 
farm population, the total collected would not be important in com- 
parison with the figures that I have been discussing. One of the 
reasons for that is t that the vast majority of French farms are under 
25 acres in extent. A thousand-acre farm in France is not a large 
farm, it is an enormous farm. There are few of them. There are 
no farms in France that I know of that compare even with the farms 
in our Eastern States. 

The second class of escapees from income taxation are the profes- 
sional men. They have a ready way of evasion because they transact 
most of their business on a cash basis. 

The third form of escapism is through the medium of the non- 
incorporated business. The vast majority, again, and in this case 
it runs to over 90 percent of all businesses in France, are run by 
people who are so-called self-employed. These are usually family 
businesses and the total number of employees is two or three. They 
perform their business on a cash basis. They do it for various 
reasons, but one of the important reasons is the distrust which is 
Sea throughout the whole population of the solidity or stability 
of banks. 

At any rate, bookkeeping in the American sense, accountancy in 
tire American sense, is something which is foreign to the temperament 
of many of the people there, and it is certainly unknown in the ma- 
jority of business operations. 

Having said that, and adding that the estimate of the amount of 
tuxes which are due and uncollected would run to about a billion or a 
billion and a half dollars a year at the present rate, I would like to 
sy something which I have had no opportunity to check, but which 
was told me the day before vesterday. A study made by the Twen- 
tieth Century Fund, which I take it is an objective organization, of 
toxation in the United States, disclosed that for the vear 1948, when 
our gross national product was, I assume, much smaller than what it 
is today, the professional man, unincorporated business, and farmer 
had an undeclared tax income of approximately $56 billion, one-third 
of which would have been liable to income taxation and which was 
never collected. 

So when we get into these comparisons about taxation, it would 
seem to me one should take them up country by country. 

Mr. Futon. Is that a secret figure? 

Mr. Bruce. No; it is in the Twentieth Century Fund report. 

Mr. Jupp. Sometime during your testimony I hope you will tell us 
how much of this 30 to 32 percent of their gross national product 

collected in taxes comes back to them in direct subsidies, for example, 
in their bread rations. That is a factor which makes a comparison 
between their taxes and ours not quite accurate. ‘Two hundred and 
forty dollars out of eight hundred dollars income goes into taxes. 
low much of that $240 does he get back in his subsidies, in low rents? 

Mr. Brucr. Low rents, for example, are not supported by the 

Government. They are supported by the landlords. The proportion 
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of wage incomes spent in France on rent, light and heat is about 6 
percent; in the United States it is about 17 percent. So rental is 
extremely low. 

Personally, I think it is a great pity rents are as low as they are in 
France because they make, first of all, for the rationalization of a low 
wage scale, and second, dependence on Government financing for new 
housing and, above all, you have that shocking condition of the great 
destruction during the war and no build-up of any substantial quantity 
of housing between the two wars. Housing conditions in France are 
simply appalling and have an unfortunate result on the population 
and on the whole social scheme. 

The price support or subsidy program is very, very small, 

Four years ago, when the Marshall plan first came into effect there, 
those subsidies which had previously been extended by the Govern- 
ment to the citizens were largely done away with. There is now no 
subsidy, for example, on bread. The Government fixes the price of 
certain agricultural products but does not subsidize on any larye 
scale. One might say in that connection that by fixing the price, let 
us say, on wheat, they not only discourage a greater production of 
wheat but they have indirectly taxed the farmer who otherwise would 
have paid income taxes on wheat at a free market price rather than »t 
a controlled price. 

If we get further into this taxation, one can become enmeshed in 
sonsbnmabie detail. When you include your social security payments, 
which will revolve around within the economy, in your total tax col- 
lections, since they are not included in the French national budget, you 
get into an absolute mare’s nest of calculations, But, generally 
speaking, it is true that the over-all collection of taxes in France has, 
as I say, for a period of 5 years been the second largest of any major 
nation in the North Atlantic Treaty Organization. 

(Discussion off the record.) 

Mr. Risicorr. In view of what you have said, Mr. Secretary, about 
the number of Americans, do you believe there are too many Ameri- 
cans employed in connection with the State Department, Mutual 
Security, and so forth, in Paris, one, and two, all over Europe? 

Mr. Bruce. I cannot answer the second part of the question 
because I am not familiar with the United States’ employment else- 
where in Europe. As regards France, I do not think the number 
employed there is excessive because of the fact that so many of the 
American Government agencies have concentrated their head offices 
in Paris. 

For example, as I recall the figures, in Paris the MSA branch office 
has about 80 American employees. But also located in Paris is the 
head office of the office of the special representative of MSA, who 
now has additional duties as well. That is a regional office for the 
whole of Europe. Many of the employees carried on the American- 
Paris Embassy rolls have duties which cover a territory far wider than 
France, in fact, the whole of Western Europe. 

Most of the accounting, the fiscal work for all of our establishments 
in Western Europe are carried on in the Paris office. 

You have a very large Battle Monuments Commission in Paris, 
occupying its own office building. The Department of Agriculture 
has a parasitic laboratory in Paris. The Public Health Service has 
a good many men stationed in Paris. 
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If you go through our different Government agencies you can see 
there is a concentration greater than anywhere else in the world, out- 
side of the United States, located in that capital, and which is added 
to by the Military Establishment, the MAAG offices, for example, and 
the American contingent at SHAPE. So it presents, in regard to the 
question vs asked me, not only a difficult question to answer, in 
any detail, but it represents also a very unusual situation which I 
do not think would be applicable to any other country. 

Mr. Rrercorr. Do you think from a public-relations standpoint it 
is good for the United States in France or in Europe to have so many 
Americans concentrated in one location? 

Mr. Bruce. Consistent with efficiency, I would be in favor of 
having as few Americans in Europe or in any country as possible. I 
think it is a bad thing to have a large foreign contingent operating in 
another country. 

Mr. Rrricorr. My impression in going to Europe, going by my- 
self, staying away from the embassies, was that one of the duets 
that worked most against the prestige or the influence of the United 
States was the large number of Americans in all countries in all 
agencies. 

I, personally, in talking to many people, and many Americans who 
were very conscientious and hard working for the Government, sensed 
that we have too many. When we put the programs together, we 
have an over-all cut of 10 percent. I personally believe it could stand 
another cut for more efficiency and more United States prestige. 
This committee last time in putting the Mutual Security Program 
forward proposed that there be a 10-percent cut in personnel, when 
all the agencies were combined. Itis my intention to offer an amend- 
ment making an additional cut of the American personnel in these 
agencies. If we had a State Department bill in front of us, I would 
do that with the State Department, too, because I think there are too 
many there. 

Mr. Bruce. I cannot comment intelligently on the figures. I fall 
back on what I originally said, that consistent with efficiency it would 
be well to have our staff as small as possible. 

Mrs. Botton. May I suggest that those three words are exceed- 
iagly important: ‘Consistent with efficiency.” 

Mr. Ristcorr. Put an exclamation point on that. In talking to 
men in the Foreign Service and in our State Department, you get the 
feeling that they could do a better job if there were fewer of them. 

The hardest working ones feel that way about it. They are bogged 
down with large numbers, and many of the large numbers are being 
infused by our State Department itself. ; 

I call this to your attention because, being Under Secretary, it 
would probably come within your jurisdiction. 

I think you sense this in country after country. It makes for 
inefficiency instead of efficiency. I understand, Mr. Bruce, you have 
had considerable executive experience in the business world. I have 
had a little bit. I know that as an executive it is a lot easier to work 
with smaller numbers of men than to work with a large number of 
men. An executive who has only two or three assistants and sits 
down in the morning and gets his work laid out for the day and gives 
orders to 2 or 3 men can do a better job than if he has to talk to 25. 
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This becomes very important. I think that one of the great draw- 
backs in the State Department in Washington, as well as abroad, is 
the inordinate amount of time spent on conferences. The men who 
have come to Washington into the State Department with consider- 
able experience in other fields—and the State Department has gone 
looking for them, talking in conversation with them, constructively, 
these men are the ones who are helping make our foreign policy —tell 
me they are shocked at the amount of time spent in the State Depart- 
ment going from one conference to another. 

They cannot understand how any work actually gets done. I think 
this is a criticism which is very valid. No business, no government, 
no one can work unless someone is free to do some thinking and work- 
ing instead of running around from one conference to another. 

I would hope, I know it is too late now, Mr. Chairman, that next 
year when we come back, if we are back and you are still in the 
chair, that we will really do a job of looking into the State Department 
and reorganizing it efficiently. 

I think a job can be done separate and apart from that of the 
Hoover Commission to make a better and more efficient State 
Department. 

Mr. Fuiron. Are you saying that to the Secretary or to this side 
of the table? 

Mr. Rrstcorr. I was saying that to the chairman. 

Chairman Ricnarps. Mr. Secretary, there has been a lot of dis- 
cussion in the Congress of this gross national product business as a 
basis for a contribution to the Mutual Security program. We have 
a bill there, and one Member of Congress is going to testify before 
this committee in support of that. 

You mentioned just now the situation in France as compared to 
the gross national product of the United States. What do you think 
of the gross national product theory as a basis upon which to fix 
contribution and responsibility in the Mutual Security Program? 
Is it fair? 

Mr. Bruce. No, it is not completely fair because of some of the 
reasons I mentioned. For example, the residue after taxation is 
affected so materially by the total national income. But as a yard- 
stick for rough comparisons, I do not see how you can do away with it. 

You can use the term “national income” if you want; or “gross 
national product.” 

Mr. Vorys. What is the difference? You say ‘“‘national income” 
which we all understand. 

Mr. Bruce. Gross national product is roughly all the goods and 
services of a country; national income is what is left after the deduc- 
tion, primarily, of indirect taxation from it and also a depreciation 
allowance. 

Is that right? Could Mr. Tomlinson make a statement on that? 

Mr. Vorys. We have some economists here on our staff. The only 
reason I can figure that we jump from national income to gross na- 
tional product is for purely public relations reasons. The amount 
looks smaller if you take the GNP rather than national income. 

Mr. Bruce. GNP is larger. 

Mr. Vorys. No, the amount taken for the military always looks 
smaller if you make it a fraction of the GNP, which is a larger figure. 
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Chairman Ricnarps. The proponents of this in the House will 
say that we should not contribute more to this program than France 
is contributing, or more in proportion to our national gross product 
than does anyone else. 

As you stated, if that was the case, France has a greater proportion 
already than the United States, is that right? 

Mr. Bruce. Some other country may not have. I am speaking of 
taxes collected. When you get down to your military budget, you 
are in another field of speculation entirely. The United States mili- 
tary budget in proportion to gross national product is larger than any 
military budget in the world, except possibly Russia, but I am speak- 
ing of the western community. 

We will spend this coming fiscal year, as I understand it, probably 
about 17) percent of our gross national product for military purposes, 
military appropriations. I think it is about of that order, although 
you have not passed all the appropriations yet. But it is likely to 
be along those lines. In France, to show you how difficult it is to 
arrive at the figures on a comparative basis, France may spend in 
1952 as much as 11 to 12 percent, but in addition to that, there is an 
item in their budget for reconstruction of war damaged property. 
This would bring what France calls expenditures for war purposes— 
we include veterans, and so on, in ours—would bring their total 
defense expenditure up to around 16 or 17 percent. So these com- 
parisons are difficult. 

Chairman RicHarps. You always have to consider it in the light 
of what a government has to do otherwise, even if it is not a military 
war damage matter. 

One of the proponents of the bill has just said that regardless of 
everything else they should be willing to proportionately throw in the 
pot that much. It is just that simple to some of them. 

Mr. Bruce. It is not, of course, nearly that simple. Also, the 
question of defense support is equally complex, along these same 
lines. What is defense support really? I know there is a great 
antagonism to the idea of continuing a form of so-called economic aid. 
Yet, when you analyze what you mean by “defense support”’ you have 
to consider what its impact is going to be country by country. 

France is a good example of the problem. The French, although in 
theory their economy is so beautifully balanced between industry and 

.agriculture, are dependent on the importation from the outside world 
of nearly all of their key raw materials that are of any consequence in 
connection with military production, copper, the nonferrous metals, 
rubber, tin, even petroleum, of which it has practically none. 

When you get into those imports, if you have not the resources with 
which to purchase them, or if those resources are not made available 
either by grant or loan from the outside, you will have an economy 
which will run downhill at a staggering rate of speed, particularly 
that portion of your economy which is devoted to the production of 
military items. 

You can just take it up commodity by commodity. Cotton, for 
example, is absolutely essential to a war economy. It is essential, 
of course, for making gunpowder, the manufacture of explosives, for 
military clothing. But the problem is much greater than that. 
Suppose in France no cotton was imported, and it has to import about 
90 percent of its cotton. What would happen in a country where the 
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textile business is the largest business of the country, a country like 
France? You would have mass unemployment, commercial disorder. 

When we talk of defense support we are reallv in a complex subject. 
I do not know the situation well enough in England to discuss it. 
I suppose there will be testimony given in regard to it. If you are 
going to use the words “defense support,” to me it should mean 
support which is going to enable a country to build up a larger military 
contribution than otherwise it would. 

In the case of England, I would bave thought that defense support 
would include articles of food because England is an over-populated 
island from an agricultural standpoint, and if she does not import food 
I do not see how she can make her maximum war effort. 

Chairman Ricuarps. While you are on defense support, I would 
like to get your opinion on its relative importance in the program. 
Let us suppose that this program or some part of it is necessary for 
the security of the United States. Let us further suppose that France 
is to receive $200 million for military end items and $100 million for 
defense support. 

Taking into consideration France’s contribution to the Mutual 
Security Program, and considering the security of the United States 
and our best interests, if you were going to make a cut, where would 
you make it? I am not assuming that there will be a cut, but if there 
were, would you cut from the $200 million for military end items, or 
would you take it from the $100 million for defense support? 

Mr. Bruce. Let me answer that from the American standpoint 
first. I have had no briefing on the mutual-defense bill. No one in 
the State Department or anyone else has spoken to me about it. | 
think I can unhesitatingly say—this perhaps reflects my own erro- 
neous personal judgment—lI do not think the delivery of finished end 
items, military end items, is nearly as important as sustaining the 
economies of these countries by the turnishing of the necessary amount 
of defense support which will enable those economies to function in 
such a fashion that you have sound social and economic conditions 
prevailing in those countries as a basis for their own defense effort. 
An endless supply of American tanks delivered in France are not only 
no asset without this base but I think might prove to be a liability 
if you have a country which is allowed to go into bankruptcy which, 
unfortunately, if 1 may say so, France would be on the verge of, in 
the absence of fairly substantial external aid, whether from the 
United States or elsewhere. 

In the prewar period—I am talking now about the Second World 
War—you had still in France a fairly large mobile amount of foreign 
investments and large reserves in the Central Bank. 

What is the situation today? France has no foreign assets which 
she can convert into hard currencies to buy these raw materials on 
which her whole industrial economy is dependent. In 1914 and 
again in 1939 she had such assets to meet her exceptional needs in 
time of crisis. 

The Bank of France, the Central Bank, has a gold reserve of $550 
million, an absolutely laughable sum compared with the normal 
needs of a central bank for a country of 42 million people. 

Two weeks ago there was exactly $35 million, so-called free dollars, 
dollars the Government could use, aside from that gold reserve in 
the Bank of France. 
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If I can go a little further in that, I can give you an example of a 
thing that was unknown in the ordinary peacetime history of these 
countries. Last year France imported from the United States $120 
million worth of coal. France has always been the largest coal- 
importing country in the world. But during a year when the total 
coal production in France was the highest in French history, yet $120 
million had to be devoted to the purchase of American coal. 

And why? Because of the exceptional coal needs in Europe for 
defense, the coal industry of Great Britain notably, and second, of 
Germany, which in the past had thrown off large quantities of coal 
for export are now unable to export the coal which France needs for 
its own industries. Therefore, it buys coal in the United States 
where the freight rate on the shipment of that coal is greater than the 
amount which the coal merchant in the United States is paid for it. 

It is completely uneconomical. But if you did not have that coal 
coming in from the United States, what would be the situation in 
France? France had a steel production last year of almost 10 million 
tons, but the French steel industry operated at only 85 percent of 
capacity. Without that American ahs how would it have operated? 

They have to spend a large amount of money for metallurgical coke. 
If they do not get that coke, the rate of steel production would go 
down further. They have a program for munitions. If they do not. 
get what is in effect external aid, what happens to this industry? 

Let me give you another illustration. You are going to hear a lot, 
I imagine, if you have not already done so, about the foreign reserves 
in England. But let me get back to this $550 million in France in gold. 
That is the reserve of the entire country. 

The interest payments to the United States on dollar loans for the 
year 1952 in France, the interest and amortization payments, will 
amount to $140 million. They feel sure they must import a minimum 
of another 4 million tons of coal. 

There you have, just to start off with, $260 million. That is only 
one of the factors that I give in answer to your question about defense 
support. 

Chairman RicHarps. How about NATO? What if you did not 
have a NATO organization? Would you still have the coal problem? 

Mr. Bruce. Yes. 

Chairman Ricuarps. We have understood that there was to be no 
economic aid in 1952. Do you contend if it was not for NATO and 
if the Indochina problem had not come about, that France would still 
need economic aid from the United States? 

Mr. Bruce. That is a most difficult and a very interesting question 
to try to answer. It looked in 1950 and 1951 as if the French had 
begun to reestablish external finances. Their credit was such that 
they could even borrow in foreign markets. They had begun to 
attract financing from loans in Switzerland and other countries. They 
also obtained some money from private banking loans in the United 
States. What happened? When the Korean war broke out, the 
price of raw materials all over the world had a precipitous rise. 

As I have said to you, France more than almost any other fairly 
sound country is dependent on the importation of its key raw materials 
from hard currency sources. So you had at once an inflation. The 
world price inflation was coupled with a great addition to govern- 
mental expenditures founded on an increase in the military program 
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for Europe and Indochina. These new expenditures, plus an effort 
to maintain the investment program and increase the standard of 
living, brought a new internal inflation. Fed by the tradition of 
inflation in France, all of the laboriously acquired financial stability 
in the form of the stability of the franc itself and its purchasing power 
was soon destroyed. It was not one generated only in France. It was 
world-wide in its effect. But because of Indochina, tradition and 
mismanagement in France in attempting too much, the external 
accounts or a balance of payments were soon in serious difficulties. 
Import needs became greater and earnings dropped. External 
credits from Switzerland, from the United States, from hard-currency 
countries, were out of the question. Therefore, France was soon again 
in financial difficulties even though their plant capacity had been 
considerably increased. France was dependent to carry on the 
increased defense effort on the further supply of assistance which we 
thought was on the verge of being terminated. 

Chairman Ricnarps. I do not have some of the answer because it is 
getting too deep into the economic field for me. I gather from what 
you say that for France to carry out its function in NATO you would 
say defense support would be far more valuable than the end items 
sent over there by the United States. 

Mr. Bruce. I profoundly believe it. 

Chairman Ricwarps. You would first consider, if there was to be 
a cut, cutting military aid? 

Mr. Bruce. I would cut military end items; yes, sir. 

Chairman Ricuarps. You wanted to ask a question, Mr. Chatham; 
did you not? 

Mr. Cuarnam. Against this coal situation, approximately what is 
the balance of hard currency that comes to France from their exports? 

Mr. Bruce. It is difficult to try to foreshadow 

Mr. CuatHam. How many dollars do they earn? 

Mr. Bruce. Let me start with our tourist receipts. They got 
about $60 million from net tourist receipts in 1951 from the United 
States tourists in France. Last year, however, in the export trade 
in France was an unusual year. The reason for it was this: Our 
Government and people bought a great quantity of industrial alcohol 
in France and also bought a great deal of finished steel products. We 
have announced this year that we are going to buy no industrial 
alcohol, and also steel product sales will decline. 

My guess is that the exports of France to the United States last 
vear were about $360 million. Does anybody have that figure? Mr. 
Tomlinson tells me the highest annual rate was $406 million for the 
entire dollar area. 

I can remember, Thurmond, during the Marshall plan period, 
when the French exports to the dollar area amounted to only $80 
tnillion. So, between this very high figure of $406 million and the 
very low figure of $80 million France will once more fall into, I would 
imagine, an export figure of perhaps $250 million. 

Mr. Cuatuam. Plus the tourists? 

Mr. Bruce. Yes. 

on Cuatuam. I do not see any reason for the tourist trade falling 
or. 

Mr. Bruce. No. It may well improve, perhaps double to $120 
million. French internal costs have been extremely high because of 
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domestic inflation. At the moment the export trade is in the dol- 
drums. It has been affected, also, by the transfer to war production 
and the restrictions imposed by the trading partners of France. 

Mr. Cuaruam. I have seen it published that the Indochina wa: 
was costing France approximately $1 billion a year. 

Mr. Bruce. It is more than that. 

Mr. Caaruam. Would that throw you back into a complete 
imbalance? 

Mr. Bruce. If the Indochina war could be terminated, you could 
repatriate the French Union forces that are operating in Indochina, 
and get rid of the expense of conducting that war in Indochina. The 
contribution that would be made b ee to NATO, in those cir- 
cumstances, would be such that 1 think we could be thoroughly 
satisfied that the defenses of the west in Europe would soon be strong 
enough to deter and if necessary stop an aggression. 

Mr. Cuaruam. Plus the effect on the economy of France? 

Mr. Bruce. It is disastrous. Look at it in this way: The present 
budget for Indochina is roughly $1,200 million. There are other 
charges on the budget coming from the war in Indochina. But 
probably by the end of this year, as has happened in every preceding 
year, those expenses will rise above that figure of $1,200 million, 
maybe to $1,500 million. 

The total French expenditures over-all, militarily, will be about 
$4 billion this year. 

That is the proportion, speaking in financial terms, devoted to 
Indochina. But in other respects, the imposition on the French 
economy as a whole, but particularly on the war effort, is much 
more grave. You have today in Indochina, an army of approxi- 
mately 200,000 men who are practically professional. There are no 
conscripts there. It is against the law to send a conscript to an 
external territory where a war is going on. 

Chairman RicHarps. One member of this committee has, I under- 
stand, suggested that that was being done practically with colonial 
troops and that they did not come from France proper. 

Mr. Bruce. Let me get into that one. Let us take a figure of 
200,000. al 

Mr. Vorys. We have been given the figure of 140,000 of which 
40,000 are French. 

Mrs. Ketuy. 30,000 were killed. 

Mr. Bruce. This is an important point, Mr. Chairman. Here are 
the figures from the military attaché at the Paris Embassy. They 
are as of January 1. I would like very much to get them in the record. 
I can recite them almost from memory, but we might as well be 
accurate. 

Mr. Mansrie_p. Would you like to have them given out? 

Mr. Bruce. I see no objection whatever. They are matters of 
public record. The latest official report available to me, dated Janu- 
ary 1, 1952, shows the following figures: 
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Officers: , 
Pe ee eet ale te es ae et meslonchinnccnomsh 6, 923 
North Africans and native colonials__.._.............-_____-___--. 176 
Europeans: 
Inder contract: 


Noncommissioned officers_.................__.___-_.._....- 28, 300 
ERED TS TE SERS Ie ee SE Lo ee ee a eee ee 42, 701 

Conscripts: 
Noncommissioned officers._________ ney en eee Pid 13 
eens oe Reet s APs eS a i Sk ik eS 557 

North Africans: 
DOMINION GEINONB S55 65 os wk cand ees cok nccce auth subes 1, 781 
I 30, 763 


Now, remember when you include the North Africans, the largest 
contributing territory in North Africa is Algeria. Algeria is a Depart- 
ment of France, and when you talk about North Africans you are talk- 
ing, in many instances, of men who are French citizens and in all in- 
stances are people who form part of the governmental system of 
France. 


Native colonials: e 


Noncommissioned officers_.................-_-_--. Feit et) reer er 3, 870 
ES es Bt eh eB ts ea ess. FC 
WACS: 
a a 
I ts ote) oe eed? Sse) eee ee les 1, 346 


That makes a total of 195,125 as of the first of January which. I 
understand. has now been increased by Metropolitan troops to 
around 200,000. 

Chairman Ricnarps. Of that number, how many come from 
Europe? 

Mr. Bruce. There are 78,000 Europeans. 

Mr. Vorys. 48,000? 

Mr. Bruce. I am not counting even those North Africans who are 
French citizens. 78,000 Europeans. 

Mr. Cuatuam. That is completely different from what I have. 

Mr. Vorys. And completely different from what has been given 
in this hearing. 

Chairman Ricuarps. Who gave the different figures in this hearing? 

Mr. Bruce. Let me say something about this French Union Army. 
As you know, for 50 years now the French Army has incorporated in 
it on an absolutely equal basis, regardless of the country of origin, 
these North African troops. 

One of the things we have questioned the French in Paris about is 
the division between what they list as North Africans and the people 
from the Metropole. They answer that question with bitterness, 
because they regard this as their professional army. They do not 
distinguish between the people of the Metropole and the people of 
North Africa. The last time I asked that question one of the generals 
in the French Army said, ‘How would you feel if I went over to the 
United States and said to General Bradley, ‘Tell me, how many 
Filipinos are there working on your ships and how many men of color 
are there in your army?’ ”’ 

He said, “As far as we are concerned, the North Africans have 
always been members of our army, many of them citizens, especially 
those of Algeria, all are part of metropolitan France.” 

He said, “If you want to make a distinction, make a distinction 
between the Asiatics and others in our army.” There have been 
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30,000 deaths in Indochina in the French Union Army, among which 
no Asiatics are included except those Asiatics which are part of the 
professional French Union Army. 

I am sorry to go on about this, but I think it is an important point. 

Mrs. Ketty. Could we have it broken down as to how many are 
mercenaries? I refer to Foreign Legion—Moroccans and Algerians. 

Mr. Bruce. May I say this in answer, with the exception of the 
Indochinese serving in the French professional army, and some mem- 
bers of the Foreign Legion, there are no troops in this army of which 
I have spoken who do not have representatives in the French National 
Assembly and who do not come from metropolitan France. 

When you come to the Indochinese troops, you have to make a 
division among who are in the native army and those in the profes- 
sional army. A large part of the native troops have been in the 
regular army. The figures I have given apply only to the regulars. 

Outside of that, it is planned to have this year 120,000 troops in 
the native armies of the associated states, and France will spend 
$180 milliongfor the equipment and supply of those native troops 
over which their professional army will have no control. 

Mr. MansriEvp. Are the French in Indochina to retain Indochina 
for France? 

Mr. Bruce. Mr. Mansfield, that question is one which is very simple 
to answer. If they are there to retain Indochina for France, the 
Frenchmen are collectively crazy. The expense of a single year of 
operation of the war in Indochina is greater than the value of all 
French investments in Indochina. 

Mr. MansFIeE.p. In effect, what they are doing is protecting south 
Asia and all the approaches to the west and to the south of Indochina 
from falling into the hands of the Communists, and they are doing it 
there because we have a vital interest in that area, too? 

Mr. RoosEvett. Doing it for the safety of the free world. 

Mr. Bruce. I would have thought, if one can view the operations 
of any country as being unselfish, that this would be an unselfish move 
because the reasons for continuing a French army in Indochina for 
national purposes have long ago disappeared. 

Mr. Javits. On Indochina, would you add as a capstone to what 
you have told Mr. Mansfield, what do the French see as a future in 
this situation? Where are they going and where are we going? 

Mr. Bruce. Can I go off the record? 

(Discussion off the record.) 

Mr. Mansrievp. Indochina is a financial as well as a military drain 
upon France. If the French were not in Indochina, they would not 
only be able to furnish additional numbers of divisions for Western 
Europe but would also be very likely to maintain a pretty stable 
economy, is that correct? 

Mr. Bruce. All those statements are in thorough accordance with 
my views on that subject. 

Mr. MansrFietp. In other words, when we consider the contribu- 
tions of France, we can say that she has been spending more for the 

ast 3 or 4 years in Indochina than she has received from us under 
farshall plan aid or mutual security? 

Mr. Bruce. That is right, sir. 
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Mr. MansFie_p. And she is going out of her way perhaps more than 
any other European nation to defend the free world from the onslaught 
of communism? 

Mr. Bruce. That is also correct. 

Mrs. Ketiy. Can we find out what the collections were in the 
French budget as the result of the French occupation of Indochina 
prior to 3 years ago? The picture has changed considerably all over 
the world, but prior to 3 years ago the occupation of Indochina by 
France must have accumulated something in her favor. 

Mr. Bruce. Since 1940 Indochina was occupied by the Japanese. 
Since that, France has derived no income from Indochina, since 1940. 

Mr. Roosrvettr. May I suggest we adjourn? 

Mr. Riaicorr. I would like to have the Secretary comment after 
lunch, if you think it is proper, as to the attitude of France toward 
the United States-German policy beginning with our unilateral pro- 
posal to rearm the Germans as of September, 1950, and the attitude 
of France today towards the Russian proposal of the four-power meet- 
ing on Germany. 

I think this is quite a question. I wonder if you think it is proper? 
Instead of questions, I would like a little comment on that by the 
Secretary after lunch. 

Chairman Ricwarps. Mr. Secretary, we do not want to hold you 
here too long this afternoon. Would you be available at 2:30? 

Mr. Bruce. Yes, sir. 

Mrs. Botton. We would like to have a clear picture given us on the 
whole colonial picture. 

Chairman Ricwarps. We have not been going under the 5-minute 
rule. Some members have not asked any questions at all. We are 
going to get on them right after lunch. 

Mr. Cuatnam. For the record, I have another meeting at 2:30, 
but I want to put on the record how delighted I am personally that 
Mr. Bruce has come back here to the State Department with his 
knowledge of France and with his experience in other governmental 
agencies before that. I think we are fortunate indeed to have with us 
his ability and energy and intelligence. 

Chairman Ricuarps. I am sure we all share in those sentiments. 
We will recess until 2:30. 

Mr. Roosreve.tt. May I say that Mr. Bruce’s statement on the 
defense support is the most valuable one we have had to the committee. 

(Whereupon, at 1:13 p. m., the committee recessed until 2:30 p. m.) 


AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., the Honorable James P. 
Richards (chairman) presiding.) 

Chairman Ricuarps. The committee will come to order, please. 
We will continue hearing, Mr. Bruce, on H. R. 7005. 

John, I am going to start with you. Do you want to ask any 
questions? 

Mr. Vorys. Yes, a couple. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. Mr. Secretary, you mentioned the Schuman plan this 
morning and the European Defense Community, and said that they 
were both contemplated as supranational bodies. Take the Schuman 
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plan. Do they have a board or something like that that is to run it 
right from the start, so that it does not require unanimous action of 
the countries concerned in order for the plan to operate? 


STATEMENT OF HON. DAVID K. E. BRUCE, UNDER SECRETARY OF 
STATE 


Mr. Bruce. That is right, sir. The Schuman plan will be run by 
an international executive. The participating nations have sur- 
rendered to it a sufficient amount of authority so that the plan becomes 
subject to its authority and its management. 

Mr. Vorys. What is that executive? Is it nine? I have heard it 
<lescribed but I have forgotten it. 

Mr. Bruce. In the case of the Schuman plan? 

Mr. Vorys. Yes. 

Mr. Bruce. I believe it is nine. 

Mr. Vorys. How are they selected, the nine? 

Mr. Bruce. They are selected by the participating nations, with 
the larger nations having a greater voice in the selection than do the 
three smaller nations, which are the Benelux countries. 

Mr. Vorys. I wonder if you or your advisers have it handy? Does 
everybody vote on the nine with a weighted vote, or does, for instance, 
France choose two, Germany choose two, Italy two? How are they 
selected? 


STATEMENT OF WILLIAM M. TOMLINSON, TREASURY REPRE- 
SENTATIVE, AMERICAN EMBASSY, PARIS 


Mr. Tomuinson. It was envisaged there would be a breakdown by 
countries with not more than two of the nine coming from any one 
country. The representatives will be selected on the basis of com- 
petency. 

Mr. Futon. Will you identify yourself? 

Mr. Bruce. William M. Tomlinson, Treasury Representative in 
Paris, who was the representative of the Embassy on the Schuman 
plan. 
Mr. Vorys. The French and German Parliaments have approved 
the Schuman plan? 

Mr. Tomutnson. The French Upper House or Council of the 
Republic still must approve the Schuman plan. It is almost a fore- 
gone conclusion. It is accepted that France will complete this within 
the next few weeks. 

Mr. Vorys. How many of the others have approved it? 

Mr. Tomuinson. At least one of the Houses in all of the countries 
have approved it. I believe Italy, Belgium and Luxembourg remain 
uncompleted; there is to be additional action in one of the Houses in 
each of these countries. The Netherlands and Germany have com- 
pleted their ratification. 

Mr. Vorys. What I am trying to get at is how far along we are in 
the story of the integration there. 

Mr. Bruce. As regards the Schuman plan, Mr. Vorvs, the National 
Assembly in France ‘has approved it. The only possible obstacle to 
its finally coming into force is the necessary approval by the French 
Senate, the Council of the Republic. 

It has been, as Mr. Tomlinson said, a foregone conclusion that 
they would do so. The reason they have not done so previously was 
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that it is necessary, according to the French Senate procedures, to 
have any proposition of that sort reviewed by committees of the 
Senate before it is submitted to the whole body for a vote. 

Due to the two falls of government in a very short period, there 
was no foreign minister in a position to explain the bill to the com- 
mittees and get the committee action. 

I would have thought it almost certain that there would be approval 
by the French Senate. . 

Mr. Vorys. Would you attempt to estimate how soon, for instance, 
the Schuman Plan would be launched as a going concern? 

Mr. Bruce. It could be by the first of May. 

Mr. Vorys. By May 1? 

Mr. Bruce. Yes, sir. 

Mr. Vorys. As to the European Defense Community, you de- 
scribed to us a commissariat. Will there be a supranational body 
when it is approved? Will it be approved from that time on even 
though the parliamentary group proceeds to draw up the plans for a 
constitutional conventioi, so to speak? Do I make myself clear? 

Mr. Bruce. Yes. I think I can answer that. The powers which 
are surrendered by the participating nations in connection with the 
European Defense Community are surrendered in two stages. 

One is to come into operation as soon as the plan has been ratified 
by the necessary parliaments. The other is predicated on the coming 
into being eventually of a political confederation or federation of 
Europe. 

I have to break down the initial stage into two parts, which has been 
made necessary to some extent by the assistance which we are cur- 
rently giving to some of the participating nations. 

The great problem posed in regard to the surrender of sovereignty 
from the beginning was connected with the setting up of this authority, 
now called the ‘‘Commissariat,” which would have control over a 
common budget and at the same time would be in charge of a common 
procurement policy. 

Some of the nations, notably Belgium and Holland, said that they 
had undertaken military programs on the strength of commitments 
which had been made to them, and which they had made also to some 
of the other partners in NATO. They had let contracts, they had 
made provisions for the expenditure of money for military purposes. 
Therefore they did not wish to surrender to the Commissariat authori- 
ty for the expenditure of those funds in a manner which would con- 
flict with existing commitments. 

So you will have a staggered period there. On the procurement 
side, a good many of our items scheduled for delivery over a period of 
the next year or two, and some of them in arrears from a delivery 
standpoint, have been counted upon in connection with the under- 
takings that these countries had given to furnish equipped combat 
troops to NATO. 

As those are to be transferred to the European Defense Force they 
were very insistent, and again I speak particularly of the Belgians and 
Dutch, because no problem is posed for the Germans, that the end 
items coming from tbe United States would not be diverted from the 
purpose for which they were intended and which had been agreed 
bilaterally between their governments and our own. 

That is the first period. As you get beyond the existing cqntracts, 
so to speak, and as progressively these institutions are able to exercise 
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a control over procurement and over expenditures through the common 
budget, then the new community, acting through its authority, which, 
in turn, will receive general directives from the Council of Ministers, 
will be clothed with a supranational authority as distinguished from a 
coalition authority and they will be able to operate the organization 
in a supranational manner. There is one limitation. After consider- 
able controversy, and over the objection of the French and the Ger- 
mans and the Italians, the Benelux countries insisted that a council 
of ministers should be given broader powers than the three major 
nations had wished. 

The Council of Ministers are, of course, representative of the 
will of the national parliaments. The commissariat can receive 
general directives from that Council of Ministers until the second 
period is reached. Then the affair becomes a federal organization 
in the true sense. 

Mr. Vorys. That sounds to me, if I understand you, as if you do 
not have anything that does not have a national veto until the 
second phase comes along. 

Mr. Bruce. That is right, sir. The reason for it is this: To create 
a supranational authority for the European Defense Community as 
distinguished from the Schuman plan, where the problem is much 
simpler, would require on the part of this new organization the power 
to bind parliaments of the subscribing countries to make the appro- 
priations which the central authority has decided are the appropria- 
tions necessary to carry on the joint military effort. 

The Belgians and Dutch said they could not do that without a 
change in their constitutions, and with other reasons as well, that 
they could not abrogate the power of their parliaments over global 
appropriations; that the Communists could make recommendations 
as to the funds which would be necessary for the Defense Community, 
but each parliament itself would have the final power to pass on 
whether that could be translated into actual national appropriations 
contributed to the supranational body. 

Let me add this: The reason the question is so difficult one can 
imagine how it would be here or in any other country—— 

Mr. Vorys. Let me interrupt you. We settled all those questions 
here about 160 to 170 years ago, and it is pretty hard for us to magine, 
particularly those of us who sat at Strasbourg, these infinite technicali- 
ties within technicalities they bring up about taking the step away 
from the national veto in Europe. 

It is hard for us to imagine the difficulties, but it is not hard for us 
to imagine the possibilities. One thing that will certainly be con- 
sidered around this table is not only to authorize our Government to 
make funds available to these organizations, but to earmark some of 
the funds so they will not be available any other way. 

We have tried coaxing and other encouragement. One of the things 
that will certainly be discussed is whether the period of “or else’ has 
not arrived. That is the reason for my line of questioning. 

Mr. Bruce. I understand that. On the expenditure side, on the 
other hand, there is no national detail. The retention of national 
authority only concerns receipts. That gets you directly into the 
question of taxation. It has always been contemplated that if there 
were a true federal union in Europe, the body which is to exercise 
functions under that delegation of sovereignty must possess some 
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taxing power. But to date in the European Defense Community there 
has been no possibility of getting nations who have become members 
to surrender the taxing authority even over that portion of their 
public financing which resides in their military budgets. 

That is the most difficult step, I think, in connection with the 
Eruopean Defense Community, to get over. I do not think a restric- 
tion of funds on the part of the American Congress to those nations 
would have any particular influence on that situation. I believe, 
myself, that the situation can only be cared for at such time as you 
proceed into political federation, where you have a surrender of the 
ultimate authority, that is, of taxation. 

Mr. Vorys. I had understood until just now that part of the 
European Defense Community’s intermediate stage was that there 
should be a common budget and a common procurement, that the 
expression “‘common budget’’ meant not only to get up a list of what 
was to be spent, but authority within defined limits, possibly through 
the setting aside of certain taxes for that purpose, to raise some money; 
that it was to that extent to be a supranational body as soon as the 
convention or the treaty was ratified. 

Mr. Bruce. It will become so in regard to receipts. The way it 
will operate will be about like this: As the elements in the authority 
can take hold and exercise their functions they will say, “‘ Let’s assume 
that the end of this year—if it becomes effective in July—we will 
draw up a budget. Let us assume that it will be on a calendar year 
basis. The contribution of Germany will be so much this coming 
year, but to have that contribution actually paid over to the com- 
missariat for use for the purposes of the community the German 
parliament will still have to appropriate the money.” 

One suggestion that was made in the course of this lengthy confer- 
ence was that the authority itself should have the power to levy taxes. 
That was rejected with the statement on the part of all the members 
participating that once they had a federal union that would be 
feasible, but in the absence of a federal union they could not surrender 
on behalf of their parliaments that authority. 

In practice, I do not believe the present arrangement will present 
any great difficulty. Let us take the German financial contribution. 
I have a figure on that. It was suggested by the TCC to be in the 
sum of 11 billion 250 million marks. That money, with the exception 
of the portion that will be devoted to the maintenance of the occupa- 
tion forces in Germany, and even that may pass through the central 
authority, would be expended for the purposes of the community 
including the support of the German contribution of troops to the 
community. 

But at the end of the year for which the Germans have made this 
pledge, their parliament has to make another appropriation. Their 
parliament will be asked by the central authority to make an ap- 
propriation of a certain amount. But so far as the treaty goes, there 
is no enforcing, there is no power of enforcement over the making by 
the German parliament of the contribution which is requested of it. 

Mr. Vorys. Is the same thing true as to the financing of the 
Schuman plan, that it is still national? 

Mr. Bruce. No, it is completely supranational. 

Mr. Vorys. I mean, has it control over its own budget not only on 
its spending budget, but over its own income? 
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Mr. Bruce. That is right. It is autonomous. It can levy upon 
the production of the concerns which are engaged in these enterprises, 
coal and steel, to meet the community expenses. There are provisions 
also whereby it can levy upon them to improve the situation, especially 
in Belgium where you have a lot of marginal producers. 

They have perequation or a price equalization system to take care 
of that. To answer your question more directly, the Schuman plan 
is purely a supranational authority and is self-sufficient in so—— 

Mr. Vorys. Within its limited scope? 

Mr. Bruce. Yes, sir. It is an important point because it is one 
that has provoked a great deal of difficulty in connection with the 
European Defense Community. The thing that has been agreed to in 
that connection is that when the central authority makes these requests 
to the members for military budgets which will be turned over to the 
common budget the member nations have agreed it will be a so-called 
one-line budget for defense. The parliaments will not debate or 
question the details of the money they appropriate for defense. 

Mr. Vorys. The European Payments Union which was proposed a 
year or so ago is working well. Along that same line, I think that it 
was in this committee that it was determined that certain amounts 
would be made available solely for that purpose. 

I understand it has functioned very well, except it appears to be 
undercapitalized. It would be far easier to obtain funds from the 
Congress, I suspect, for the European Payments Union than any 
national balance-of-payment items. I do not know whether that is 
part of the defense support that we are going to be giving or not. 

But one of the things I feel quite confident will be discussed here 
is the matter of our getting awfully tired of this, awfully tired. On 
the floor just now there was a speech when there was an attempt to 
cut some money for Indians, and a Member got up and said, “Of 
course, they will cut that because they are Americans, but we are 
poing to have a program come here for these foreigners and you will 

e expected to pass it with a whoop and a hurrah.” 

Unless this is pretty closely geared to the object that the Congress 
has had in mind for these 4 years, or since we have become so in- 
timately engaged in European problems, it will have great difficulties. 

That is the reason for my questions, and also my question about 
the European Payments Union. Probably we should consult the 
military on questions about the firmness of the national allocations of 
military equipment which are in the proposal or whether the military 
stuff might not be turned over to a united force. 

I think I have taken too much time, Mr. Chairman. 

Mr. Ristcorr (presiding). Mr. Burleson. 

Mr. Burreson. Would you like to develop your questions? 

Mr. Rrsicorr (presiding). As acting chairman, I will wait until last. 

Mr. Burveson. I think the information Mr. Vorys has just devel- 
oped is most fundamental, but I would like to have a point clarified. 
Do I understand, Mr. Secretary, that the members of the Atlantic 
Defense Community dedicate their entire armed forces to the inte- 
grated program? In other words, does their army and navy, whatever 
it may have, go into the pot, or can they have separate forces beyond 
that if they maintain them? 

Mr. Bruce. Yes. That is a very interesting question, a very im- 
portant one. Those nations that have overseas responsibilities, of 
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which the most notable one is France, have a right to keep those forces 
operating overseas outside the jurisdiction of NATO. By that I 
mean, SHAPE. SHAPE participates in this supranational authority 
because it has been delegated the command function. 

In addition, there is provision made that for the support of those 
forces operating in overseas theaters a certain number of troops can 
be built up in their home bases. 

There is also a provision about domestic police forces, which would 
apply to all countries equally. Those nations who are engaged in 
other overseas activities—for instance, troops stationed in Austria and 
Korea—could have those troops exempted from the operations of the 
European Defense Community. 

But with those exceptions, all the armed forces of any nation cease 
to be national forces and become community forces, and are placed 
under the operational command of SHAPE. 

In the case of Germany there will be no German forces, with the 
exception of police, that will not be embraced in this community and 
will not be in the common uniform and under the common control. 

Mr. Burreson. Looking at it historically, it is rather easy to under- 
stand the British attitude, is it not? 

Mr. Bruce. Yes. 

Mr. Burueson. As I understand it, these member nations doubtless 
have projected plans and have even appropriated money for those 
plans. Would it not take considerable time for that to be geared into 
this system, and I am sure it is exceedingly complicated. 

Mr. Bruce. The point which Mr. Vorys raised, of course, goes right 
to the heart of this whole subject of European federation. 

When they began to discuss in the European conference this 
question of the tax authority, I must say that viewing it practically I 
never had any real expectation that it could succeed, because in the 
absence of a Hen surrender of authority, which is really a political 
surrender, I cannot really believe that our Government, the British 
Government, or any Anglo-Saxon Government, would ever surrender 
that taxing authority for a limited purpose. 

You would have to make your readjustments in all the rest of your 
budgets. If you had the Federal authority to do so, yes. 

I can imagine, perhaps, surrendering the taxing authority over 
certain products, i as was suggested as one of the ways in which 
they might raise a very considerable revenue. But that, in turn, 
would have tremendous budgetary repercussions in the countries 
involved. 

I think the compromise arrived at is satisfactory. In theory, one 
can say that a parliament would simply refuse to support these forces 
which it contributed in the measure that the community had de- 
cided it should support them. 

As a practical matter, public opinion would not support it. I would 
think it almost emails if a parliament did not contribute. If it 


did not, it would mean a dissolution of the forces contributed by that 
nation to the central community. 

Mr. Buruzson. It would seem difficult for one who opposed the 
Atlantic Union, much less world federation, to insist in the most 
hearty and honest terms that any nation, particularly the British 
surrender to any considerable degree, their authority in these vita. 
matters. It touches deeply their very sovereignty. 
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Mr. Bruce. The British situation is one that I think we should 
face absolutely realistically. Some of the French and some of the 
other continentals have entertained a long time the illusion that in 
one way or another they would wheedle the British into these various 
continental schemes. 

Whether the British should or should not have done so, I will leave 
out of the discussion. As a practical matter, successive British 
Governments, the two recent British Governments, have repeatedly 
stated that under no condition did they envisage joining any of these 
continental schemes leading toward federation. 

I think that I know what the answer to the British attitude is, 
that the British Government as now constituted, and as constituted 
when the Labor Party was in charge of it, would surrender tomorrow 
whatever measure of national authority was required in order to 
meet an equal surrender on the part of the United States. 

I think in talking to you once before we got into that question of 
the Atlantic Union and someone asked me how I felt about the 
Atlantic Union. I said, “Obviously, it appears to me, from a defense 
standpoint, and in some respects from a political standpoint, that 
federation on the Continent does not attain the objective which many 
of you gentlemen think a most desirable objective.” 

But when I reflect on it in practical terms, in the absence of the 
United States being willing to surrender some of its nationality, I 
think we are going along this road of the federation of the free world 
as far as we can unless our country is ready to surrender a measure of 
authority. 

Therefore, this matter we have been discussing is from the stand- 
point of the ideal, a second-best solution. 

Mr. Burueson. Thank you. 

Mr. Risicorr (presiding). Mrs. Bolton. 

Mrs. Botron. | have just one or two little questions, and then I 
hope very much that soon you can begin on the African situation. 

oes the French Government have facilities for advancing money 
to industries at all resembling our RFC, or must the French industry 
raise its capital through private financing? 

Mr. Bruce. As regards the nationalized industries, of course, the 
French Government has facilities for advancing money, but private 
industries are usually financed through bank financing and their own 
resources. 

Mrs. Bourton. It is quite separate, and there is no RFC procedure. 

Mr. Bruce. There is a French Government-sponsored agency 
called the Credit National, specializing in private industry. 

Mrs. Boiron. What specific industries contribute and can con- 
tribute to the defense support things that we are talking so much 
about? 

Mr. Bruce. The great metal-working industry is, I would think, 
one of the key ones which, as you know, has a great many ramifica- 
tions, especially in the Paris region, the steel industry; concomitantly, 
the arsenal industry. I think the important thing to remember about 
the making of munitions in France is that immediately after the Ger- 
man occupation of the country all of the munition manufacturing 
facilities in France were either taken over by the Germans or else 
destroyed or dismantled. 
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The dismantlement had the greatest effect, because machinery 
was shipped out of the country, and now 12 years later the French 
munitions manufacturing industry is cluttered up, so far as it exists 
at all, with obsolete meterial. It needs retooling. That is especially 
true of the airplane industry. 

To start off again, as the types have changed, there has to be a 
development of prototypes. Then they have to lay out new factory 
plans. It is going to be a lengthy process. I must say myself I 
think there are certain proposed items of French military manufac- 
ture which they probably should not engage in. I believe in the long 
run it would be easier for us, from an economic standpoint, that they 
do not do so. There are security reasons as well that should not 
allow this production to be allocated in certain portions of France, 
The same would apply to the Ruhr. 

They have a capacity for—which will be further developed— the 
manufacturing of propellants, ammunition especially, and small 
arms. They are building tanks of various sizes. They have aban- 
doned, and I think wisely so, the mass manufacture of their 55-ton 
tank, which was an excellent one. It would have taken a long time 
to attain its mass production. It would have been overcostly. 

It seems to me from our standpoint that these nations should be 
encouraged especially to get into the manufacture of spare parts. 

Mrs. Bouron. Thank you. What are we going to do about such 
articles as appeared in the London Economist on March 8? It says, 
among other things: 

It is clear that the Constitution of France does not work. It was intended to 
keep extremists out of power. 


And it goes on for a few lines on that and then says: 


There is nothing wrong with the economy of France that an efficient, fair, and 
for these times, moderate system of taxes cannot cure. The French have no 
valid claim on the economic sympathies of their allies until they have at least 
faced this fact. 

On the face of what you have said this morning, this is almost 
ridiculous. 

Mr. Brucs. I am a very avid reader of the London Economist. 
| think on the whole their financial articles on the French situation— 
and in saying this I express, I think, the feeling of a great number of 
American economists—represent one of the most inaccurate pieces of 
reporting that I have ever known. 

Mr. Vorys. Will the gentlewoman yield? 

Mrs. Bouron. Yes, indeed. 

Mr. Vorys. Are you familiar with the Baumgartner letter to the 
President of the Council, dated February 29, which expresses just 
about the same sentiments? 

Mr. Bruce. I am familiar with the letter, but I am not familiar 
with the fact that it expresses the same sentiments as the Economist 
article. 

If you will point out any section of Baumgartner’s letter which 
backs up the thesis of the Economist, I would like to hear it. 

Mr. Vorys. He mentions the depreciation in the franc. He says— 
It is without doubt in a large measure due to the events in Korea, but it is also 
due to reasons within our country. 


This second factor alone explains why rise in prices has been in the last 18 
months more accentuated in France than in other European countries. 
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He goes on— 

It will be especially necessary to act positively and strikingly in the realm of 
public finance in order to put an end to the continual budgetary deficit. 

You have the letter there before you. Mrs. Bolton merely referred 
to taxation. This letter is broader. But it refers to the necessity to 
act positively and strikingly in the realm of public finance. Coming 
from the governor of the Bank of France, it was impressive to me, 
particularly as the chart furnished by the MSA shows that the infla- 
tion in France is completely out of line with that, I think, of all the 
other 14 countries. 

Mr. Bruce. That is right. It is the most drastic of all. 

Mrs. Bouron. There is an interesting letter from the French Infor- 
mation Service which gives a very clear picture of what the French 
are really doing and what part the tax plays, and so on. I think you 
will be interested in that. 

Mr. Bruce. Let me address myself a little to the Baumgartner 
letter, because I have had a lot of conversations with him. 

He is the Governor of the Bank of France. He had formerly been 
the head of the Credit Nationale. He is a most able, patriotic, and 
accomplished man. He has been very concerned about inflation. 
However, at no time has Baumgartner been concerned about the 
total amount of taxes collected in France, to get back to what I said 
this morning. 

You will notice in his letter he states: 

It is the profound sentiment of the council general— 
that is, the council general of the Bank of France— 
that the state like the public is living above its means, 


I would agree with that. 
In 1950, the Republic’s finances were in balance. After the Korean 


war broke out and after the rearmament program came into force, 
you had the public accounts thrown into a state of imbalance. You 
had an inflation which followed, as I said this morning, and the stability 
of the franc disrupted by, primarily, in the beginning, this great rise in 
raw material prices on which the Prench industry was dependent. 

Baumgartner, as head of the Bank of France, also had the problem 
posed to him of how you would attempt to control inflation through 
credit controls. He is the final court of resort in the administration 
of credit controls. ' 

Mr. Burveson. If I may interrupt you. You mean the world 
market of raw materials? 

Mr. Bruce. The world market of raw materials, insofar as France 
is an importer of certain of those raw materials. But it was the 
world market in raw materials, not domestic French prices, that 
started it. The French undertook to subscribe to an armament ef- 
fort which was beyond their financial capacity except with unprece- 
dented foreign aid to pay for it. 

There is the genesis of the present critical situation in France. 

The development of inflation has been a very rapid one. The rise 
in prices in France has been very rapid. That has been the reason 
for the depreciation of the value of the france, expressed in terms of 
outside currencies. I would like to describe to you what Baumgartner 
said in his letter. I would like to go off the record for a moment. 
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Mr. Risicorr (presiding). Off the record. 

(Discussion off the record.) 

Mrs. Bouron. Mr. Secretary, we are very troubled over the situ- 
ation as it is developing between France and her colonies and her 
other appendages. 

The Tunisian situation, as it was first explained to me—for your 
information, that is my subcommittee—was, that Schuman had made 
an arrangement with Tunis that they would have an autonomous 
life, that they would still be tied to France, but that they would 
control their own destinies. 

Then when that became known to the colonials, they soon went in 
and took over the positions that mattered. In fact, they created a 
situation which was in direct opposition to what the agreement had 
promised. This naturally stirred up the national feeling to a very 
high pitch, which has resulted today in the situation as we find it. 

During the past vear I have been approached by a great many 
people from that area, and after some consultation with one or two 
in the Department, and with the chairman, it was thought perhaps 
if they could talk with some member of the committee who was 
sympathetic, it would prove ultimately useful. 

The sense that they always leave with me is that they cannot 
understand this country which was a colony and which has declared 
its own independence, aiding and abetting a government which is 
suppressing those who are expressing their own national spirit. 

Then came the Moroccan problem. Dr. Aboud was here and went 
on television. He is extremely intelligent and did a fine job although 
he had a very difficult Frenchman vis-di-vis him. 

As he was a friend of a friend of mine he came to me 2 weeks later 
and I had an exceedingly interesting talk with him. In the course of 
the television business he told of the refusals to give him permission 
to come over here. The Frenchman was saying anybody could go 
any place in and from Morocco. He said that he could not go any 
place without getting a British visa. 

Then there was the matter of free education—-400 or 500 of them 
asked for free education and were put in jail. Things like that, he said, 
are happening. Such matters are being brought to us all the time 
from those countries. 

I wonder if you could give us a picture of the French attitude, 
which we apparently are supporting, why we must support it, if and 
why, and what lies ahead of that. The Tunisians say it is another 
Indonesia. They are growing more and more rabid on the subject. 
I did not mean to dissertate. I wanted to ask a nice simple question. 

Mr. Bruce. I would be delighted if it was within my competence 
to answer that question, but I am incompetent in every respect to 
do so. 

Mrs. Bouron. I cannot believe it. 

Mr. Bruce. The Paris Embassy, and this is not usually understood, 
has no jurisdiction whatever over the French protectorates. 

Let me distinguish between Tunisia, Morocco, and the rest of the 
French Union. They are the only two protectorates and they operate 
under treaties between the governments and the French Government. 
Those affairs are handled exclusively from the State Department in 
Washington, through its representatives in the protectorates, who are 
not accountable to the Embassy in Paris. 
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Mrs. Bouron. I am sure they are not. 

Mr. Bruce. I would come into it and have a slight familiarity only 
when the American Government wants to deliver a note on the sub- 
ject of Morocco or Tunis. Then I was the channel of transmission. 

Mrs. Boiron. As Mr. Richards has the transmission of this bill. 

Mr. Bruce. I would not like to try to define what Mr. Richards 
does. I do not preside over those who concern themselves with 
Tunisia and Morocco. 

Mrs. Bouton. It will be necessary then for us, through Mr. McFall, 
to inform the State Department that we want a very real clarification 
of our attitudes and of the situation. We do not need the top Secre- 
tary. We need somebody who knows the top workings. 

Mr. Mansrievp. I might say, and John can back me up on this, 
that both the question of Tunis and of Morocco came up in the United 
Nations and we took the side of France. We had to forego a personal 
or national feeling on this matter because we recognize what the 
French are doing in Indochina and how important they are in Western 
Europe. 

Furthermore, as far as Morocco was concerned, we understood there 
is just as many down there opposed to a change, the so-called Berbers, 
as there are in favor of a change; in fact, a little bit more opposed. 

If you settle that question by giving in to these Moroccan national- 
ists, you bring about a problem that will bring about civil war among 
the two groups. 

Mrs. Bouron. I have about five sides come to my door. 

Mr. MansrFigup. This is six. 

Mr. Jupp. Will the gentle lady yield? 

Mrs. Bouton. Yes, indeed. 

Mr. Jupp. There were a good many more Loyalists and Tories 
than there were Sam Adamses and Patrick Henrys, but the rebel 
minority got their independence. 

Mrs. Bouton. And some went to Canada. 

Mr. Vorys. I think it would be good if the Secretary could give 
us a fill-in on what he did on the subject. I think it would be en- 
lightening for all of us. Whether he was errand boy or not I feel 
sure he can give us a good picture of it. 

Mrs. Botton. Would you rather have it off the record? 

Mr. Bruce. Yes. 

(Discussion off the record.) 

Mrs. Bouron. Thank you very much. 

It is exceedingly helpful and | think the more of this kind of thing 
the committee can have, the better it is because we are called upon 
to sit in with these people and there are always two or three sides to 
everything. I am learning a method of procedure which makes me 
able to play aleng until I can get accurate information. Some of 
them are very much wrought up, as you know. We could be a 
factor in smoothing out at least those that are here. 

Mr. Bruce. I agree with that. 

If I may go off the record—— 

(Discussion off the record.) 

Mr. Rrsicorr (presiding). Mr. Mansfield. 

Mr. Mansrieup. Mr. Secretary, I am delighted that we have had 
you here today and I want to join with Mr. Chatham and other 
members of the committee in saying that it is a privilege to have you 
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and it is certainly good for us. [am very happy we have bad a chance 
to talk about the situation in Indochina and the real contribution 
which France is making there as well as this detailed synopsis you have 
just given us about Morocco and Tunis. It was really interesting and 
worth while. 

When I came in, Mr. Burleson was talking about federation. Do 
you not think that on the basis of what the French have done in push- 
ing the Schuman plan, the Pleven plan for the European army, plus 
the fact that there is serious talk of a customs union between Italy 
and France, plus the fact that there is a customs union in the Benelux 
area, plus the fact that there is a customs union in the Scandinavian 
area or one is being contemplated there, that tremendous strides have 
been taken since the end of the war in moving toward the goal of a 
federation of Western Europe. Would you agree with that? 

Mr. Bruce. Well, Mr. Mansfield, I may be rather prejudiced as an 
observer of this political federation thing because it seems to me that 
from the standpoint of the countries in Europe, it is the most signifi- 
cant thing which has happened for centuries. I am astonished at the 
progress that it has made. That it will go further 1 confidently 
believe, because the sweep in that direction is irresistible. That it 
will meet with difficulties during its progress because of the compli- 
cated nature not only of the economies, difference in financial systems, 
races, languages, and what not. but because of the animosities of the 
past, the struggles of the past, | am resigned to, but that the goal will 
be achieved I believe sincerely. It is going to come to pass, is going to 
come into being in our lifetime, and I hope within a period of a very 
few years, or less than that. 

No one looking at the situation 4 vears ago could have imagined 
that the steps which have been taken would have been possible of 
accomplishment during that period. 

The most amazing thing of all, I think, is the joinder for common 
purposes of France and Germany. I think that is the most astonishing 
of all; and the Germans, a certain number of the Germans, are enthusi- 
astic about proceeding to a federation. The Italiansare. The Belgians 
and the Dutch are committed to one. And in their own parliaments, 
the debates have shown that they were more favorable, more favorably 
disposed toward the ultimate step of political federation than they 
were of transforming a coaliton of armies into a common defense 
undertaking. 

The future, provided there is no war in Europe, holds the promise of 
this fulfillment, I feel certain; and its significance cannot be exagger- 
ated because there is no future as I see it in Europe as now constituted. 
One would hate, I am sure, if we were French or Germans or Italians 
or something else, to lose such a large portion of our own nationhood 
as will be entailed in the surrender of a great degree of sovereignty to 
some supranational body. But if they look at it realistically, it is their 
one real hope of peace. 

Secondly, it is their one real hope of no longer being dependent on 
the bounty of other people. Autarchy in the economic field is becoming 
impossible for those countries. 

You can talk to some French who believe they can survive under 
almost any conditions. One-third of them are on the land now and 
they say that the rest of them would go back to the land and somehow 
scratch along. But it is a security problem which they cannot conquer 
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under those circumstances, even if their standard of living is reduced 
to that of a peasant in the time of Louis XTV. 

In the past, almost every one of those countries—certainly France 
and Spain—were able to put themselves from a defensive standpoint 
in a position where they could keep an invader from overrunning them. 
There is no chance of that in the future. There is absolutely no pos- 
sibility of it and everyone realizes it. 

That is another reason why they are inevitably being driven to- 
gether. There is an idealism behind it which is very striking indeed. 
It is extremely prevalent among the younger people and among the 
younger people who traditionally would dislike a combination the 
most, the French and the Germans. 

Mr. Mansrreip. My purpose in bringing it up, Mr. Secretary, is to 
point up once again the fact that the French are making great contribu- 
tions and when you consider that the initiative for an entente, so to 
speak, between Germany and France as well as surrounding countries, 
was advanced by a French Foreign Minister, Schuman, when we think 
of Premier Pleven doing the same thing for the same countriés, almost 
on the military level, it appears to me that we owe a great deal to the 
French in spite of the bad press they have had in this country for the 
many fine things they have contributed. 

I think also, and I think this ought to go in the record, that we 
ought to appreciate people like Dr. Judd and Mr. Vorys and others 
who have striven to get this concept across in legislative statements 
ever since we started talking about a foreign aid bill. So maybe this 
committee can take a little joint credit for the remarkable progress 
which has been achieved to date. 

Mr. Bruce. I think the Congress is fully entitled to it and especially 
for this reason: That I am certain that without the sympathy of the 
American Congress the achievement of the Schuman plan would 
have been impossible. 

I think without the encouragement of the American Congress in 
connection with the European Defense Community, that without it 
they would not have arrived at the present point near fruition and 
of course the final approval by the parliaments would have been 
a complete impracticability. 

Had it not been also for the encouragement from a military stand- 
point that was given by General Eisenhower, I think the military 
complexities would have been too much for the revolutionary idea 
of forming an army of this sort. It would have gone by the boards 
in the beginning and we would not even have had a discussion of the 
political principles involved. 

I think that the constant, uninterrupted sympathy which has been 
displayed with regard to these plans has been essential for their 
birth—not alone for their birth but for their growing up as far as 
they have; and I do think, Mr. Mansfield, that they are doing 
something which has great importance. 

The instability and fickleness of government in France as it causes 
concern even in that country, but more especially in other countries, 
gives one very often pause as to whether there is any real underlying 
stability in France. But as far as the philosophical life of that country 
is concerned, I think they have again proved in the last few vears to 
be the most original thinkers of our time and that these contributions 
which they have made in the field of European integration—and there 
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are many of them as you know, that toy with a field much wider than 
that of Western Europe, has been a very “‘significant,’’ if I can use that 
word again, philosophical contribution. It has had an etfect on think- 
ing here just as the physiocratic doctrines in France had such a 
tremendous effect on Thomas Jefferson, and the writings of the ency- 
clopedists had very direct effect on the formulation of our ideas 
regarding independence, and finally on our ideas in connection with 
the drafting of a Federal Constitution. - 

Mr. Mansrreip. Thank you, Mr. Secretary. 

That is all, Mr. Chairman. 

Mr. Rieicorr (presiding). Mr. Smith, you have been so patient. 
You sat here all day and have not asked a question, and I think we 
will all defer to you to take as much time as you want. You are 
entitled to it. 

Mr. Smiru. I will not take much time, Mr. Chairman. 

Mr. Bruce, I want to join with Mr. Mansfield and the other mem- 
bers of the committee in saying how happy I am that you are here 
today. 

One thing that bothers me in this whole program is this matter we 
have been just discussing, namely, that of political instability, and I 
am just wondering how far in the long run we can expect that there 
might be a change. 

When you stop to think of it, the new French Government was 
elected a year ago in February, and we have not had much stability 
in that length of time, have we? There was about a 4 months’ period, 
was there not, that one government has stayed on? 

Mr. Bruce. The last election was in the month of June, last year. 

Mr. Smiru. Last year in June. Well, there has been a good 
deal—— 

Mr. Bruce. There have been several cabinet changes in the 
intervening period. 

Mr. Smirxn. Yes. Now, this all seems to me—perhaps I am in 
error about this—but it seems to me that the program must eventually 
rest upon stable political conditions. I do not see how we can pos- 
sibly develop a sound economic situation over there until we have some 
stability in the political field. 

Now, I take it from what you have said that eventually we are 
going to have political stability there. Do vou feel that way about it 
and if so, how long will it be? I get back to the point that Mr. Vorys 
made earlier that the people are going to ask ‘‘How long? Oh, how 
long? How long is this going to continue?” 

Mr. Bruce. Well, let me separate my answers « little. It does not 
seem to me that the question of American assistance to France or the 
necessity for it, to maintain some sort of sound economy there, and 
to get a proper contribution to western defense, has been directly 
affected by the political instability in France because as I said this 
morning, the foreign policy is constant. 

Now, something I did not say this moraing is this: That since 
liberation you had these many changes in Government. The con- 
duct, the administrative conduct of domestic affairs has not suffered 
as much as one might think because the same group of parties has 
continued. All of the frequent changes in Prime Ministers and 
members of the Cabinet for the most part, the people who have had 
the direction of domestic affairs, have been the same people although 
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sometimes occupying different Cabinet portfolios. M. Pleven, for ex- 
ample, is now Minister of Defense; he has been a previous Minister 
of Defense. He has also been a Prime Minister twice in the last 2 
years. M. Queuille who is perennially in cabinets has occupied in the 
course of his life something like 32 different Cabinet positions in 
France, and since liberation he is the man who remained longest in 
power as Prime Minister, I think for 13 months. Bidault and 
Schuman have been the onl¥ foreign ministers since 1945, and foreign 
policy is affected even less by these changes than the domestic is. 

I would answer another part of your question: Do I have any con- 
fidence that they will have greater stability in government under the 
present constitution? 

I have not. I have a hope that they will get greater stability in 
Government through a change which will make it possible for the 
executive branch of Government not to be as dependent for its tenure 
of office on what has really become the whim of the legislative branch. 

As I tried to explain this morning, the historical reasons for that 
situation are ones which are understandable; but in this modern world, 
given the great complexities of what the French Government has to 
undertake, it is not a workable way to maintain the government of a 
large and, from our standpoint, a key country in Europe. Therefore, 
it must change. 

However, here is the real difficulty and one which I did not men- 
tion at all today. The real difficulty is this: at this election that you 
spoke of last June, what did the popular vote really indicate? It indi- 
cated that 45 percent of the people in France voted for candidates who 
were Communists or de Gaullists. In the National Assembly of 627 
members, there are 117 de Gaullists and 101 Communists. There has 
been a slight change in those figures but that is the way it was about 
three weeks ago; one Communist has since then committed suicide and 
a de Gaullist has resigned. But I fall back on the 117 and 101. 

Now, in a chamber of 627, a combination of 218 is a pretty formi- 
dable obstacle to carrying through any policy, particularly regarding 
a contentious domestic affair. The parties are split from stem to 
stern on what is called clerical and anticlerical aid for schools. That 
is traditional in France. Clericalism and anticlericalism lay dormant 
for years. Suddenly, it rose up again and assumed a serious proportion 
in connection with the last campaign so that unfortunately, although 
the issue itself is of little consequence, the parties got pledged to what 
measures they would advocate if elected to parliament as a result of 
this agitation going on over the clerical issue. They thus became the 
prisoners of their own previous commitments. 

However, as long as you have 45 percent of your population voting 
for two parties who are opposed to the present government, the 
ability of that government to conduct affairs in a reasonable manner 
is limited. 

Now, the hope, of course, that many people entertain is that the 
de Gaullists will eventually join in a coalition or show themselves 
from the standpoint of their opponents to be more reasonable about 
the conduct of Government. 

There is nothing to be expected from the Communists, nothing 
whatever, except that as security conditions get better, as social 
conditions improve, and indeed there has been a vast improvement, 
of course, since liberation, but the standard of living is still far from 
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satisfactory; it cannot become satisfactory in a time of inflation like 
this with larger burdens really than the economy ought to bear; 
but those conditions will finally, during a period of peace, improve. 
Then your Communist power will, as it has been doing steadily, 
diminish further. But if you simply subtract 101 Communist votes 
from 627—if the Government could count on the de Gaullist vote, 
there would not be the problem of instability that we have in France 
except for the reasons I have already mentioned, that the system of 
overthrow by parliament without parliament itself being subject to 
dissolution, 16 my opinion, is basically a very bad system indeed 
because you have no checks and balances. 

Will the de Gaullists come into the Government? An attempt 
was made when Reynaud was asked to form a cabinet this last time 
to have a coalition in which de Gaullists would be included. The 
Socialists will pot join any cabinet in which the de Gaullists are 
included. So you start off with a loss of 106 votes there. 

As you look into it, there are a great many obstacles to stability, 
but none of them, as I said before, is uneconquerable. It is possible 
that under those circumstances the Socialist Party will split; it is 
possible that the de Gaullist Party will split. They have never occu- 
pied offices. They have a large representation, the largest single 
representation in the parliament, but they are not in positions where 
they exercise the authority which many of them want to exercise. 

A great many de Gaullists, and I do not think this is being critical 
of them at all—a great many de Gaullists attach themselves to de 
Gaulle because he is such a popular individual. Their hope is to ride 
into Office on his coattail; they will be making their own dispositions 
if they see themselves permanently barred from office. 

However, de Gaulle is a most interesting individual. He does not 
want to come into Government except on his own terms. He does 
not want to come into Government, however, on the terms that some 
people have always feared that he would embrace in order to attain 
power. He does not seek to be a dictator. There is no question 
whatever for the past vears that at any time de Gaulle could have 
seized power in France and could have run the Government in France. 
He has not done it because he is a strict constitutionalist. He dis- 
approves the constitution but as long as it is the constitution, he sub- 
jects himself to general elections. He shoves off the people who say, 
well, why couldn’t we have a little coup d'état, which I assure you 
would have been easy enough although it might have provoked riot, 
civil disturbances of every sort, even civil war; he could have had it 
but he does not want government except on his own terms and he 
does not want it by dictatorship. 

So that is the problem. If the party splits because the people in 
it have been deprived of office for a long time, it may be that elements 
in it will line up with other parties. If they think that the eventual 
chances of General de Gaulle being Prime Minister and their being 
rewarded by places are not as favorable as they once expected that 
may happen. 

Mr. Smrru. It seems to me, if I might suggest it, that the economic 
situation is having a terrific effect upon the political. I think that we 
would take the wind out of the sails of some de Gaullists and also out 
of the sails of the Communists if along with this increased production 
of 144 percent or 140 percent prewar there would be a fairly decent 
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rise in the standard of living; and is it not a fact that even in Britain 
today the lever Bevan is using on Churchill so far as our aid program is 
concerned is that he says, ‘You are driving us into bankruptcy’’? 

If this program that now has been approved by the Churchill Gov- 
ernment is carried on, it seems to me that those things bear con- 
siderably upon the question of political stability. If there was not 
this threat of starvation and poor standards, austerity living again, 
it seems to me that the political situation would right itself quickly 
and there would be great confidence in government and it could go 
ahead and make considerable progress. 

Mr. Bruce. | will have to go off the record to answer that one 
because it is a very interesting one. 

(Discussion off the record. ) 

Mr. Sirsa. I think we can go on the record here. I am frankly 
worried about the extent of this military program; and I am afraid 
that we are going to get ourselves in a position that we just referred 
to. I am just wondering. We have had the testimony of General 
Gruenther to the effect that there is no imminent danger. Why 
cannot this military program be stretched out so that it is not going 
to have such a terrific impact on the situation? What is the difference 
between having communism or in going broke and driving these 
people into the arms of the Communists by this kind of a program? 

I have this feeling, too, Mr. Bruce, that we have brought this on 
ourselves and we are bringing it on ourselves every day. We con- 
stantly talk about this program being in the interests of our security 
and it has been an excuse for Bevan and it has given these men in 
France an opportunity to sav, ‘‘Well, here is your American imperi- 
alism”’ and the folks that they are talking to believe it. I told General 
Gruenther that we are coming out second best again on this propaganda 
front where they say ,“‘We will give you bread and peace, here it is; 
but America will give you arms and another war.”’ 

Now, I am just exploding here for a minute just so that I can do my 
own thinking. 

Mr. Bruce. Shall I answer that or reflect upon it, comment on it? 

Mr. Smiru. I wish you would because I respect your judgment. 

Mr. Bruce. I would think, sir, that the program for rearmament 
as conceived or as approved at Lisbon was within the compass of our 
allies provided that—provided that the American Congress appro- 
priates the amount of money for mutual aid which has been asked of it 
and provided that the calculations on which that request for appro- 
priation are made or based have been accurate and judicious calcula- 
tions. 

Mr. Jupp. And not disturbed by further increases in raw-material 
prices and so forth. 

Mr. Bruce. And not disturbed by changes, drastic changes in price 
levels. 

Now, I am thoroughly in accord with the idea of having France 
furnish the number of divisions which are now contemplated under 
the Lisbon arrangement. It is within their power to do. They have 
got men who are already trained to form these divisions. They must 
be equipped. But 1 do think this, that unless there is economic aid— 
I was talking of this just this morning—unless there is the kind of 
support which they are unable, even if they have a tax collection of 
100 percent of their income, to supply to themselves because they 
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have not got the hard currency sources, they cannot carry out the 
level of defense foreseen. 

If they get that support then 1] do not think the military burden 
that France plans undertaking is bevond its capacity. 

(Discussion off the record.) 

Mr. Bruce. Now, Mr. Chairman, let me answer the remaining part 
of this question but ask you to let me do it in a very privileged way 
indeed. This is the only time I have ever been before a congressional 
committee as a private citizen and I shall only be one for a couple of 
more days, and if I can go off the record, | would Jike to answer that 
question because 1 do not know what Government policy or anything 
is about this. 

(Discussion off the record.) 

Mrs. Botton. I thank the chairman for giving Larry a chance. He 
sits here many times with great patience and asks one little question 
and the time is up. I congratulate the committee for having tbe 
benefit of his careful thinking. 

Chairman Ricuarps. Larry is a quiet thinker but nobody ever re- 
fused to give him as much time as he wants. If we do not give it to 
him, he takes it. 

Mr. Suiru. Some time, Mr. Secretary, | would like to have your 
views on the necessity for all these roaming missions we have all over 
the United States. More business people have written me’ Why do 
we have to entertain these missions from all over, all these foreigners 
coming in? 

I was grounded at the airport in Detroit a couple of weeks ago and 
here was a man from ECA. He had three people with him and they 
were entertaining three foreigners, four Americans taking care-of three 
foreigners. They had been in my own city inspecting the agricultural 
implement industry, and I said, what are these fellows? He says, well, 
they are farmers. 

Last night I was at a meeting of the industrial men from my State 
and they were wild. They had missions inspecting the veneer plants. 
“What are you coming here for?” 

Mr. Jupp. Venereal? 

Mr. Surru. No; veneer. They said the argument was, we are pre- 
paring these people; we are going to be in competition with vou pretty 
soon. That waves a red flag in front of these businessmen. 

That is all, Mr. Chairman. 

Chairman Ricw#arps. Would you just care to say a word? Law- 
rence, as Mrs. Bolton says, is one of the best members of this com- 
mittee. He has talked about what might happen because of the 
things that we are doing. 

From an economy standpoint, what do you think would have 
happened if we had not done the things we have done in Europe? 

Mr. Bruce. I think we would have a defense budget today which 
would make what we have been discussing seem like 

Chairman Ricaarps. Chicken feed? 

Mr. Bruce. Peanuts: Because one thing I believe 

Mr. Roosevetr. Peanuts ts a very favorite item of this Congress. 

Mr. Bruce. Smail change. 

Chairman Ricuarps. Do you think Mr. Smith would have had the 
choice then of voting for a budget for defense of our own country and 
to equip our own troops of maybe $150 billion, something like that? 
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Mr. Bruce. I do not think we could have done it for that. 

Chairman Ricuarps. So it is a choice, you have got to take a 
calculated risk and a calculated choice, have you not? 

Mr. Situ. For how long? 

Mr. Bruce. I would think so. 

I think there is another consideration which enters into it. That is 
the fact that we started on this policy a great many years ago. In 
effect we started on it in 1941 and we have put a great deal of money 
into it, some wisely, perhaps some unwisely, but certainly when we 
began to send this assistance to Europe, with, and aside from our 
humanitarian motives, with the desire to restore some measure of 
economic sanity on that continent, we undertook a job which was 
remarkably successful in that | think that practically every Communist 
in France and Italy will say that had it not been for that assistance 
extended by the United States, that they would have had no difficulty 
by 1948 or 1949 in having constituted Communist governments in 
those countries and brought them within the orbit of the Soviet. 

Now, just to reflect a little further along those lines, it seems to me, 
Mr. Chairman, that having embarked on that course, that to turn 
away from it, in connection with this most vital question of national 
security, if our national security does extend as far as the Elbe River, 
it would be like paying huge premiums on an insurance policy and 
suddenly ceasing to pay any premiums at all and let the policy go 
by default. It does not seem to make good sense. 

Chairman Ricuarps. Do you agree with that, Lawrence? 

Mr. Smiru. I have some reservations, but I respect his judgment 

Chairman Ricuarps. Are there any other questions? 

Mr. Hays? 

Mr. Hays. Mr. Bruce, do you happen to know anything about a 
firm that is sending out bulletins from Tunisia? 

Mr. Roosrve tr. A newsletter. I am getting it, too. 

Mr. Brucr. No, I do not. As I said a little earlier, | am really 
fundamentally ignorant of that situation in Tunisia. It did not 
come under the Pars Embassy and I have not informed myself about 
it since I came home. 

Mr. Hays. You probably, then, would not want to comment on 
this sentence: 

Generally speaking, American opinion should be on its guard against the 
inaccurate or tendentious information which is put out by certain political agencies 
in the Arab countries. The Maghreb, for example, keeps American newspapers 
supplied with a steady stream of patently false reports on the position in north 
Africa. 

Mrs. Bouron. It may be true of others. 

Mr. Hays. You do not know. I have an idea that this is being 
disseminated rather widely now and I wondered if we should not 
take steps to check up on the source of that statement, for example? 

Mr. Bruce. I am sure that can be done and should be checked. 

Chairman Ricuarps. Do you want that checked? 

Mr. McF atu. This is the first I have heard about it. 

Mrs. Boiron. Let us ask them to check on it. 

Mr. MecFauu. I will. 

Mr. Vorys. The something-institute, high-studies-or-something 
kind of a newsletter. I suppose we are all getting it. Who are those 
fellows? Do you know the thing I refer to? 
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Mr. Bruce. I know them well. Some of the people connected 
with it are prominent intellectuals and academicians. 

Mr. Vorys. Whenever we get stuff, we want to check their angle— 
interesting stuff. 

Mr. Bruce. Very high grade. 

Chairman Ricuarps. Dr. Judd, you said you had something. 

Mr. Jupp. Yes; I have two or three questions. One is on this 
matter of what it would have cost us if we had not carried out this 
program. ‘That is one of the things we do not need to speculate about 
because we tried the two different policies and can compare the results. 
In Europe, we tried a positive policy of trying to win and what it cost, 
as you said, was peanuts compared to what the alternative of letting 
Europe go would have cost. In Asia, we did not adopt that kind of 
policy and we lost in Asia, and look at what it is costing us in men and 
money to try to save something out of the wreckage of the explosion 
we did not prevent. 

We would have had the same sort of situation in Europe as we have 
in Asia if we had followed the negative policy in Europe that we fol- 
lowed in Asia. 

Chairman Ricuarps. You did not have the tools to work with in 
Asia that you had in Europe, did you? 

Mr. Jupp. How do you know? We tried in one place and suc- 
ceeded. We did not try the same way in the other and we lost. 
I have never said we could be sure to succeed in Asia even if we tried 
in earnest, but I knew we could not succeed if we did not try. We 
succeeded in Europe. We did not succeed in Asia. We have not seen 
anything yet compared to what we will witness in Europe if we were 
to be as negative there as we were in Asia. 

The other question is the matter of European Union or Federation. 
When you were talking about the remarkable progress that has been 
made, were you thinking only of the six countries on the continent, 
or did you also have England and Scandinavian countries in mind, 
too, as being part of this great movement toward closer union? 

Mr. Bruce. Well, I think in England notably and probably to a 
lesser extent in Scandinavian countries, there is a very strong body 
of public opinion in favor of a federation, a federation that goes 
beyond the scope of this one between the six continental nations. 
But neither the Labor Party nor the Conservative Party in England 
has favored that, as you know. 

As I said earlier, I think you were out of the room, the thing which 
might attract the British into such a federation would be our presence 
in it because the British are still placing themselves with their do- 
minion connections and what not on a plane of political action which 
roughly parallels our own and are unwilling to engage themselves in 
a continental federation which they would probably be the leaders 
of and which their participation in would insure the success of. 

i do not criticize that one way or the other because that is the 
sovereign right of a country to make up its mind, but I have thought, 
as I said earlier, that the only way you are going to get England fully 
into any federation is on the same terms as we would enter any such 
federation. 

Mr. Jupp. But you do not think it is hopeless on the Continent 
even if England and we both abstain? 

Mr. Bruce. No; I think the federation is going through. 
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Mr. Jupp. If they cannot get all, they will get as many as they can. 

Mr. Bruce. Yes, and I think it is very important to proceed in 
this regional manner with hope of attracting other people into it once 
it is a funetioning organism. 

Mr. Jupp. If our fathers had said that all 13 colonies had to agree 
to the Constitution before it went into effect, one or more would have 
been sure to hold out. But they said that whenever nine agreed it 
would go into effect, and, as was to be expected, within a year the 
attraction was so great that the other four came along. 

Now, is it not also true that the British have been unwilling to go 
along with our new isolationsim? We have had three kinds: the one 
just to save the United States, then that to defend just the Western 
Hemisphere, and there is also the isolationsim of the present adminis- 
tration which added the North Atlantic community. And it has tried 
to get Britain to tie itself to Europe which the British have been unwill- 
ing to do even though our Government, up until Mr. Acheson’s recent 
statement to us, maintained that Europe was the key area and 
that we must and could save it, no matter what happened in Asia. 
I think it has been a good thing that the British refused, good thing 
for us in the long run that they refused to take up with this American 
isolationism devoted to saving the Western Hemisphere and the 
Northern Atlantic community and let the rest of the world go to hell. 

Mr. Bruce. You really do not expect me to answer that question; 
do you? 

Mr. Jupp. Do you not think that it has been a good thing that they 
would not go along with us, just limiting themselves to the Atlantic 
Community? They have thought more globally than we have from 
the beginning. Do you not agree with that? 

Chairman Ricwarps. Are you trying to make the present admin- 
istration—and I am from South Carolina—an isolationist party? Is 
that what you are trying to do? 

Mr. Jupp. Certainly, it is an isolationist party. I am against all 
three forms of isolationism. . 

Chairman Ricnarps. You will have a hard time selling that idea 
around the country. 

Mr. Jupp. The fact is that the administration advocated an iso- 
lationism with everything tied to Europe; it is because of develop- 
ments in Asia as a result of that concentration on Europe that the 
program is endangered in Europe and elsewhere. 

Mr. Mansrievp. [ am just wondering if we are getting advance 
dope. They have called us appeasers; are we going to be isolationists 
in this country? 

Mr. Jupp. That is your biggest crime, the isolationism of the ad- 
ministration. That is the biggest reason for your difficulties now, 
your failures and our unbalanced budget. 

Chairman Ricnarps. Has anyone seen John McCormack? Let us 
get that news out. 

Mr. Jupp. Colonel McCormick is just a more limited isolationist 
than you all. You denounce him for his isolationism and take up 
another one for vourselves. Tam “agin’’? them ali. Iam fora global 
program. Mr. Bruce, I cannot stop without paying tribute to you, 
sir. I said in Paris last June that your presentation to our com- 
mittee then was the most comprehensive and best organized, and 
gave us a better understanding regarding the country for which you 
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were responsible, than any that we received anywhere; and that does 
not detract from others. It merely adds laurels to the tributes you 
deserve and we appreciate the frank and informative way in which 
you have talked to us today. ; 

Mr. Bruce. You are very kind to me. 
r Mr. Risicorr. Mr. Chairman, may I call to your attention that, 





7 by virtue of your having turned the chair over to me, I have been 
: deprived of asking questions. 

4 Chairman Ricnarps. Thank you, Mr. Secretary. You have been 
; very helpful to all of us. 

4 (Whereupon, at 4:50 p. m., the committee adjourned until 10 a. m. 
i the following day, Friday, March 28, 1952.) 
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FRIDAY, MARCH 28, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON ForeiGn AFFairs, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:20 a. m., the Hon. James P. Richards (chairman) 
presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we will proceed with the regular hearings on 
H. R. 7005. We are privileged to have with us this morning Gen. 
Omar N. Bradley, Chairman of the Jomt Chiefs of Staff, whom you 
all know. 

He has been with us a good many times. He is an old friend of the 
committee, who has from time to time expressed confidence in this 
committee, as he has in few committees of the House. I want to 
tell you that. General Bradley was telling me just before he came in 
here how much it meant for him to testify because he always knows 
that what he says, if it is to be kept in confidence, will be kept in confi- 
dence. That is the only reason I mention that again, because the 
General has said that. 

General Bradley made a general statement at the joint session. He 
has some highly classified maps here this morning. He will begin on 
those. J want to ask that no notes be taken by any member around 
the table, and no transcript be taken of his testimony on these maps. 
There are numbers on these maps, particularly, that must not be made 
public or associated with General Bradley's testimony. 

(Discussion off the record.) 

Chairman Ricuarps. We have in the Mutual Security bill before us 
$7.9 billion, and about $6 billion of it is proposed for Europe. 1 would 
like for you, in the 5 minutes I have, to tell us to the extent you think 
what we are doing in Europe is essential to the security of the United 
States. 


STATEMENT OF GEN. OMAR N. BRADLEY, CHAIRMAN, JOINT 
CHIEFS OF STAFF 


General Brapiey. Well, there are a lot of reasons why we put the 
emphasis on Europe. In the first place, they are willing to work with 
us. They have joined in an alliance with us in the North Atlantic 
Treaty Organization. They have the productive capacity that we 
cannot afford to lose. We have close ties with them. We think we 
do have a good chance of saving Europe from going Communist. 

If we do not save it, if it goes Communist, we are in pretty bad 
shape. If you add all the industrial capacity of Europe to the in- 
dustrial capacity of Russia and her satellites, we are certainly losing 
that advantage which we have now in steel, for example. It 1s some- 
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thing like 100 million tons, as compared to 30 for Russia. I have 
forgotten exactly what the production of Europe is in steel. But if 
you give all of that to Russia, plus their industrial know-how in their 
factories, vou have a bad situation. 

We think we can work together there. That is one of the reasons 
we put the emphasis on Europe. 

Chairman Ricuarps. From the standpoint of your position as 
Chairman of the Joint Chiefs of Staff, do you want to say anything as 
to the progress made there in the last year in that connection? 

General Brap.uey. | think we have made great progress. I prob- 
ably should have added to the other answer that we think that what 
we are doing in Europe offers a better chance to get a deterrent to 
keep Russia from starting a war. 

General Eisenhower feels that, if we can get the divisions we now 
have in sight equipped and trained, there will be a deterrent and a 
strength that will make it necessary for Russia to build up before she 
can attack. 

For the last 3 or 4 years all she had to do was to execute a maneuver 
with her forces in Germany and jump off from that maneuver and 
keep going. With the force we have in sight we would have a de- 
terrent which would make it necessary for them to build up to do 
that, and that would give us a warning. We think it is quite im- 
portant. We see a force in sight that will accomplish something. 

Chairman Ricuarps. Mr. Vorys. 

(Discussion off the record.) 

Mr. Vorys. Here is a figure that I hope we can oheein and which 
will be guessed at on the floor. Maybe we can get it today, or get 
it so that we can make a guess when we need it. 

I would like to know what the Korean war is costing. Could you 
give us that off the record, or on the record? 

(The information referred to is as follows: ) 

OFFICE OF THE SECRETARY OF DEFENSE, 
Washington, D. C., April 8, 1952 
Hon. James P. RicHarps, 


Chairman, Committee on Foreign Affairs, 
House of Representatives. 

Dear Mr. CuarrmMan: During the course of General Bradley’s testimony 
before the Foreign Affairs Committee on March 28, 1952, you asked me to furnish 
you with information as to the cost of the war in Korea for the current fiseal year. 

In testimony before the Senate Committee on Appropriations on the fiscal 
year 1952 appropriations on August 8, 1951 (p. 1116), the following estimate was 
given: 

‘Based upon the assumption that operations in Korea will continue through the 
entire fiseal year 1952, without significant changes in the number of military 
personnel, the Departments of the Army, Navy, and Air Force have submitted 
the estimated maximum and minimum requirements for additional costs involved 
by the military departments in support of the Korean operations. The estimates 
were based on continuation of combat throughout the fiscal year and terminating 
the year with a full combat pipeline. These estimates provide for combat of 
maximum intensity and of minimum intensity.” 

Then follows the table: 

Department of the Army: 


Maximum SPINE wee $4, 333, 216, 000 

Minimum d 3, 903, 000, 000 
Department of the Navy: 

Maximum is , 1, 128, 000, 000 

Minimum ‘ ow 536, 000, 000 
Department of the Air Force: 

Maximum : 450, 000, 000 


Minimum : 325, 000, 000 
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Using the assumptions cited above and based on experience to date, the 
Departments of the Army, Navy, and Air Force now estimate that the additional 
cost of the war in Korea for fiscal year 1952 will be as follows: 


Department of the Army... .-....--.-...--.-.-.- ora a $4, 376, 697, 000 
Department of the Navy _- Aerie ee = : 375, 000, 000 
Department of the Air Foree____- ~~ - é pete See 305, 000, 000 


These estimates represent the cost of United States forces in Korea over and 
above the normal cost of such forces if no action was taking place in Korea. 
Very sincerely yours, 
Georce H. O_mstTen, 
Major General, United States Army. 
Director, Office of Military Assistance. 

(Discussion off the record.) 

Mrs. Bouron. In the defense support of one-billion-eight-hundred- 
million-odd dollars, should we by any chance vote you that much, 
how soon could that sum be translated into military equipment, 
because you are lagging millions of dollars behind at the moment? 

General Brapuey. In all the bills that I have discussed before this 
committee, or any committee of Congress, I have always been a very 
strong advocate of that part of the bill which would get an armed 
production started in Europe. 

We cannot just go on furnishing end items forever, because not 
only do you have to furnish the end items, but the maintenance as 
well. In my opinion, the quicker we can get the industry, war indus- 
try, I will call it, in Europe built up to take that over from us the 
better off we are. 

Mrs. Boiron. Have you any estimate of the amount of equip- 
ment and the type of equipment, and so forth, to go into detail for 
us so we will kpow what you are actually anticipating having made in 
Europe? 

General BrapLey. General Olmsted has a complete list of the end 
items. I think he will be with you next week. I do not know 
whether he has all of those items or not. 

England, for example, is furnishing a very large part of the equip- 
ment for these NATO countries in Europe. 

(Discussion off the record.) 

General Brap.iey. But | am in favor of the principle of this thing 
because we must get those war industries started. It is not only the 
techmictans and the tools, and so forth, but it will help in other ways; 
it will help them spend part of their income on these things in the 
trade going back and forth in Europe. 

Chairman Ricuarps. Mr. Ribicoff. 

Mr. Risicorr. General, some of us on this committee are con- 
cerned over the large amount of the past years’ appropriations that 
are unshipped, unprogramed and unobligated. 

I suggested to ean Gruenther when he was here that instead of 
spending his time with this committee who, year after year, keeps 
voting these sums and fighting the battle on the floor, that he had 
better spend his time over at the Pentagon with his associates who 
seem to have the inability, and maybe even lack the philosophy, of 
getting the merchandise produced that he says he needs so badly. 

Would you want to comment on that? 

General Brap.Ley. Again, it is something outside my responsibility, 
but I do have an interest in it. 
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I have been told that these funds are available by June 30, 1952, and 
will be obligated with the exception, possibly, of half a billion dollars. 
They can explain to you why those have not been obligated, the long- 
lead items, and so forth. I think you will find most of the money you 
ap sropriated last year will be obli rated. You must remember we 
did not get this until along in the fall, in October. 

Unless you are going to put on a great, big force, in other words, 
you are going to use your regular force, it w ill take some time to get 
that obligated. I think if you will check with the people who can 
give you the figures on that, you will find most of it will be obligated. 

It will not be spent. We have to have it to obligate it and know 
how much we have to have. 

Mr. Risicorr. We have to go one step further. Apparently, you 
are working under the general philosophy of the executive branch, not 
only the Pentagon. 

As I see the philosophy of Mr. Wilson, as it has been expressed from 
the beginning, and I recall the philosophy enunciated by General 
Marshall when this program first came into being in the spring of 
1950, your testimony and General Olmsted’s testimony, there is a 
great gap between your philosophy and getting this thing done. It 
seems to be inconsistent. 

General Brapiey. May I ask, have you shown those charts showing 
the obligations and the lead time to the committee? 

General OLMsrep. No, sir. 

General BrapLey. General Olmsted has charts which show the 
delivery catching up with the obligation something like a year and a 
third later, on the average. But you must remember it takes 18 
months or 2 years after we obligate to get delivery. 

When you look at that chart, you will find the delivery in billions 
is running just about a vear or a vear and a third behind. 

Mr. Rreicorr. I was aware of that in 1950. But if you work under 
the philosophy that you must build stand-by plants, that you must 
reequip these completely with machine tools, that you must go hell- 
bent for election on civilian production during the next quarter and 
the quarter after that, when we are so scarce “in materials—if this is 
the basic philosophy, how are you going to get the goods produced? 

General Brapiey. You have gotten out of my field now, whether 
or not you can have bullets and butter at the same time. Somebody 
else has to decide that one. I am interested primarily in getting the 
bullets, because we do not want to delay any longer than possible. 
That is outside my field, as to whether it can be done. 

Mr. Risrcorr. The point is, if you gentlemen are coming here and 
asking us to appropriate the money, and we are willing to do so, and 
then if our programs that this committee authorizes are not being 
translated into end items in the ultimate, there is not any sense for us 
to keep on voting money that finds its position on the balanced books 
of the United States Treasury, because those balances on the United 
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States Treasury do you and Gruenther and Eisenhower and your 
allies actually no good; is that not true? 

General Brapiey. That is true, but I think the difference is in the 
time lag. I think we are doing it. But you just cannot translate 
an appropriation into end items overnight, as you know. I think 
we are running a program which is lent 

May I put this in, too? I believe that we could have built some of 
these things faster than we have, if we had wanted to sacrifice at the 
end of this period for a speed-up. For example, you might go out and 
buy 7,000 tanks, working 3 shifts a day on tank-line production. 
When you get through, you can shut down all your plants and you 
would only have one or two in a stand-by condition, anyway. 

Throughout here, we have tried to follow a principle of ending up 
with as many production facilities as possible, and not just shut off 
everything at the end but still have something to produce. 

Chairman Ricuarps. Your 5 minutes have expired. Dr. Judd. 

Mr. Jupp. I will go along with the same question, because that 
philosophy has been up two or three times in the discussion, General, 
whether it is not better to make more stuff, even though it is not the 
latest model, and confront the Russians with large quantities of the 
same kind of near-obsolescent material that they are building, and 
prevent a war even if it has to be junked in 5 years or 10 years, rather 
than go ahead and come out with the maximum productive capacity 
so we can win a war if we get into it. 

With the emphasis on the people, | think they would rather build 
it up more right now to deter a war than to have better equipment after 
awhile to win, if it comes. 

General Brap.Ley. There are two philosophies, of course. Which- 
ever we do will be wrong in somebody’s eyes. 

We think this is a sound one. We do not think we are sacrificing 
too much. You may sacrifice something for a few months, but you 
catch that up in a year or two, and then you will be better off than if 
you had followed the other thing first. 

Mr. Jupp. They are crying for tanks right now in Western Europe 
and in Korea. We have the capacity to produce them, but somebody 
has not given the order to start producing. That is the thing that I 
still have not had explained to my satisfaction. 

General Brapuey. I would say that they are not crying for tanks 
in Korea. We have tanks over there of three different models, and 
all of them have proved themselves superior to the 34. May I go 
off the record a minute? 

Chairman Ricuarps. Off the record. 

(Discussion off the record.) 

Mr. Carnanan. Would you want to compare our build-up with 
Russia and its satellites? - We hear a lot in justifying these programs 
that Russia and its satellites are fast expanding their military strength. 
Are we keeping up with them? How does our position compare now 
to what it was a year ago, our comparative positions? 
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General Brapuey. | think our strength has increased much more 
percentagewise than theirs. This will be off the record. 

(Discussion off the record. ) 

Chairman Ricnarps. Mr. Lanham. 

(Discussion off the record.) 

Chairman Ricnarps. Thank you very much, General, for coming 
up and testifving. The committee stands in recess until they are 
notified of the next meeting. 

(Whereupon, at 12:28 p. m., the committee adjourned, subject to 
the call of the chairman. ) 
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TUESDAY, APRIL 1, 1952 


Hovusr oF REPRESENTATIVES, 
CoMMITTEE ON ForeIGN AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:45 a. m., the Honorable James P. Richards (chairman) 
presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we will continue hearings on H. R. 7005. 
We are glad to have with us this morning our old friend, the Honorable 
William L. Batt, Chief of the Special Mission for Economic Coopera- 
tion in London, England. 

May I say that Mr. Batt and General Arnold are here today. 
We are going to proceed with them. If we finish with Mr. 
Batt this morning, we will have General Arnold this afternoon. 
They have been here some time. They were ready to proceed when 
General Bradley came up and we had to make other plans. I hope 
as many of the committee as possible will be with us this afternoon. 


STATEMENT OF HON. WILLIAM L., BATT, CHIEF, SPECIAL MISSION 
FOR MUTUAL SECURITY AGENCY, UNITED KINGDOM 


Mr. Barr. Mr. Chairman and ladies and gentlemen, I am not 
going to read a prepared statement, although I shall have one later 
on for you to use with the press if vou wish to. 

In order to stay within bounds, I am going to talk from some 
rough notes. I am today the Mission Chief for MSA _ for the 
United Kingdom, but I have had the additional responsibility for 
representing the United States Government on the Defense Produc- 
tion Board for a year and a half, one of the North Atlantic Treaty 
Organization groups; therefore, I have some familiarity with the 
production situation in Europe as a whole. Later on, if vou should 
want to talk with me about that, I will be glad to do so. 

The reason that Great Britain has a special significance in this 
picture is because you find there are a variety of these various condi- 
tions which face, in one way or another, all of the Western European 
countries. I want to lay great emphasis on the size and the firm 
character of the British program of rearmament, because in volume 
it is substantially the largest of anv of the other countries, except the 
United States. 

In terms of charge against gross national product, it is about the 
same as the French, perhaps a trifle greater, but not very much. It 
isa firm program. It is a program which is administered by a govern- 
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ment which has the possibility of reaching a plan, and carrying that 
plan through. 

(Discussion off the record.) 

Mr. Barr. They have 2-year compulsory military service. They 
are really trying to bring as many people as they can spare into arms. 
Then they are particularly trying to train those who are not directly 
part of the armed force so they can be useful in the event of an inva- 
sion. They have, for instance, as everybody else will have, a large 
administrative section in Great Britain of people associated with the 
military but not directly military. Those are armed with small arms 
and are trained, so that in the event of a possible parachute invasion 
they would be able to fight. 

1 would like to quote the Prime Minister. He said, ‘‘We are deter- 
mined to present the back of the hedgehog rather than the paunch of 
a rabbit to an unfriendly eye in the air.” 

This compulsory military service of theirs is being broadened as 
fast as they can and as far as they can within the 2-year limitation, 
and they are making it quite attractive for men to come back into 
the service on one basis or another after they have finished their 
2-year period. 

They are prepared to mobilize 12 additional divisions in an emer- 
gency. There is, of course, the British fleet, which, next to our own, 
is the only substantial fleet there is in the picture. There is the 
Royal Air Force, which, in 1952, will provide over one-third of the 
NATO front-line air strength. 

1 hope, Mr. Chairman, after I have said “North Atlantic Treaty 
Organization” once I may be permitted to say “NATO” after that. 

Chairman Ricuarps. It will be a relief. 

Mr. Barr. I know you are allergic to letters that are cryptic. 

Great Britain has another strength for the free world, which is that 
it is a country which is fine in its basic sciences. If 1 say to you later 
that production capacity in Great Britain is not nearly comparable 
to that of the United States, I want to say at the beginning that they 
have a development of the basic sciences, so far as their capacity 
goes, which is equal to our own. 

The jet engine was developed in Great Britain; so was radar. 
Actually, the United States has taken the license for a number of these 
jet-engine developments. 

I would like to have this off the record, if I may, Mr. Chairman. 

Chairman Ricuarps. Off the record. 

(Discussion off the record.) 

Mr. Barr. Before Korea, Great Britain had the largest organiza- 
tion for defense in proportion to her resources of any of the present 
NATO countries because she had Malaya on her hands in the Middle 
East. Actually, she was expending a little larger part of her national 
income than we were. She did not start from scratch, therefore, when 
Korea came. She had the Centurian tank, which is a 52-ton tank, an 
excellent tank I am advised. That is in substantial production. The 
production of that is enlarging year by year. 

She has the Canberra, a light bomber. You will remember we have 
taken a license for that in the United States. The Canberra is an 
excellent 2-jet bomber. She has developed, or is developing, the 
Swift by the people who developed the Spitfire during the war. That 
is a plane which is roughly equal to our F-86. 
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In additon to that, she has the Hawker, designed by the Hurricane 
people, which will be a fine plane. 

Mrs. Bouron. Are they all in production? 

Mr. Barr. The Swift is in production, but the Hawker is just 
starting. The Avon engine which powers these planes and the 
Canberra is in production. 

Mr. Cuaruam. Is it a Rolls Royce engine? 

Mr. Barr. Yes. I want to start with the understanding, there- 
fore, that today Great Britain is producing between one-half and 
two-thirds of what we call the hardware—you know what I mean by 
that term, military goods, planes, tanks, that sort of thing, as distinct 
rom uniforms and tents, which we call soft goods—being produced 
in the NATO nations, excluding the United States, of course. 

Mr. Rrsicorr. Is it all right to interrupt from time to time? 

Mr. Barr. Certainly. 

Mr. Risicorr. What is the relative cost of the Rolls Royce jet 
engine as against comparable engines in the United States? 

(Discussion off the record.) 

Mr. Barr. There is nothing with which to compare it in the United 
States, but comparing other types of ships, one would say the cost in 
Great Britain of this type of thing is from one-half to one-third. 

Mr. Risicorr. None of these figures are secret? 

Mr. Barr. The figures 1 have given you are not secret, as to Great 
Britain; as to our own costs, I do not think they are either. 

Mr. Risicorr. As this cost testimony develops, in order to justify 
the defense support aspects, I am wondering if you could project the 
cost of the mystere plane of France, and other items, to indicate th: 
comparable costs with the United States? 

Chairman Ricuarps. You see how important that is, particularly 
in the situation here when it comes to a decision of what will be done 
about defense support. 

Mr. Barr. I have some of that information in the material, which 
] shall release. In order to present an accurate picture I must say 
that there are other things that cost more in Great Britain, and 
Europe, than they do here. 

While we do not have any finished figures, or we did not have 
when I left Europe, on ammunition quotations in Europe, the tenta- 
tive figures indicated that we were going to have a hard time buying 
the larger ammunition at anything like American prices. 

Mr. Ripicorr. Is that because of the difference in tooling that 
they have as against ours? 

Mr. Barr. The best explanation I can give you is that when you 
have a thing which is tailor-made in both countries, custom-made, 
costs will tend to be lower abroad. Where the United States has 
the mass production methods fully worked out and developed, in 
that situation you will find it is cheaper in the United States. Where 
it is custom-made in Britain, you will have lower costs because the 
labor costs are from a half to a third of ours. They are not as good 
at mass manufacture as we are. If we are comparing it to something 
that is not mass-manufactured, their costs are better. Take the jeep. 
We have not had a single jeep quotation in Europe as low as our own 
prices. I think I am correct, General; am I not? General Callahan 
is my alternate on the Defense Production Board. They are as low 
as our prices; not any lower? 
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STATEMENT OF BRIG. GEN. DAN CALLAHAN, ASSISTANT TO 
HON. WILLIAM lL. BATT, FOR DEFENSE PRODUCTION 


MATTERS 


General CaLLanan. That is correct. There is not a wide dis- 
crepancy. Our price runs a little under the price in Europe. 

Mr. Barr. There you have the automobile-manufacturing tech- 
nique at work on the jeep, and you get an efficiency of production 
which offsets their lower wage rates. 

Mr. Ristcorr. Have you discussed using American methods with 
their production people? I know this is a knotty problem all over 
Europe, not only in the production of arms. 

Mr. Barr. That is a substantial part of my organization’s work in 
Great Britain. 

We have sent 52 teams from Great Britain to the United States from 
the various industries to study American methods. Each of those 
teams has been equally composed of labor and management. Those 
teams come back invariably with a common story. It is that America 
makes much larger use of mechanization and power than they do. 
That is no great surprise to them. But the thing that does surprise 
them, and something which I think ought to make every American 
very proud and very cautious, is a curious identity of interest between 
labor, management, and the public in the United States which does not 
exist any place else in the world. 

It is that common purpose all across our industrial line which gives 
us an interest—let me put it that way, because that is a more sub- 
stantial reason for what happens—in lowering costs. Labor here is 
not afraid of new methods, because by and large labor knows it shares 
in the results from new methods. Therefore, with some occasional 
difficulties, management here can lower the costs and lower the costs 
without any difficulty. That does not happen in any country in 
Europe. 

1 have a little staff, Mr. Ribicoff, which spends its time with the 
British on this particular question. There are a few firms in Great 
Britain that are just as good as we are. But the spread between that 
little narrow top layer of very good people and the bottom is a very 
wide spread. In the United States the spread between the largest and 
the smallest is not very great. 

I wanted to point out Britain is a substantial contributor to the 
production situation in Europe because it has a bearing on the interest 
which the United States has in seeing that Britain remains as firm as it 
can be in this program of rearmament of Western Europe. 

People ask me about their program, how much their program: has 
slipped over there. Remembering that very shortly after Korea, at 
the beginning of August 1950, they came up with a defense program 
for the 3,600,000,000 pounds, which is about $10 billion 

Mr. Eaton. Over what period of time? 

Mr. Barr. Actually for 3 vears to April i, 1954, beeatise their 
financial year ends in March. They raised that program the follow- 
ing vear, in January 1951, to £4,007,000,000, which is about $13 
billion. It is that program which they are doing their utmost to 
fulfill today. It has not slipped much in money terms. They are 
actually spending about as much money today as they had planned at 
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the outset to spend, but because of the increased cost of things the real 
value of what they are getting is down 12 or 13 percent. 

The difficulties there are very much the same as here. There is a 
great shortage of machine tools, shortage of manpower, shortage of 
raw materials. Those delays have apparently hampered us here as 
over there. 

The new equipment coming out from the drawing boards of the 
designers represents a serious problem for the production people. 
Their greatest material shortage in the last vear has been steel. I 
assure you that the arrangement which was made when the Prime 
Minister was over here in January, by which we would make avail- 
able to them a substantial amount of steel in 1952, will have the 
greatest possible influence in bringing the British economy back up 
to full production. 

Many of their production lines have only been running 4 days a 
week for lack of steel. 

Mr. Risrcorr. Instead of a dollar problem, why could they not get 
that steel from Belgium, Germany, and France? People in the manu- 
facturing business tell me that during the past vear or so, when there 
has been a shortage of steel here, there has been ample steel coming 
over from Belgium, France, and Germany, laid down in New York, 
available to American manufacturers, who did not have to get priorities 
because it was foreign steel. 

Mr. Barr. I am familiar with that. The first thing is that any- 
body who is up with dollars to buy in those countries has a very great 
advantage Over anybody purchasing in sterling. 

The second is that that steel has all been high-priced steel. People 
have gone over there and paid any price; people from the United 
States, so I am informed, paid very hich prices. 

The British simply have not been able to buy it. They have had 
their people down there contracting for every ton of steel that they 
could get. They got about 600,000 tons out of Germany, France, 
and Belgium in the last 12 months. 

Mr. Risicorr. Well, the Germans have not been, but let us say 
that since the French and Belgians are trying to coordinate their 
activities with ours, and you have the OEEC and the mutual pur- 
chasing agencies, and the dollar shortage is a thing that makes all 
the difficulties, have not the economic planners of all our NATO 
countries gotten together to see what they could do in order to make 
sure that Belgian steel would go to England instead of Belgian steel 
coming into the United States and United States steel going to Eng- 
land? It seems circuitous and an economic waste, for the shipping 
costs alone. 

Mr. Barr. The simple answer is “No.” 

Mr. Risicorr. You have not gotten together? 

Mr. Barr. We have had no machinery for the allocation of steel in 
Europe. 

Mr. Risicorr. Is there something that could be done about that? 
Is there something that could be done from the administrative end 
on your side, or the legislative end on ours? 

You have the Schuman plan, pooling steel between France and 
Germany; yet, with steel being such a vital element, nothing is being 
done to pool the capacities of these nations for mutuel ends. 
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Mr. Barr. We are presently discussing possible machirery for 
dealing with some of the critical steel products, particularly pipe 
for drilling. I do rot know, Congressman Ribicoff, whether that 
fault is entirely one of Europe or not. I am just not qualified to 
discuss it. Steel has never been under the international materials 
allocation machinery. I do not think we wanted it there; at least, 
it has not been there. 

Chairman Ricuarps. Is it a special-grade steel, or is it run-of-the- 
mine stuff? 

Mr. Barr. All kinds of steel. It is the same across-the-board 
requirement we have. 

Mr. Jupp. Why will not England join the Schuman plan so she 
can get in on European steel? Or would she rather get steel from us 
for nothing? 

Mr. Barr. I will just pass by the last, Mr. Judd, for the moment. 
If you heard the Prime Minister and Mr. Eden discuss the Schuman 
plan when they were over here, you realize they are not going to join 
the Schuman plan today. They are not going to join the EDC today. 
But it was interesting last Tuesday to see a statement from London 
in which Mr. Eden had said, much more explicitly than any English 
leader had said, that they were disposed to find ways and means by 
which the Congress of Europe, for which they have had a special sense 
of responsibility, should work as closely as possible with the Schuman- 
plan machinery and the EDC machinery. 

He made a more specific suggestion as to how the three boards should 
meet on certain problems. That is a step very much ahead of any 
that the British Government has taken, within my knowledge. 

(Discussion off the record.) 

Mr. Jupp. Going back to Mr. Ribicoff’s point that it would be 
advantageous if England would play ball with the continental coun- 
tries, is there something we can do in an inoffensive way to nudge them 
gently in that direction? 

Mr. Barr. Mr. Judd, that is part of the responsibilitv of your 
Embassy and mission in Great Britain. 1 assure you that pushing 
the British people and the government is not something that is 
easier to do than. pushing the United States Government. 

Mr. Jupp. You are right. They are going to find it is hard to 
push Americans around this year. 

Mr. Rretcorr. Even taking Walter’s proposal, let us say we re- 
spect their proposition. We understand the difficulties of not getting 
into the Schuman plan. Let us forget that for a moment. That 
would be easy. They have not. 

Now, we have an over-all proposition which goes over and above 
the Schuman plan, that is, the question of the best economic use of 
what we give them. 

It is obvious to all of us that it sure is not the best economic use 
if shiploads of Belgian steel are being transported to Antwerp and 
across the ocean and then American steel is beirg sent across the 
ocean to England. 

It would seem to me there is a decided lapse that our economic 
mission, our military mission, and the over-all set-up in NATO 
should be able to correct. You say steel is not in the international 
control machinery. If it is not, maybe it ought to be, because, as 
you say—and I think we all recognize—this is the base of all arms 
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and most production. Copper is necessary; aluminum is necessary; 
but the base is steel. 

What do we do in order to make the best use of what we are giving 
and the best use of the basic economies of our allies? This is 
problem that I think you could very well bring your considerable 
skill to bear upon. 

Mr. Vorys. To get closer to the target that we have before us, I 
note here that the industrial imports estimated for Britain are: fuels, 
$100 million; industrial raw materials, $360.4 million. How much of 
that is for coal, and how much of it is for steel? 

Mr. Barr. I have not seen that breakdown, until this morning, 
Mr. Vorys. I would be surprised if there is any coal in it, because they 
do not intend to have to purchase any more coal. They are taking 
only 250,000 tons this calendar year. They do not intend to purchase 
coal next year, or any subsequent year. 

Chairman Ricwarps. From the United States? 

Mr. Barr. Of course, they do not purchase coal from any other 
country. They are a coal exporter. They should be a much heavier 
coal exporter. 

Mr. Vorys. Are they exporting any to Germany? For example, 
the Thyssen-Hutte plant turned out half of the steel in West Germany. 
before the war. Isawit. It is about one-fifth in operation, or was in 
December. I understand the reason was that the British and French 
members of HICOG were holding production down. Meanwhile, 
Germany was shipping our coal under HICOG orders; they were selling 
it for $10 a ton, approximately, and then were paying $30 a ton for coal 
from the United States. 

Mr. Barr. Let me digress a moment and tell vou about the British 
coal system. Their production of coal in 1951 was about 226 million 
metric tons. Their production of coal in 1938 was about 230 million 
metric tons. Their maximum production of coal was in the 1920's, 
and was about 260 million metric tons. 

At that time, in the 1920’s, they had 1,200,000 men in the mines. 
With the war, of course, that tended to fall off and earlier as the 
other industries came up. They got to a point during the war in 
1944 where they had only 690, 000 men in the mines. 

I think it is inevitable, ladies and gentlemen, that a fully employed 
economy, a country which is trying to assure full employment as that 
country has, is going to have a difficult time in getting men to go 
back in the kind of coal mines that Great Britain has. 

In 1945 they were mining only about 180 million tons of coal. 
The Labor Government pushed additional coal production, and this 
one is seriously concerned with the coal situation. As I say, they 
have got it up to about 226. They exported about 9 million tons 
of coal last year. They are committed to an additional 2 million 
tons this year. That would bring them up to 11 million tons. 

If they were exporting 30 million tons of coal, that would make a 
very large contribution to the solution of most of their problems, 
There are a variety of reasons which explain their failure to do so. 

The mines, as vou know, are difficult. The seam heights run 
plenty of them—under 30 inches, and a 36-inch seam is a thick mine. 
The mines run a mile deep. They are slanting: they are wet. This 
will be off the record. 
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Chairman Ricuarps. Discussion off the record. 

(Discussion off the record.) 

Mr. Barr. I want to go back to the steel situation. The importa- 
tion of these European steels was not something normal for us before 
the war. If we would limit the importation of European steels— 
indeed, if we limited the importation of European ores, which was 
not normal for us before the war—there would be no considerable 
steel problem in Europe. So, this action is one which will involve 
the United States as well as those—— 

Mr. Risicorr. As a footnote, I read an interesting article in the 
Wall Street Journal last week which stated that, because of the 
heavy production of steel and the failure to use it in defense production, 
Belgian, German, and French steel was particularly slack and was in 
the warehouses at a discount. But, of course, that is a temporary 
situation once we get rolling on our defense. 

Going from steel to machine tools—— 

Mr. Vorys. Let us talk about amounts. Here is the item “‘Steel- 
estimated imports from all sources.” The United Kingdom is esti- 
mated to be importing 463 million—— 

Mr. Barr. May I ask where those figures are, Mr. Vorys? 

Mr. Vorys. They are on a sheet that I did not make up. I thought 
they came from you. You are the expert on Great Britain. 

Mr. Barr. I am sorry. I am not an expert on all the figures. 

Mr. Ripicorr. What page is it? 

Mr. Vorys. It is from the “Mutual Security Agency,” dated 
March 7, 1952. The pages are unnumbered. 

Mr. Butiock. It is next to the last page. 

Mr. Vorys. It says that the United Kingdom’s total imports of 
iron and steel will be $463.3 million, of which $175 million is to come 
from the United States and $97 million is going to be MSA-financed. 
That is the figure that somehow or another is getting into the total 
of $590 million, which is the estimated defense support item that 
we are talking about this morning. 

I did not mean to interrupt you, but while Mr. Batt is here, let us 
find out about the figures that enter into the total requested. There 
is $97 million that may not stay in that column. It has to be 
justified —— 

Mr. Barr. Can I talk about the problem which is at the root of 
your question, Congressman Vorys, I think? I am speaking of the 
peculiar situation in which Britain is involved in relation to exports 
and imports. . 

As you heard me say last year, I expect, as I testified before you, 
here is a country which has to import roughly 90 percent of its raw 
materials and 60 percent of its food in order to live. Here is a country 
which has virtually no raw materials except coal. While it rolls its 
own steel, every pound of high-grade ore which goes into steel it has 
to import from some place, and a very considerable amount of its 
scrap. 

If it does not export, it does not live, because its exports are obviously 
the means it has for paying for its imports. Its imports are all kinds 
of things. .It is not only iron and steel they have to have, but they 
have to import their other metals, cotton, wool and, as I say, import 
their food. 
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That economy of theirs is intimately tied up with the exporting and 
importing business. I was interested in comparing their imports in 
dollars. I found they import, that little island, about the same amount 
per year that this whole United States imports. 

Mr. Earon. That includes the 

Mr. Barr. Everything. The figure is about $11 billion. 

Mr. Cuatruam. That is everything from all over the world? 

Mr. Barr. Everything from all sources. It would not bear any 
relation to any figures that you would have here, I would suspect, 
Congressman Vorys. That is at the annual rate of the last half of 
1951. 

Mr. Riricorr. You will notice the total commodity imports total 
$8,625 million. 

Mr. Vorys. I am looking at the “comic book,’’ the illustrated 
booklet we have from MSA. Their total imports are given as $11,028 
million. That is why I wondered if there was a $2 billion drop in 
their 1952 imports, or whether this figure was screwy. 

Mr. Barr. Congressman Vorys, you have had more experience in 
trying to match up figures than I have ever had. You know that 
figures come from a whole variety of sources. I pulled out some 
figures this morning. I did not know you had these figures in front 
of you. I am sure I can reconcile the rough trade movement figure 
I gave you with that $8,625 million which is a figure for the current 
fiscal year, a different time period from the one for which I gave my 
figure. Also, the larger figure includes imports from the overseas 
territories of the United Kingdom and include the cost of insurance 
and freight. The $8,625 million excludes imports from depencent 
territories and is on an f. 0. b. basis. There are undoubtedly other 
items. 

That would miss the point I want to make. We exported in the 
United States in this same period $15 billion. In other words, we 
exported 50 percent more than we imported. The British, on the 
other hand, imported more than they exported; therefore, they were 
in the hole. 

Mr. Vorys. We also are in the hole, you see, because that excess 
of exports was practically all for free. We gave away the dollars 
so that we could have that excess of exports. 

Mr. Barr. I was wondering if that was the answer. That was not 
the answer I got hastily. As I say, 1 got the figures after breakfast this 
morning. 

What would be in our export, 1 am told, would be the raw materials 
which have been shipped abroad, and which are oflset by aid, but 
which would not include any of the military end items that we have 
shipped abroad. In other words, | would assume that your economic 
aid over some period, perhaps a billion and a half, which does go out 
as a normal export, would be in that figure. You might take off of 
that $15 billion, a billion and a half, or something like that. But vou 
would still get an excess of exports over imports. 

I want to make my case about Great Britain, because that is the 
problem. Great Britain is importing more than it is exporting. As 
a result, Britain finds itself today in a very desperate financial situa- 
tion. We have a key expression in this business as to balance of pay- 
ments, “gold and dollar reserves.” These gold and dollar reserves 
are to a country like Britain, | suppose, about the same as the reserves 
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of a banking institution. They are, after all, the banker and the cen- 
ter of the whole sterling area. 

We used to think that Britain was accustomed to havi ing reserves 
that used as high as $4 billion in the 1930’s, when dollars were worth 
considerably more in terms of purchasing power than now. 

When we suspended aid—that was the first thing I did when we 
went to Great Britain—with Great Britain, they had a balance of gold 
and dollar reserve, which was about $3,300 million. It had gone up 
steadily from the old figures, vou remember, at the time of the de- 
valuation of the pound, which was down at one time to $1,300 million, 
and climbed steadily. When they got to $3,300 million, we decided 
that was the time that aid allotments should be suspended to Great 
Britain. They did rise after that to $3,800 million. We hoped they 
would stay there, and if they did there would be no aid to Great 
Britain. 

Unfortunately, in the summer of 1951, some very serious things 
began to happen. In the first place, we did not realize, as I think we 
should have, that that level of gold and reserves was a little bit like 
a patient who looks healthy because he has been filled with some 
kind of drug which has artificially given him a flush. 

What happened was that after Korea we and other countries bought 
raw materials out of the sterling area, all we could get our hands on, 
wool, lead, tin, rubber, as an example, and paid very high prices for 
them. That resulted in a huge amount of dollars flowing into the 
Commonwealth area and into Britain as the banker. 

\Vhen we got tired of that price situation, and also when we got 
some reasonable security in our raw material stocks, and we did not 
have to accumulate stocks at the same rate, we cut out our buying. 
We cut our wool purchases, and tin. Then the sterling-area position 
and Great Britain’s reversed itself and their dollar position began to 
slip. At the same time they, themselves, had gotten very low in their 
reserves of raw materials. They were buying raw materials to try to 
accumulate some kind of a stockpile. 

We watched those reserves slipping month by month during the 
fall of 1951 with a good deal of concern. The Ambassador held a 
meeting in his office in the fall of 1951, to get the general consensus 
as to what was the lowest limit under which Great Britain could 
operate today. 

We decided if she got below $2); billion, she was in a serious situa- 
tion. If they got to "$2 billion, none of us could tell what was going 
to happen. Actually, they fell from $3,800 million down to $2,300 
million at the end of the year. And at the end of February, the last 
public figure, that had dropped to $1,770 million, and was still drop- 
ping, reserves lost over $500 million in January and February. It is 
that situation which produces the crisis in which Great Britain is 
today. 

Chairman Ricuarps. Every Member of Congress that I have 
talked to who has gone to Great Britain and who has come back here 
and talked about the question of economic aid to Great Britain goes 
right back to the very thing you mentioned a while ago, that they 
have only one exportable surplus of raw materials, and that is coal. 

The thought is that all these figures about steel and this, that, and 
the other would be solved if you could get the coal situation straight- 
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ened out. It is not enough to say that we are not going to ship any 
coal to Great Britain this year? 

Mr. Barr. No, it is not. 

Chairman Ricuarps. Any Member of Congress should reasonably 
expect that Great Britain has used, to the limit, the one exportable 
surplus she has that would affect the balance of trade—gold and 
everything else. 

You say there are 600,000 or 700,000 people in the mines—— 

Mr. Barr. | did not finish my story there. 

Chairman Ricuarps. They will not take the Italians. What we 
run up against on the floor is, ‘Why does not Great Britain do one 
of the things that she can do? She cannot do these other things. 
But that is one thing she can do to help herself, and the Government 
could make them do it.” 

Mr. Barr. Mr. Chairman, you are not unmindful of a labor situa- 
tion. The British are not either. The former Government was pretty 
much dominated by the TUC, the union organization. This one is a 
different kind of government. The former one could not drive labor 
and could not persuade labor to do anything unusual, and I do not 
know whether this one can. 

Chairman Ricuarps. Labor is the people of Great Britain. 

Mr. Barr. Very well, sir, but the people who will not permit Italian 
miners to come in there are the union members. This Government 
has begged them, the present head of the coal operation has had all 
the labor leaders in within the last 60 days and, as he told me, almost 
on bended knee begged them to relax that attitude toward Italian 
labor, and they will not do it. 

You just cannot drive labor in Great Britain, any more than you 
can drive it in the United States. 

Mr. Vorys. Do they think they can drive the Congress to put up 
$590 million for Britain, for economic aid and $110 million to sub- 
sidize those who are unemployed in Italy, all to subsidize this selfish 
policy in Britain? 

Do they not realize they are interfering with our internal affairs? 
They say, “Do not mess with the British.””. The British say, ‘“This 
is a labor situation in our country. Do not interfere with that.”’ But 
they are going to interfere with our entire economy to the extent of 
hundreds of millions of dollars. Do they not know that? 

Mr. Barr. Of course, they do, Congressman Vorys. They would 
make no charge that we were trying to interfere with their labor 
unions, because we could not, and would not, be silly enough to try 
that. 

Our whole effort has to be directed at the leaders of the British 
Government. They are hopeful about this matter. In the first place, 
they are going to build 30,000 new houses as a part of the next vear’s 
program. They are going to do something they have not done before. 
They are going to tie those houses to the job. In other words, if you 
get a house, you work in the mine. 

They have an objective of putting 720,000 men in the mines before 
the end of 1952. I believe they will do it. They are opening up some 
new seams. They have a few seams that are supposed to be good ones. 

Mrs. Botton. May I ask a question? 

Chairman Ricwarps. Yes. 

Mrs. Bouton. Are they doing anything about mechanization? 
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Mr. Barr. Yes, Mrs. Bolton. 

Mrs. Boiron. Modernization? 

Mr. Barr. Yes. Again, they have been limited for available capita! 
with which to expand. You see, one of the things that is happening 
out of this present crisis with respect to their gold and dollar balance 
is that they are deliberately cutting back their capital investment 
program, which is just the last thing that they ought to have to do, and, 
of course, the last thing they want to do. 

I want to leave this thought with you: They are holding to this 
defense program at a sacrifice of these other things, capital investment 
for one, because of the determination that they want to arm them- 
selves, a determination which I think they share very much as we do. 

Congressman Vorys, they do not think of putting pressure on the 
United States Congress. They do not think that, even remotely. 
They fully understand you will criticize their coal situation. I had 2 
hours with Leathers, the head of this whole coal situation, a man who 
some of you may remember as the British officer on the Shipping 
Board during the war. 

He said, “Bill, tell your Congress that we are going to move heaven 
and earth to cure this coal situation. But we have only been in 3 
months, and ask them to have patience with us.” 

Chairman Ricuarps. If I may say this: Here is what we run up 
against on the floor, and here is the thing with the man on the street. 
We have nothing in the world to do with the British labor situation. 
If they want to follow a course that is not for the best interest of 
Great Britain and unbalance everything, then the United States 

taxpaver cannot and should not assume the burden. Great Britain 
would not do it for us. 

Mr. Jupp. Our people say that if they are not alarmed enough to 
bring in Italians to mine their own coal, why should we be alarmed 
enough to put ourselves further in the red to furnish them coal? 

Mr. Barr. Congressman Judd, they are not asking us to do that. 

Mr. Jupp. They are, in effect. They believe that we cannot let 
them go down, and that therefore we have to be more anxious to keep 
them from going down than they themselves are. 

Mr. Barr. Can I put it another way, as to when I said they were 
not asking us. What I wanted to say was that they say to us, “We 
are moving heaven and earth to keep this defense program up. We 
are sacrificing anything that has any relation to it. We are at a 
present situation with respect to the imports of materials whereby 
if we get no help from you we will have to cut back our defense pro- 
gram.”’ There is thus an alternative that is put to us. 

Mr. Smiru. I would like to get in one question there. 

Chairman Ricuarps. Mr. Smith. 

Mr. Smirn. Do you not find, Mr. Batt, that many of the people, 
especially in labor unions, feel this is our defense program? 

Mr. Barr. Yes, Mr. Smith. That is the Bevan line. 

Mr. Smiin. The shoe is on the other foot? 

Mr. Barr. The people who take that line are the extremists on 
the left, Bevan and the fifty-odd people that represent more or less 
his corps of support. They are the ones who do that. 

He says repeatedly, and some of his people around him, “Let the 
United States do this rearmament business. We will furnish whatever 
men we can. Let them furnish the arms. We will go about our 
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normal business and keep ourselves alive.’”’ That is the position 
they take. 

Chairman Ricwarps. Mr. Merrow. 

(Discussion off the record.) 

Mr. Barr. They brought all the Commonwealth finance ministers 
in to a meeting in London in January. They all assessed this problem. 
They had their working people for 2 weeks before. They assessed 
this problem and came up with this conclusion. I think it is very 
far reaching. 

In the first place, they said, ““‘We agree that each of us, as nearly 
as possible by the end of 1952, will put our own house in order, and 
that by the end of 1952, all of us together will be in balance with the 
rest of the world. 

That was point No. 1. Secondly, “‘We pledge ourselves to a 
program which will make sterling freely convertible into all cur- 
rencies.”’ That is a great step forward. It is something we have 
been working for out of this Government every since the World War 
was over, convertibility of currency. 

Thirdly, ‘“‘We recognize if we are to get ahead we must again have 
capital freely flowing, and that that capital will not come wholly from 
Great Britain.”” Therefore, the assumption is very clear that Britain 
is determined to produce such a situation with respect to her general 
economy, and her general behavior, that capital will again have 
confidence, American capital, will have confidence and will begin to 
flow. 

Mr. CuarHam. You mean, private capital? 

Mr. Barr. Yes. I should have said private capital. 

Mr. Suirxa. How ean it under the present program? 

Mr. Barr. It cannot under the present program. They recognize 
that clearly. 

Mr. Merrow. One more question in this connection: In spite of 
large amounts of aid that have been given to them they have not to 
date sueceeded in reorganizing themselves so that they can stand on 
their own feet. Might it not be to the advantage of the United 
States to let this process of disintegration of the sterling bloc go 
along, run its course, and then make bilateral agreements with parts 
of the disintegrating Empire, such as Australia and all the rest? 

Mr. Barr. I have heard that argued many times by experts. I 
believe that the people in the investment field in the United States 
would not agree with that view. 

I think they would feel, I have heard them say, that there was in 
Great Britain a knowledge of world trade, world business, the ma- 
chinery for handling world trade—vyou see, half of it flows directly and 
indirectly in the sterling area anyhow—which the rest of the world 
today is not prepared, the rest of the Commonwealth area, is not 
prepared to take over itself. 

I cannot discuss that intelligently with vou in full. I do want to 
go ahead and make another point as an illustration of what this 
Government is trying to do to put itself in the kind of balance you 
ask for. They have decided they would cut their imports by £600 
million. That is about $1,700 million. They have decided she would 
cut one-sixth of her imports out in order to bring the import-export 
situation in balance as far as she could from that side. 
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Why would she not go further? Because she could not go further 
without affecting her rearmament program. She then said, “We wil! 
make a drive to increase our exports. We will get another $140 
million out of our exports.” 

She then said, ‘“‘We are going to revise our tax system in such a way 
as to provide a greater incentive for our people.’’ Chancelor Butler 
is, in my judgment, a very wise and well-balanced man. He was the 
Minister of Education during the latter part of the war. He is a man 
of great mental accomplishment. 

He has come to the conclusion that the tax rate in Great Britain, 
something which is troubling you gentlemen here, has got past the 
point where it encourages individual initiative and accomplishment. 

Remember, they are taking about 34 percent of their gross national 
prope today for taxes and national insurance contributions. About 
ialf of it is direct taxes and half of it is indirect taxes. So he said, 
“Let us revise our tax structure in such a way that we will provide 
an incentive for people to work for, instead of having a tax rate that 
goes up in big jumps. You never hear anybody in the United States 
say, “I cannot afford to earn more than $4,000 a year or $4,500.” 

Mr. Smirx. You do not understand the present attitude of the 
people. 

Mr. Vorys. You have been away. 

Mr. Cuaruam. He is paying it. Don’t worry. 

Mr. Barr. They did not say it when I was here. They have had 
a few big jumps over there. Their normal working time is 45 hours. 
But labor did not want to work overtime because they said, ‘Taxes 
take away all the extra.” 

The Chancelor has now broken down his tax jumps to attempt to 
reduce that situation, to pick a point where it does pay to work 
harder. They have cut their food subsidies. They had a _ food- 
subsidy program with a ceiling of £410 million which, if it had been 
allowed to provide for keeping prices on the run on the same basis 
this year as before and not allowing price increases, would have cost 
about £460 million to finance. 

They cut that to £250 million and raised the price of bread on the 
same day. The Chancelor asked me if I knew anybody since Pharoah’s 
time who in a difficult political situation had deliberately raised the 
price of bread cutting subsidies. 

They jumped the bank rate from 2% to 4 percent. This is all a 
part of the budget message given in one day. ‘They tightened up 
certain of their credit arrangements for refrigerators, and that sort of 
thing, although they were already pretty tough. 

I told you, Mr. Smith, when you were over there that the tax was 
66% percent on automobiles, refrigerators, and all that sort of thing. 
They tightened that up further. They did not raise the rate, but 
shortened the credit term. 

They are doing everything they humanly can to make that country 
solvent. There is hope for a balanced budget. 

I am sure you or somebody else will say to me that that budget is be- 
ing, penne with United States aid. 

Mrs. Ketiy. May I ask a question? 

Chairman Ricuarps. Mrs. Kelly. 

Mrs. Keuty. Has the effect of the third point which you have just 
brought out caused the closing of the textile industries in that area? 
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Mr. Barr. The agreement of the Commonwealth areas each to bal- 
ance its own house is responsible in part for that. 

They were already having some unemployment in Lancashire before 
this time. Let me give you a little of the history on what Australia 
announced 3 weeks ago. I think that will give you some idea as to 
how the Commonwealth works. 

I think this had better be off the record. 

Chairman Ricuarps. This is off the record, 

(Discussion off the record.) 

Mrs. Boiron. They did accept certain Polish people from the 
Continent and put them in their coal mines? 

Mr. Barr. There was a strike then and that is one of the reasons 

Mrs. Botron. They are still there and still working? 

Mr. Barr. They are still there. But they constitute something of 
a problem. You see, the Government then in power, as I am in- 
formed, used Polish coal miners partly to break that strike. That is 
somewhat at the root of this situation here. 

Mr. Vorys. Could I ask a question? 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. How much are they spending on their atomic energy 
program? 

Mr. Barr. You asked that question of Mr. Harriman and he did 
not have an answer to give you. 

Mr. Vorys. Mr. Fulton asked that in open session, and Mr. Harri- 
man said, ‘Let us not talk about that now but wait until we are in 
a closed session.”’ I just want to find out what they are spending on 
their atomic energy program. 

Mr. Barr. This will be off the record. 

(Discussion off the record.) 

Mr. Barr. I did want to make it clear, and I hope I have, in rela- 
tion to this defense-support item, this $590 million that Congressman 
Vorys referred to several times, to this whole program, and I want to 
tell you why Britain is in a different situation than any other country. 

You have heard and I dare say you will hear of these three kinds of 
aid for Great Britain, or for any other country. One is military end 
items. Those are the tanks, the planes, or what not that we ship 
over from here. There are two ways in which that helps the country. 
First, they do not have to produce them, but in most cases they can- 
not. It helps to equip the forces they are putting in the common 
force pool. 

The second is offshore procurement. 

Third is defense support which some people call old-fashioned 
economic aid under another name. 

Having been in both areas of that, the so-called old-fashioned part, 
the European recovery program, and at present defense support, I 
assure you the commodities may be the same but the yardstick for 
their use is different. 

The commodities, indeed, are not always the same. There is a 
very critical emphasis on our part to seeing that those commodities 
go into these countries that will maintain their economies and keep 
their defense production up. 

The solvent country and rearmament is the thing that we are con- 
cerned about today and what we use as a yardstick. 
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You could ask why offshore procurement does not put dollars into 
Great Britain because you can say it will put dollars into France. 

The situation m Great Britain is that they have been using their 
resources and men to produce their rearmament and their essentia! 
exports. They have had no unemployment. They have had virtually 
no unused facilities. Therefore, when we thought about offshore 
procurement for Europe, we never thought about possibilities of 
Great Britain on any large scale. 

We initiated this offshore procurement program when I was over 
testifying before you last fall. We presented it primarily to pick up 
unused facilities in France and Italy. At that time, we were faced 
with the fact that these European countries could make more things 
but they did not have the financial resources. Their budgets would 
not stand the strain. 

We said, “Why should we not take some of these things we are 
producing in the United States to send to them anyhow, produce 
them over there, perhaps at a lower cost, and certainly take that 
load off the American production machinery.” 

We never had Great Britain in mind at that time, and only to a 
modest degree can we do so today, because of the fact that the British 
have not had unused facilities and unused labor to put to work. 

There is another characteristic of offshore procurement which you 
must not forget or lose sight of, that is, just like an order that you 
place with a firm to deliver something a year or 2 years from now, 
in the future, you do not get paid for that until you deliver the stuff. 
So, even if we place offshore procurement for this or that in Europe, 
the country does not benefit by the receipt of the dollars until the 
goods are delivered. But the country has to start putting funds to 
work immediately it gets the order, because it has to buy raw materials, 
pay labor, and so forth, and so forth. 

In business, what we do in a situation of that kind, when we get an 
order and we cannot finance it with our own resources, cannot buy 
the raw material, pay the labor, is to go to the bank and borrow 
enough to carry us over until we deliver the goods and get paid. 

These European countries are in very much that same shape with 
respect to offshore procurement now. . 

It helps them in the sense that it puts their men to work and uses 
their facilities, if they have unemployed in both. 

But in the case of Great Britain offshore procurement does not 
provide any such relief to their dollar problem because they do not 
have those unused facilities. 

Mrs. Kelly raised that question about what is happening over 
there today. It is my guess that there will be some facilities begin to 
open up, and if they are in the kind of things which we have offshore 
procurement authorizations for, we may pick up some of that unem- 
ployment, but that will take months to do. 

I would like to emphasize to the committee again that these various 
raw materials or, indeed, in some cases food which would be shipped to 
Great Britain as a part of this aid appropriation, are just as much 
contributing to rearmament as are the machines and the factories. 

In a country that has to buy everything, buy over half of its food, 
90 percent of its raw materials, even if you have factories and you have 
men and you have the machines, if you do not have the raw materials, 
if you cannot pay for the food, then of course they do not produce. 
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What you do in a situation of that kind is, obviously, to choose the 
things you buy according to your necessities and you stop buying the 
things that you can drop. 

What we are trying to avoid in this proposed program is that 
Britain not drop her rearmament program and that she shall be able 
to buy the things that she has to have to keep herself going. 

I would like to remind you, as I do myself from time to time, that 
when we had lend-lease during the war, Britain fighting a desperate 
battle, we almost in the war, that was in 1941—-when we started lend- 
lease in 1941, did we argue then as to whether we would ship this 
material or that material? Of course, we did not. 

We shipped what we thought Britain had to have to keep them- 
selves alive and be able to fight. I have looked up since I have been 
here and found the first two or three purchase authorizations that went 
under lend-lease were food. It would be a great mistake for anyone to 
assume that in this provision of defense support aid only iron, steel 
and aluminum could be considered. 

I assure you that grains are just as important to the British as a 
part of doing their rearmament as is iron and steel. 

Well, I have taken more of your time, Mr. Chairman, than I ought 
to. I think I have covered the substance of the situation. 

It is my mature judgment, ladies and gentlemen of this committee, 
that this $590 million which MSA is asking for as defense support 
aid is a very essential part of this program. 

It is my judgment that if this Congress cuts it, there will be a more 
than proportionate reduction in the rearmament of Western Europe. 
It is also my judgment that your action here with respect to aid in 
Europe cannot be one of—what shall I say—pressuring them to do 
more than they are now doing. 

These countries, | speak more particularly of France and Great 
Aritain, are in my judgment today doing about all they can. The 
British cannot do any more. That I am quite convinced of. IL 
would like this to be off the record. 

Chairman Ricuarps. This will be off the record. 

(Discussion off the record.) 

Mr. Barr. Military end items and defense support are equally im- 
portant. We must furnish end items because the British and equally 
the French, the Italians, cannot make them themselves. Without 
our end items the forces over there will not be armed. There is no 
doubt about that. 

When we put in this, in the case of Great Britain, $590 million which 
we are asking for in defense support, it is our judgment that we will 
get out in end items a great many times that value. If we withdraw 
it, for every dollar that we withdraw in defense support, we will lose 
$2 or $3 of direct military expenditures. 

I want to give you an example. I think I may have given it to 
some of the members of the committee when they were over in July 
because it had just begun to develop, the example of the multiplying 
effect of this aid. We gave the British during the very last part of 
the war 26 ground-control approach systems, by which planes can be 
talked in under bad weather conditions, of which you know we have 
a great deal in Great Britain and which are extremely serious in 
wartime. 


, 
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They have used them ever since. All of the tactics with respect to 
ground-control approach are going ahead very fast over there. But 
they are obsolete. They are subject to need for complete overhaul. 

We considered this as an end item aid request, a very valid request, 
whether we should not furnish them 26 new units. The military would 
have liked to do that to strengthen the radio net. Those 26 units 
would have cost us today $800,000 apiece. So 26 times $800,000 
would have been a request that would have gone into the end item 
aid picture. 

What we have actually done, the military and the civilian over 
there, is to bring over some experts from the United States. We have 
furnished the know-how; we have furnished a very few critical ma- 
terials; the whole cost will be under $500,000. 

The British facilities will be available now to turn out those 26 sets 
as good as new instead of 26 times $800,000, and the total cost now 
will be less than $500,000. 

That happens right along in this so-called defense support picture. 
Those are not end items at all. They are a part of the ability of the 
British and others to produce end items. 

I emphasize to you, therefore, that end-item support, offshore pro- 
curement, defense support, are three essential elements of a rounded- 
out picture and no one takes the place of any other. 

I think with that I shall thank you for your patience and will 
answer any other questions I can. 

Chairman Ricuarps. We will go around on the five-minute rule 
here. 

Mr. Batt, when the committee was over with you last year, we 
found a lot of confusion and interlapping responsibilities in the 
organization. Since that time, we have passed a bill here with one 
director in charge of the thing. Have there been any improvements 
in the machinery over there? 

Mr. Barr. Yes, we had to get an improvement of the machinery 
over there; the receiving end had to change as well as the sending 
end. That is taking form now. 

You know that NATO organization is being combined in Paris. 
You know that there is a very competent and authoritative Secre- 
tary General in there, Ismay, who takes office as of the 4th of April, 
2 or 3 days from now. There is going to be more technical staff 
work and less committee—— 

Chairman Ricwarps. You were having difficulties yourself, and a 
ae many other people were, knowing where your responsibilities 

egan and ended. Has that improved any? 

Mr. Barr. I think it has improved, Mr. Chairman. Of course, 
it is never going to be perfect. 

Certainly, from this side, with Mr. Harriman at a point where he 
can coordinate, supervise, and direct, I think there is a very definite 
improvement. I think we all feel that way. 

I was saying that on the other side we have not made the headway 
that will be made in the next 60 days. We have to move 200 or 300 
people from London to Paris and settle them down and get them 
housed. That will represent delay. 

My feeling is that the Lisbon meeting represented a very substantial 
improvement. 
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Let me go back further than that. When I testified before this 
committee in July of last year, Mr. Chairman, we were just beginning 
to see What this over-all job looked like. Actually, I testified to you 
that 2 months before that we did not have the dollar total for the 
whole program. We never knew at that time how many dollars were 
represented in our end item aid commitments. With our Ottawa, 
Rome, and Lisbon meetings, this situation has tightened up. There 
is today an all-inclusive picture that all these countries see. They 
are not doing with it all they ought to and all I hope they will. But 
they are doing a great deal more with it than 12 months ago. There is 
solid progress being made. 

Chairman Ricwarps. When we were over in Great Britain last year, 
you said that you came nearer getting 100 percent of what was needed 
for the program from Great Britain than anybody else over there. Do 
you still get that 100-percent cooperation in airfields, and so forth? 

Mr. Barr. We do. 

Chairman Ricnarps. They lean over backward to meet your re- 
quirements? 

Mr. Barr. It is splendid. You see, when Congressman Vorys 
presses me on this atomic energy situation, I would have had no basis 
whatever, John, for going to them up to 2 months ago. 

We have been told to keep hands off that because that was part of 
our attitude toward the situation. We get fine cooperation out of 
them. 

Chairman Ricuarps. Dr. Eaton. 

Mr. Eaton. No questions. 

Chairman Ricuarps. Mr. Chatham. 

Mr. Cuatruam. Mr. Chairman, as an American citizen I am proud 
that men like Mr. Batt is in the position that he isin. I have known 
him for many years. I had the extreme pleasure of serving on a 
board of directors with him for many years. I know his ability, 
integrity, hard common sense—— 

Chairman Ricuarps. You think he is a pretty good man? I think 
he is, too. 

Mr. Cuatuam. I think I know enough of his background that 
should we have a change sometime in the distant future of adminis- 
tration that his background will be such that we will not have to 
change him or these other men. 

It is a fortunate thing for this country and for the world that 
we have men like Mr. Batt. 

Mr. Barr. That is kind of you. 

Mr. Cuatuam. I want to ask two or three things. This is probably 
an extreme case. I have been in the woolen business all my life. 
We have this figure of $660 million for wool. It is an extreme case 
because clean wool was up to $3.75. It is back to 90 cents. It is 
lower than it was in 1938. That will have an effect on that $660 
million. I think it is too low today, as many experts do. 

Is that true of other commodities? What is the price of tin this 
year? It is $1.18, I believe. How does that compare with last 
year? How much is Britain going to gain over the dropping com- 
modities? Coal has not dropped. These other metals have not 
dropped, lead, zinc, copper, have they? 

Mr. Barr. No, certainly not as sharply as tin in any case. Britain 
is worried about the rubber situation. There is a fear that there 
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will be an overproduction of rubber in Malaya this year. That has 
dropped sharply. They are apprehensive there may be 300,000 tons 
of overproduction. 

Mr. Cuatuam. How does that affect them? 

Mr. Barr. It works two ways. At the moment, as prices go up, 
it is what I liken to the feverish condition of a patient. They look 
awfully healthy for a moment when they are given drugs, or when lots 
of money is coming in. At the same time, it increases the prices of 
things that Britain buys; and to the extent that Britain is participating 
in these increased prices she is the loser. 

If she could raise her export prices as fast as the cost of raw materials 
increase, she would not be so bad off except for the domestic problem. 
But that does not happen. She has this increased cost of raw materials. 
I have figures all the way from 70 to 100 percent in the increase in the 
cost of some raw materials in 1951. Their export prices increased 
much less than their import prices. So they were actually giving away 
material that they produced to the extent of that difference. 

When the thing shakes down and can stay level for any period of 
time, then it will not make any difference one way or the other to the 
British. That is why the British are concerned about the attitude of 
the United States toward these raw material markets. 

Mr. Cuatruam. If rubber, tin, and wool is dropping, it will affect 
their budget? 

Mr. Barr. But at the same time all the rest of the world is buying 
those same things, then the total dollar revenue to the whole of the 
sterling area has gone down. 

Mr. Cuatuam. Their price of exports will go down accordingly? 

Mr. Barr. Yes; you are quite right. 

Mr. Cuatuam. | can comment on the textile depression in Lan- 
eashire. There is world-wide unemployment in the textile industry. 

Mr. Barr. The British are worried, I may say parenthetically, 
about their position when Japanese competition comes into the market. 

Mr. Cuatruam. We all will worry about that. May I ask you a 
question off the record? 

Chairman Ricwarps. Off the record. 

(Discussion off the record.) 

Mr. Cuaruam. If this British affair were your own business, and I 
know you are experienced in business, and you had to decide between 
keeping the country solvent or cutting your defense expenditures, 
which would you choose? 

Mr. Barr. I would keep the country solvent. That is what they 
will do. 

Mr. Cuaruam. It has its affect on us? 

Mr. Barr. Let me say this off the record. 

(Discussion off the record.) 

Mr. Cuatuam. This rearmament affects it, and if they go into 
bankruptcy it affects us as the strongest ally in two wars? 

Mr. Barr. Yes. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. Mr. Batt, here is a chart in the “comic book’? which 
says, for Britain, “Nonmilitary government use of resources, $4,175 
million.” It is exactly the same for 1951-52 as for 1952-53. Is not 
the British Government going to make a budget saving in all this 








aie Bhs ti 


Pe a 





as 
ns 


yk 
ts 
of 


Cr 
1g 








MUTUAL SECURITY ACT EXTENSION 383 


socialistic stuff they are doing? You have mentioned the cut in food 
subsidies. 

Mr. Barr. I will tell you what happened in the food subsidies. 
They gave that back and ‘reduced.taxes. They gave back some more 
than was in the food subsidies. They took 2 million people in the 
lower tax bracket off the tax rolls. 

Their nonmilitary government use of resources, as I remember it 
and have it here, is to fall from 9.6 to 9.4 percent of their gross national 
product. That is what the share will be reduced to next year. The 
chancellor insisted on a reduction in his budget message. 

Chairman Ricwarps. You mean, the present Chure hill government? 

Mr. Barr. Yes, sir. May I add one further thing, Mr. Vorys, for 
what it is worth: These three subsidies, food, housing, and health, 
are exactly balanced, a shade more than balanced, by the taxes on 
liquor and tobacco. They pay the way. 

Mr. Vorys. What is the point to that? We take about 75 percent 
of our taxes on whisky and tobacco and put it into military expendi- 
tures. I do not see the point. 

Mr. Barr. I will try to make that point, if I can. Before rearma- 
ment was a problem, the British were offsetting their subsidies with 
taxes. This is the answer they give you if they discontinue public 
health as a national charge and therefore the individual pays for that 
out of his pocket, obviously, you could not take so much from them in 
the way of taxes. They are spending their money in another way. 
I do not happen to believe in subsidized health, but they do. 

They think they have got generally a better condition of health 
all across the board than they ever had before. They like to distribute 
their national income that way. But when you realize on this subject 
of indirect taxes that a workman with a pack of cigarettes a day sees 
11 percent of his income going into indirect taxes by that tax alone, 
35 cents a gallon tax on gasoline, as another example of their indirect 
taxes, it is a big thing. 

Mr. Vorys. You think there is no chance of their reducing their 
nonmilitary expenditures? 

Mr. Barr. Mr. Vorys, it is pretty hard for them to go much further. 
Let me tell you where they are on food. They have 11 ounces of 
carcass, pieces of meat. That is two skinny lamb chops. They have 
3 ounces of butter, 3 of oleomargarine, and 4 additional of fat, 10 ounces 
of fat all together. They have 10 ounces of sugar. That is the 
general level of food. They have 35 percent less coal for the consumer. 

I will not take any more time on coal. But the consumer for resi- 
dent heating has 35 percent less coal than prewar. The apartment in 
which my wife and I live in the winter is such—we have so-called 
central heating—that we are lucky if in the dining room in the morning 
it is 55 for breakfast. You cannot take much more out. 

Mrs. Boiron. They are saying that is all right. 

Chairman Ricwarps. We are on the 5-minute rule. 

Mr. Barr. They are not kicking, Mrs. Bolton. 

Mr. Vorys. If I have time in my 5 minutes, I would like to ask what 
is this $297 million of direct military assistance we are furnishing the 
British. 

Mr. Barr. It will be the kind of thing that the British themselves 
are not able to supply. 
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Mr. Vorys, I am sure of that. Could I interrupt you a second? 
There are so many of the things you are saying that we know pretty 
well. We know about the standard of living. I had hoped we would 
get information about this specific legislative program. 

Mr. Barr. Military end items. 

Mr. Vorys. Specifically as to military and defense support. 

Chairman Ricuarps. We will get that later with other witnesses. 
If he is a specialist on this military stuff—— 

Mr. Barr. I am not a specialist, but I know enough to give Mr. 
Vorys a picture. 

Chairman Ricnarps. His 5 minutes are pretty nearly out. 

Mr. Barr. We are furnishing them spart parts for the United 
States equipment they had during the war and which they have had 
since the war to bring it up to date. That is a substantial part of that. 

(Discussion off the record.) 

Chairman Ricuarps. Mr. Ribicoff. 

Mr. Rrsicorr. This will be off the record. 

(Discussion off the record.) 

Mr. Rrstcorr. Do you think our stockpiling was too hurried and 
in itself was a contributing factor to the inflationary pressures all over 
the world? 

Mr. Barr. I think there was a time when our purchases for stock- 
piling were probably not as wisely handled as they could be. 

Mr. Rreicorr. This is pretty basic stuff. You talked about the 
sharp loss of trade. How long can England continue losing its export 
trade throughout the world? How long could a nation that has to 
export in order to live, continue being pushed out of all their former 
markets? 

Chairman Ricwarps. You have a half minute to answer that one. 

Mr. Barr. I could not answer that in half an hour. Honestly I 
could not, because it covers too much area. 

I could only say to you that the situation is very grave. You are 
asking me, in effect, what Ty Wood did over the telephone. He said, 
“They are going to want to know from you if England can be saved 
and how.” I said, “If I could answer that I could get independently 
wealthy and I would not have to bother to come over.”’ I can only 
give you this kind of a conclusion. It was arrived at by one of my 
associates who has just finished a so-called sterling area study, started 
by Tom Finletter when we started the Marshall plan. It represents 
the work of 2 years. It is the greatest piece of statistical work that 
has been done on the topic. When John Cassels finishes it you will 
have a copy. That will be in the next month or two. 

Mr. Cuatruam. Is he from New York? 

Mr. Barr. He is right here. He is working for Finletter. 

Chairman Ricnarps. How do you spell his name? 

Mr. Barr. C-a-s-s-e-l-s. I recited to him the difficulties, not 
enough coal, not enough steel, not enough power, r >t enough mech- 
anization, not enough production, which I know as well as anybody 
else. I said, ‘John, what is the answer?” He said, “‘I don’t know. 
The one thing I do know. This is the most orderly form, disciplined 
form of democracy in the world. This is the most orderly piece of 
governmental machinery in the world.” I think you will all agree 
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with those statements. These are courageous people. They have 
been solving one kind of a problem and another for a couple hundred 
years, and in some way or other I think they will come out of this one. 
How I would not hazard to guess. 

Chairman Ricuarps. Mrs. Bolton. That is a quorum call. 

Mrs. Boiron. Has there been difficulty for Britain due to the 
cutting into trade by the Germans? 

Mr. Barr. They have not felt it much as yet. 

Mrs. Boiron. They have not felt it yet but they will? 

Mr. Barr. I am afraid they will. They are going to have a 
difficult time competing. They think they are making steel as cheaply. 
They have plenty of statistics that they are as cheap or cheaper than 
anvbody on the continent. 

The Germans are working hard over there, working long hours. I 
think they are making more personal sacrifices in that respect than 
the British are, as individual people, individual workmen. 

Mrs. Botton. What about the reduction on the social services in 
Britain? Are they making those? 

Mr. Barr. They have made a few charges on prescriptions now 
and dental work. They have not made much. You have to pay 
something extra on prescriptions. If you get a second set of glasses 
you have to pay something on them, but it does not amount to too 
much. 

Mrs. Boiron. In that whole area does it mean—TI am going to the 
very fundamental—that the people of England, represented by the 
unions, are not willing to do things which will contribute to the 
general good? Is it because they do not understand it or what? 

Mr. Barr. I do not agree with that conclusion. I will put it 
another way and I guess we will come out to the same place. 

Mrs, Botton. Then why do they not produce more coal? 

Mr. Barr. Because then the labor union says, “If we produce too 
much we will get a surplus of coal and then we will be out of jobs. 
If we bring Italians in here we will have surplus labor and———” 

Mrs. Bouton. It is fundamentally a form of selfishness? 

Mr. Barr. It is a form of selfishness, but it is a form that char- 
acterizes the whole of Britain. I assure you that although I am a 
manufacturer and have been in industry all my life, just as much of 
this blame rests on management in Great Britain as the worker. The 
workers have not had the kind of management they are entitled to. 

Mrs. Boiron. Would it be your sense that here in the United States 
we are having a demonstration of the same situation in the steel strike? 

Mr. Barr. I would not want to draw a conclusion of that kind 
today. 

Mrs. Boiron. Will you please think about it a little? 

Mr. Barr. I will. 

Mrs. Boiron. Thank you, Mr. Chairman. 

Chairman RicHarps. Mrs. Kelly. 

Mrs. Ketiy. Could you explain the trade balance between Britain 
and the Dominions, favorable or unfavorable? 

Mr. Barr. It is, Mrs. Kelly. Can you answer that question, Mr. 
Hogg? Mrs. Kelly is asking about Britain’s trade situation with the 
various Dominions. 
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Mr. Hoga. The broad picture would be that with respect to those 
Dominions that are in the sterling area Britain is running quite a 
handsome surplus. With Canada, which is not in the sterling area, 
she is running a deficit. 

Mrs. Ketiy. Do you feel that the Dominions are doing their share 
toward maintaining the mother country? 

Mr. Barr. I would like to answer that. I do not think they have 
had the responsibility to the mother country that they should have 
had. I think they have been a good bit like children are very fre- 
quently with the parents. They are living their own independent 
lives; each of them has a certain set of problems and they are looking 
after those. That is why I felt that what happened at this Common- 
wealth Finance Ministers meeting in London was so significant. 

But the fact that they did look at this as a common problem and do 
the terribly serious things they have to do to square up to their respon- 
sibility, rather brought me up on a round turn on Commonwealth 
unity. 

Mrs. Ketry. Did not the Canadian Government say they would 
not contribute more to England; is that correct? 

Mr. Barr. I am not sure. I seem to have seen something about 
that. 

Mrs. Ke try. I do not want the United States to assume the respon- 
sibility of the Dominions. 

Mr. Barr. Constructively, I do not know what they could have 
done. Sentimentally, at least, I think they should have been willing 
to have tried. 

Mrs. Ke tty. Is Ireland doing anything for England? 

Mr. Barr. No. 

Mrs. Ketiy. Can she supply any of this agricultural need or food 
products? 

Mr. Barr. It was hoped there would be more meat out of Ireland 
than has come. Are not the Irish going through a foot-and-mouth 
disease problem now? 

Mr. Hoaa. I do not think so. 

Mr. Barr. The British have a problem there that I ought to touch 
on. Nobody has mentioned here their difficulties in Latin America. 
She has gotten her major part of her beef from the Argentine and has 
had a large export market to pay for that beef. That is drying up 
on her. 

She was also buying coarse grains, which was a very serious require- 
ment for her since she raises very few coarse grains. The coarse grain 
supply in the Argentine is drying up. 

I think she may ultimately be almost entirely out of the Argentine 
for meat and for exports as well. Britain has a number of serious 
problems before her. It has been because she has been such a depend- 
able anchor in this rearmament that I plead with this Congress that 
it keep that anchor holding. 

Mrs. Ketty. Do you feel England’s economic situation would 
inprove if she became a member of the European Federation im- 
mediately? If you do not want to answer, it is all right. 
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Mr. Bart. I have no idea, Mrs. Kelly. In the long run, of course, 
I believe there ought to be one big European market with as few 
boundaries as possible. They tried to do that under the EPU. You 
know that got into some considerable difficulties. The Benelux 
agreement was intended to bring that about. It has not worked. 
We are dealing with something that in my judgment will slowly come 
about, but it will take generations in the doing. This thing has been 
hundreds of years in the building. It cannot be changed overnight. 
I think it will come about, probably not in my lifetime, perhaps 
in yours. | 

Mrs. Ketiy. Thank you, Mr. Chairman, 

Chairman Ricuarps. Dr. Judd. 

Mr. Jupp. I want to ask a question. I am sorry I had constituent 
trouble and had to be out of the room. 

Mr. Barr. That is something a member of the British Parliament 
does not have. 

Mr. Jupp. If you do not have the figure, 1 would like to have it 
supplied for the record. How many dollars’ worth of new machinery 
has been furnished by the United States under ECA for the coal mines? 

Mr. Barr. For coal mining? 

Mr. Jupp. Yes. 

Mr. Barr. I would have to get that. There has been very little 
considering the size of the industry. 

Mr. Jupp. When we were over there in 1947 Ambassador Douglas 
was talking to us about this same problem. 

It has been 5 years now and they do not seem any nearer solution. 
One of the things he was advocating then was mechanization of the 
mines. I thought from his talk at that time there was to be con- 
siderable expenditure of American funds for American equipment for 
that purpose. 

Mr. Barr. We'll get that figure for you. 

(The information referred to is as follows:) 

By January 31, 1952, the Economie Cooperation Administration and the 
Mutual Security Agency had shipped to the United Kingdom slightly less than 
$4 million of mining, rock-drilling, and earth-boring equipment. Most, if not all, 
of this equipment was for the coal mining industry. ‘There may have been other 
equipment and industrial machinery purchased for coal mines, but since this would 
be nonspecialized equipment procured through commercial channels there is no 
way of noting the ultimate user industry on the vouchers submitted for payment. 

Mr. Cuarnam. Would the gentleman yield right there? 

Mr. Jupp. Yes. 

Mr. Cuaruam. I want Mr. Batt’s opinion as to how much American 
machinery can be used in the coal mines. I was told there could not 
be much used. 

Mr. Jupp. They cannot use nearly as much as we can, but they can 
improve—— 

Mr. Barr. They cannot use our type of machinery. Our machinery 
is developed for what we call the room-and-pillar method of mining 
and for seams that are not less than 36 inches in height, and they have 
little of that. 

They can and they have used a good deal of conveyor stuff from 
here. We will get you that figure. May this be off the record? 

Chairman Ricuarps. Off the record. 

(Discussion off the record.) 
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Mr. Jupp. My other question is: On this table of figures as to 
imports, last year MSA financed petroleum products of $45.9 million. 
This year you are estimating $100 million. It is more than double. 
Does that reflect the loss of oil from Iran? 

Mr. Barr. $300 million, Dr. Judd, was the loss they suffered in the 
Iranian picture. 

Mr. Jupp. And they have to make it up from other places? 

Mr. Barr. Yes. 

Mr. Jupp. And we are making up some $45 million worth of that? 

Mr. Barr. Yes. 

Mr. Jupp. I just wanted to get the answer to that question on the 
record. I have no further questions. 

Mr. Barr. Plus the fact that this aid. which we extended to them 
in this $300 million transfer has been available only for part of the 
vear. Actually, the Prime Minister made the statement that he 

new they had not had a dollar of it yet. It takes a long time to get 
those purchase authorizations effective. 

Some of them will be resulting in dollars pretty soon. We expect to 
have a whole fiscal year to deal with. 

Mr. Jupp. I was glad you brought out the point about the early 
beneficial effect of the Korean war, or apparently beneficial effect, 
later offset by the bad effects. So many people have been saying if it 
had not been for the Korean war the European countries would not 
have had to go back on American aid. The fact is they would not 
have gotten off American aid as some did for a time, if there had not 
been the Korean war; is that not right? 

Mr. Barr. There is something to that. 

Mr. Jupp. It was the Korean war that allowed them to sell their 
goods at a higher price, but when a little later they had to start buying 
at the higher world prices the shoe was on the other foot. 

Mr. Barr. I never thought of the last part of that, but I think you 
are right. 

Mr. Jupp. I heard an Englishman say, “If you folks had not got 
into the Korean war, we would not have needed more economic aid.”’ 
They had gotten off American aid in December 1950, but the reason 
they had been able to get off so soon was due to the great purchasing 
program of the United States Government abroad. 

Mr. Barr. You are right. Mr. Chairman, I am sure you recognize 
this business of having to take aid from the United States is just as 
repugnant to the British as it would be repugnant to us. It is political 
capital to a certain group of men who are trying to make difficulty in 
the Government. Please understand, they do not like it. 

Chairman Ricuarps. Let me ask you a question off the record. 

(Disussion off the record.) 

Mr. Barr. What your decision is with respect to aid in the ap- 
propriate forms to Great Britain, I think, can very well be determining 
the shape of the world, because if Britain had to substantially give 
up their rearmament program to save her solvency, then you can be 
sure that the rest of Western Europe would take that as an additional 
reason why they could not do what we are pressing them to do. 

It would be grist to the Russians. It would certainly hurt the posi- 
tion of the Atlantic Pact nations with the rest of the world. I do 
not think we could possibly calculate the net results of that operation. 

So when we are asking you for aid in order to keep Britain solvent 
and, thus, strong enough to carry a rearmament program, it seems to 
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us that the whole of this North Atlantic Treaty Organization is very 
intimately tied up with your decision. 

Mr. Jupp. Mr. Chairman, may I add a comment to that? I think 
it is too bad for statements to be made which are perfectly true but 
which are misinterpreted by the public. For example it is argued 
by some that this decision to continue the Mutual Security Program 
will keep them from gomg down. Rather is not this the situation: 
If we make the right decision now, we hope to get a chance to make 
another right decision a year later? Whereas, if we make a wrong 
decision now, and they go down, fhere is an irreparable loss. 

If you make a decision not to make the necessary effort to save an 
area as we did in the case of China, we are stuck for 5 years, 10 years, 
or 20 years or forever with an irretrievable situation, or at least one 
that cannot be retrieved without enormously greater expenditure. 

Mr. Barr. I went to England in October 1950. That is not very 
long ago. I have seen that thing from then to now. Each year we 
have been plugging up a leak, trying to get the thing on a sounder 
basis. It is on a sounder basis, and every year what have we got? 
We have got peace. If we can hold the thing iv that level next year, 
or get another year of peace, that is fine, is it not? 

Mr. Jupp. Critics say about the Greek-Turkey program, ‘‘Look 
at that situation. The program did not succeed. Greece has an 
unstable government.’’ My answer is, “To be sure, Greece’s problems 
are not all solved, but she is free. If we had not adopted the program 
to aid her, she would have been gone by 1947, and the eastern 
Mediterranean and the Suez by 1948, and the Mediterranean would 
have been a Soviet lake for the last 3 vears and the costs to us would 
have been far greater.”’ 

Our aid did not wholly solve the problem, but it bought time, and we 
still have a chance to solve the problem. This has been my main 
argument all these years back home when I have tried to persuade 
them to pay taxes to buy Canadian flour when their own flour mills 
were working only 2 days out of 5. It is hard for a worker in a flour 
mill to pay taxes to buy flour from other countries. 

Chairman Ricnarps. Thank you very much, Mr. Batt. 

Mr. Barr. Thank you very much, Mr. Chairman. 

Chairman Ricuarps. Dr. Judd, General Arnold will be here at 
2:30 this afternoon. All committee members have been notified. 
He will be here to testify on Turkey and that area about which we 
want to hear. Thank vou, Mr. Batt. It is good to have you here. 

Mr. Barr. I will come over any time you want me to that I can 
serve any useful purpose. 

(Whereupon, at 12:50 p. m. the committee recessed until 2:30 
p.m.) 

AFTERNOON SESSION 


(The committee reconvened at 2:43 p. m., the Honorable James P. 
Richards (chairman) presiding. ) 

Chairman Ricuarps. The committee will please be in order. 

We are glad to have with us this afternoon Maj. Gen. William H. 
Arnold, United States Army, Chief, Military Mission in Turkey. 

General, do you have a prepared statement? 

General ArNoLp. Yes, sir; I have a prepared statement. 

Chairman Ricnarps. Would you like to read it or just summarize 
it and file it with the committee? 
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STATEMENT OF MAJ. GEN. WILLIAM H. ARNOLD, UNITED STATES 
ARMY, CHIEF, MILITARY MISSION IN TURKEY 


General ArNno.p. I would like to read the prepared statement and 
then discuss informally any questions the committee would like to 
put to me. 

I deem it an honor and a pleasure to appear before you in order 
to refresh your memories on the progress of the Military Assistance 
Aid Program in Greece, Turkey, and Iran. 

I am Maj. Gen. William H. Arnold, United States Army, and I 
have been Chief of our Military Mission in Turkey since August of 
1950. Although my major interests have been with the Turks, I 
nevertheless have kept myself informed as to our progress in Greece 
and Lran. 

1 have been particularly pleased during the past year over the 
interest that Members of Congress have shown in those three coun- 
tries. Visits by several of your representatives have been most 
beneficial to those of us engaged in the Military Assistance Program 
and | hope that the first-hand information gained has been of con- 
siderable benefit in your deliberations. 

Our task has been, and is, to strengthen the armed forces of Greece, 
Turkey, and Iran in order that they can continue to maintain internal 
security and to deter aggression, and if there be aggression, then to 
provide an effective defense. Our effort in this area is a sound military 
investment and has paid and will continue to pay appreciable divi- 
dends. 

The limited amount of military assistance that has gone to Iran 
has provided some improvement in military capabilities, particularly 
in resourcefulness to maintain internal security. The military-aid 
programs in Greece and Turkey have been eminently successful. I 
doubt seriously if any Member of Congress will disagree with me in 
that statement. 

In Greece, our efforts in this field have made it possible for this 
small nation to defeat a major Communist attempt to secure control 
through military tactics and subversive threats and in conclusion 
permitted a lawful regime to function. 

In Turkey, our assistance has been decisive in bolstering the resolu- 
tion of a staunch people to resist intimidation and coercion on the part 
of the Soviets. 

The aid programs in Greece and Turkey had their inception at the 
height of communistic penetration in Greece in 1947. Since that 
time, they have progressed steadily and surely in keeping with the 
common objective——maximum strength with minimum expenditures. 
This task is simplified for us because the people with whom we deal 
are already imbued with a spirit—the will to retain freedom of thought 
of expression and action—that is such an integral part of our own phi- 
losophy of democracy. 

Fighting side by side with United States troops and other United 
Nations forces in Korea, the Turkish brigade and the Greek battalion 
have made enviable records. Both units have been cited for gallantry 
in action and otherwise have consistently distinguished themselves. 
Your approval of military aid for these peoples has been actually 
justified on the field of battle. They did not, have not and will not 
let us down. With this record, I submit that the American people 
can be proud of its contribution to these staunch allies and friends. 
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Greece and Turkey occupy extremely strategic positions. The loss 
of Greece would provide the Soviets with an outlet to the Mediter- 
ranean Sea, threaten the flanks of both Turkey and Italy, expose the 
southern boundary of Yugoslavia and further unrest in the Middle 
East. Geography has placed Turkey in the most strategic position 
of any member of NATO on the Soviet periphery. She faces Bulgaria 
on the west, controls the vital Straits and borders the Soviets for some 
200 miles on the east. Turkey is NATO’s anchor on the south, 
position that requires great strength. 

Both Turkey and ‘Greece are poor when compared with other 
members of NATO. Luckily, this poorness applies only to material 
things, for both countries possess a priceless wealth in fortitude and 
stoutheartedness—spelled simply, ‘‘guts.”’ 

Our military programs have two major facets: Equipment and 
training. In 4 years, substantial amounts of military equipment have 
been delivered. This embraces almost every type of fighting equip- 
ment, all designed to create armed strength as economically as 
possible. You will find that Turkish, Greek, and Iranian forces have 
no luxury items. They have not been mechanized beyond bare 
essentials, and reliance for defense of the country is based upon the 
equipment and weapons provided under the Mutual Security Pro- 
gram. Those units of our allies have been tailored to fit the ground 
on which they will fight. 

In the formulation of our previous requests as well as this one, 
only essential items are included: Those to fill in gaps, to replace things 
worn out, and to provide for a limited combat reserve, principally of 
ammunition. 

I am pleased with the progress we have made in training during 
the past year. An increasing dependency is being placed on Turk 
and Greek instructors in service schools in order to hasten the day 
when our advisers can be withdrawn. Our motto continues to be: 
Teach Turks and Greeks To Teach Turks and Greeks 

In Turkey during the past year American officers and men, organ- 
ized into “training teams,’ have been placed with each major unit 
in the field. These men advise and instruct Turks on the troop level. 
This step was taken to increase the tempo of our training effort and 
again to hasten the day when American advisers would be required 
only in limited numbers. Due to these efforts in one field alone, 
maintenance of equipment has increased at least 100 percent in the 
last 6 months. I can tell you in all sincerity that these men are doing 
an outstanding job. They live with the Turks and have become their 
friends and welcome advisers. They are ambassadors in khaki and a 
credit to their country. 

The domination of this area by a strong, unfriendly nation would 
permit the severance of the principal lines of communication between 
the east and west, the exploitation of the vital petroleum resources’ 
which le to the south, the control of the eastern Mediterranean, and 
the gateway to Africa, with its vast resources. 

On the other hand, Turkey and Greece, as independent democratic 
nations, dedicated to the maintenance of freedom, constitute inval- 
uable assets to the free world. 

The maintenance of independence in the Near East area is of clear 
importance to the free world. In the face of constant Communist 
pressure and attempted subversion, these countries require modern 
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and effective forces. This program consists of assistance designed to 
meet urgent military deficiencies. 

The funds being requested for military assistance for Greece and 
Turkey are needed and I am firmly convinced that the American 
taxpayer is making a sound investment. With respect to military 
assistance to other nations covered by title II of the Mutual Security 
Act of 1951, I feel that we must retain the means as provided in the 
act to render limited military assistance as developing situations 
dictate. 

I am prepared to answer any questions you may wish to ask as well 
as to explain in more detail such phases of our work as you may desire. 

(Discussion off the record.) 

General Arnotp. In that part of the world there is an appreciable 
force that isin being. It is not as heavily equipped as is contemplated 
for forces in Western Europe, but it has been equipped according to 
our ideas of how it can best fight due to the fact that communications 
are rather limited, and because the terrain is extremely broken, very 
rough, we feel that it would be almost impossible for us to have a 
great stage of mechanization in either Greece or Turkey. 

The efficiency of these forces has increased and is increasing. 
Turkey, for example, is going through a reorganization of its high 
command. There have been more than 100 officers weeded out for 
inefficiency and this next year we propose to increase the tempo of 
this selection process. To give you an example, now we have four 
infantry divisions commanded by colonels. We are conducting in 
Greece and in Turkey probably one of the largest military universities 
in that we have established in those countries the counterparts of 
most of the schools we have in the United States. In Turkey alone 
we have graduated more than 30,000 people from the service schools 
in the last 3 years. Both Greece and Turkey are expending from their 
national budgets approximately 40 percent for all military purposes. 
In Turkey, that is not a new thing. It has been going on for the last 
10 years. They maintained a force; they have maintained a force of 
tremendous size for a country of only 21 million people. 

Greece has likewise maintained a considerable force and with our 
aid was able, as you know, to stop the Communist penetration and 
to establish an orderly government. 

(Discussion off the record.) 

General ArNoLp. To give you an idea how poor these places are— 
some of you have been there, so I think you have saababiy seen—the 
Turkish military is probably the world’s worst-dressed army. It is 
undoubtedly the world’s worst paid army inasmuch as the Turkish 
conscript draws the munificent sum of 21 cents a month. He is 
authorized and receives only one suit of clothing for a 2-year period, 
one summer uniform and one winter uniform. He wears a pair of 
shoes for 6 months before he can get another pair. So there is no 
fat, no luxury in our efforts to assist Turkey and Greece in the same 
category. 

We have deliberately refrained from making any recommendations 
or suggestions that would gild the lily. We are trying to give these 
people the weapons to fight with. They have the desire and the 
ability and the heart to fight. They will fight without the weapons, 
but we can make them fight so much better, Mr. Chairman, if we 
give them something to do it with. 








le cts i 


; 








Beira > 


MUTUAL SECURITY ACT EXTENSION 393 


I have been with the Turk for more than a year and a half and I 
have become particularly impressed with his sincerity of purpose. 
In other words, he knows that some day he will have to defend his 
country and there is not a question of anything in his mind about it. 
But he knows it will happen some day and he will do everything he 
possibly can do to prepare himself whether he gets aid or not. I 
think you will find that that same feeling exists in Greece. 

Now as to the Iranian picture, our effort in Persia has never been 
of the power or the scope that we have applied to Turkey and Greece. 
We have had in Persia and do have at the present time a military 
mission called ARMISH. The military mission was sent over there 
initially in 1946 at the request of the Iranian Government. In other 
words, the extra cost of the mission above and beyond the formal pay 
was paid for by the Persian Government. There were two missions 
then. One was called ARMISH and the other was called GENMISH, 
the latter being under the command of Colonel Schwarzkopf, formerly 
head of the State police of New Jersey. 

I visited this place in 1946 and at that time I thought we had 
quite an enviable position. We were there on the ground. 

Time went on and nothing much was accomplished except to retain 
these two missions until 1949 when it was decided to bring Iran 
under the MDAP program. In 1950 we sent a Military Assistance 
Advisory Group which is comparable to the mission we have in 
Turkey and Greece. 

The situation as far as Iran is concerned now is that the GENMISH 
contract with the Government does not expire until early this fall. 
The ARMISH or the old military mission is being continued on by a 
verbal agreement between the United States and the Iranian Govern- 
ment. 

The Persians have not given the required MSA answers. There- 
fore, aid has been suspended under the provisions of the last act. 

(Discussion off the record.) 

General ARNOLD. It is likewise most important that the funds re- 
quested for Persia in this particular bill be appropriated in order that 
we will have the funds available in case we are permitted legally to act. 

Now, if we are not permitted legally to act at some future time, the 
money will not be spent; so it is a situation of buying insurance. My 
strong recommendation is that we play the game that way. 

(Discussion off the record.) 

Mr. Cuarnam. Where is the Soviet border? 

General ArNoLp. Right here. This is the Soviet border with Tur- 
key right there. This is Azerbaijan and this is Russia, and then you 
have Armenia and Georgia. 

Mr. Risicorr. How many Kurds are there in the Soviet? 

General ArNoLp. There would be none as far as I know in the 
Soviet. 

The Kurdish nation is all in this general area here, about 4 million 
of them over here. 

Mr. Rinicorr. Are there Soviet agents working in there? 

General ArNoip. There can be no question about that at all. 
There are Soviet agents all over that part of the world. 

You see, Iran is not a unified nation as you find the Turk. To all 
intents and purposes the minority provinces of Turkey have been 
liquidated a long time ago. Therefore, you find a nation of 21 million 
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people who are all Turks and in Persia there are four major tribes 
that are easily divided up and worked on, not as independent Persians 
because I do not think they have a loy alty, the kind of loyalty you 
would have in Turkey or in Greece. 

Mr. Cuatuam. Does that not approach the border of Palestine, too? 

General ARNOLD. It does not go that far; no, sir. The threat here 
is mostly the oil field. The Palestine border is over here. This is 
Syria. This is Iraq. This is Persia. 

Mr. Cuatuam. I see that. 

General ArNoLp. Lebanon comes in here and Palestine is down here. 

Mr. Cuatruam. Do you have any contact with the Palestinian 
Army, the Israeli Army? 

General ArNo.p. I have no contacts. I have just recently made 
a trip down through there. 

Mr. Cuaruam. I have heard it is a very fine army. 

(Discussion off the record.) 

Chairman Ricuarps. You are talking about Arabs? 

General ArNoLp. Arabs; yes, sir. 

So actually the force that éxists in this part of the world is practically 
nothing. The force in the part of the world here that is north of the 
border is Turkey and the force is Greece here. As long as this bastion 
is held in here, personally I do not feel that there is too muc h of a 
threat, a physical military threat to the southeast. 

The Turks feel very keenly about that. They state that as long 
as Turkey is held, they ipso facto will defend the Middle East; that is, 
the Middle East defense. 

Chairman Ricuarps. Have you had occasion to see the Israeli 
Army? 

General Arnotp. The Israeli Army I have seen, sir, only on the 
border. They are well equipped. They do not have too many. 
They are actually mobilized or were at one time but I think practically 
everyone in Israel has a gun and they have a militia. You find the 
same in Syria and Transjordan. I drive down there and I can go 
into Jerusalem but not into the Israeli part of it. But I do not think 
I saw an Arab who did not have a rifle. It is almost like an armed 
guerrilla camp. A very intense feeling exists between the two. 

Mrs. Bouton. When were you there, General? 

General ArNoup. I was there about 6 weeks ago. I stayed 
Jerusalem for 3 days and they were very courteous. ‘The Arabs are 
glad to have you there. But if you make a mistake and go into 
Israel, you do not go back into their country. That is the difficult 
part of it. My passport was visaed so that I could have gone in, 
or it could have been so visaed, but then I would have had to go 
back by water. 

Mr. Risicorr. Has the general bill that we passed done you harm? 
Has it prevented you from coming to a definite arrangement with the 
Iranian Government? 

General ArNno.p. That is correct, sir. There are two or three pro- 
visions to it. The Turks have agreed, and so have the other coun- 
tries, that any equipment that becomes surplus is, of course, returned 
to the United States. It also gives you the right to see that this 
equipment is properly utilized and the Iranian Government has not 
signed that agreement. 


era thins 








i a a wi 





fe ERY ae aR LR IN AAS 














es 


Pent a eed Das Cees eS 


Sha Meanie pip 


Pe eat 


a ea 
tie wt 


ey 








MUTUAL SECURITY ACT EXTENSION 395 


Mr. Risicorr. Do you think that harm is being done to the United 
States by those conditions? 

General Arnotp. In the first place, I say this: If you have the 
proper trust in the people who are trying to do the job, I think that 
the fewer restrictions you place on them the better. I think it is 
almost impossible to legislate here something that is applicable to all 
countries in the world. One of our great difficulties on any type of 
legislation is that in many cases the bill is applicable to France, or it 
it applicable to England; but it comes out to our part of the world 
and it is most difficult to make it apply because you have a different 
thing entirely. 

I, personally, feel that you ought not to restrict funds. In other 
words, there ought to be an escape clause. Now, in a critical area, 
somebody ought to be able to make an exception to that without 
coming back to the Congress on it. 

Mr. Risicorr. What is the size of your mission in Iran? 

General Arnotp. The size of the mission in Iran is 208 officers, 
men, and civilians. 

Mr. Risicorr. Do you think that continuing your past operation 
there will give us some semblance of insurance in that area? 

(Discussion off the record.) 

General Arnoup. I think it is a good investment because if we can- 
not spend it with some reasonable understanding of the Persian as to 
how it will be used, then we will not spend it. But it will be a terrible 
note if that money were not appropriated and then the situation 
developed so we could use it to our great advantage and not to be able 
to do it. That is the only thing I say. All I am asking is that the 
money be appropriated and put in the pocket. It cannot be expended 
until an agreement is reached. 

Now, the other thing I wanted to bring out was that I think, and I 
hope you agree with me, that there is so much difference between the 
south part of NATO and the other part of NATO that it is difficult and 
practically impossible to apply the same economic factors or any 
other type of factor you want to apply. So title IT has to be con- 
sidered, I think, as a separate block entirely. I spoke to the Senate 
the other day and made an impassioned plea because they said they 
were going to do a lot of cutting and I said, ‘If you cut, please cut by 
titles; don’t say, 10 percent across the board, because I feel the dollars 
you spend in Turkey and Greece are very very sound investments and 
1 know that you get your money’s worth.’ 

I do not know the rest of it and I am not talking about the rest of it; 
but I do know my own place. 

Mr. Vorys. Here is Turkey with 20 million people and they are low 
man on the totem pole of the NATO countries with a gross national 
product, per capita, of $176 a year. 

(Discussion off the record.) 

Chairman Ricuarps. I did not want you to get off that subject too 
quick, but what do you think of the high command and how do the "vy 
cooperate with you? I am referring to the Turkish high command 

General ArNoup. As far as the Turkish high command is concerned 
I was told by the Chief of Staff that 1 was—— 

Chairman Ricuarps. Do you want to leave this off the record? 
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Mr. Cuaruam. I do not see any reason for leaving it off. I think 
it ought to go on. 

(Discussion off the record.) 

Mr. Cuatuam. That answers your question, Mr. Chairman. 

General Arnovp. I can truthfully state, Mr. Chairman, that I do 
not take credit for myself because I have 1,364 Americans in Turkey 
and of that number of Americans in Turkey, I venture to state that 
at least 1,360 of them are extremely keen about what they are doing. 
They are well liked by the Turks and they are doing quite well; they 
are written up well in the press by news people who have gone out and 
talked to them. ; 

Mr. Vorys. What do you have at Palotli? 

General Arnoup. An artillery school. 

Chairman Ricwarps. Go ahead and finish. 

Mr. Suirx. Mr. Vorys had a daughter there last year. 

Mr. Rreicorr. Were the officers nice to her? 

Chairman RicHarps. You were there and I thought you would 
want to give a report as to what you think of the capability of the 
high command. 

General Arno tp. I did not answer your question. This had better 
be off the record. 

(Discussion off the record.) 

General ArNoLp. | am talking not only for Turkey but I am talking 
for Greece, also. I believe that the Greeks function generally the 
same way I function. They do well in the high councils and they do 
take our recommendations when they are reasonable. We do not mean 
to state that every recommendation we have made has been accepted, 
no; but I would say that by far most of the recommendations we have 
made to the Turkisn and Greek authorities have been accepted. 

Chairman RicHarps. Generally speaking, there is no resentment? 

General ArnoLp. No resentment whatsoever in either place. 

Mr. Risicorr. General, I was sorry I was not able to get to Turkey, 
but [ have heard from many people who have traveled all over Europe 
and all over Turkey that the Americans in Turkey are respected and 
liked better than Americans any place else in any mission that we have 
any place in the world. 

Now, if there is a lesson to be learned from this, I would like to know 
to what in your conduct do you attribute the respect that the Turks 
have for Americans? 

General ArNoLp. There are several reasons for it, in my opinion, 
one of which is that everyone who comes to Turkey is spoken to by 
myself personally, including the women and children. In addition to 
that, the group chiefs, Army, Navy, and Air Force, in turn speak to 
them. We do not tolerate black market in the slightest shape, form, 
or fashion. We do not attempt to have people exempt from Turkish 
law. If one of our people violates Turkish law, he can be tried under 
their system. 

Chairman RicHarps. You are referring to military persons? 

General Arnoup. Military persons. We do not have extraterri- 
torial rights or diplomatic privileges. We do not live above the Turk. 
My people are living now with the Turks in mud houses out on the 
Russian frontier. 

That, I believe, is the basic reason for respect. In other words, we 
are not a conquering race; we have deliberately refrained from pushing 
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ourselves into the limelight. We do everything we can, possibly, in 
Turkey to keep out of the limelight because we try to work the thing 
through the Turk. We have deliberately refrained from pushing 
ourselves forward as Americans and I think personally, my phiiosophy 
of life, that is the way to treat people, those foreigners. You cannot 
have a superior attitude. The moment you have a superior attitude, 
you are sunk. You have got to be courteous; you have got to respect 
their customs, their beliefs, and the way they live. 

Chairman RicHarps. Tell us, in your opinion is there any Com- 
munist infiltration into Turkey? 

General ArNoxp. Very little, sir. It is almost impossible, but I 
know that there are Communist agents in Turkey. There is no 
question about that. I would like to go off the record here, if I might. 

(Discussion off the record.) 

General Arnovp. I do not think it is so much communism as it is 
Russians as far as the Turks are concerned. 

(Discussion off the record.) 

Mrs. Botron. I wanted to ask, if I might, Mr. Chairman, have you 
contacted at all any of the narcotic problem? 

General Arnoup. As far as the military is concerned, I have prac- 
tically no narcotic problem. I have heard very little from any part 
of Turkey that they have a problem of any size at all. Of course, 
there are people, I am sure, who take narcotics, but it is not, so far 
as I know, a major problem. Poppy is grown there, as you know. 

Mrs. Bouton. They have a certain definite world understanding 
that they will produce a certain amount of opium. 

General ArNoup. That is right. As far as I have been able to 
observe, I found no narcotic problem so far as the Turkish population 
is concerned. 

Mrs. Botton. No hints of illegitimate factories and things of 
that sort? 

General ArNoxup. No. 

(Discussion off the record.) 

Mrs. Bouton. I was wondering because certainly the other countries 
of the world, and this might be off the record— 

(Discussion off the record.) 

General ArNo.tp. The traffic is probably near Istanbul, in that area, 
but it has moved out to a large extent and left the Turk alone and 
there is not too much of a problem. 

Mrs. Boiron. And he has methods of producing legitimate opium 
that is of some importance to the welfare of people generally. 

Chairman Ricuarps. Are there other questions? 

Mr. Vorys. Are you familiar with what the 70 millions defense 
support is supposed to be for? 

General ARNOLD. Yes, sir; I think I can give you that. I am not 
too familiar with it but I can give you a very good idea on it. I think 
about half of it is for this European credit proposition; $4 million of 
it I know will be direct military support that we have agreed on before 
I left Turkey; and there will be some assistance in the field of agricul- 
ture, some in the road building work field, and probably $4 million 
will go for roads and things of that general nature. With the excep- 
tion of the funds that we actually put up to cover the EPU to maintain 
the eredit balance, indirectly or directly all of these expenditures do 
affect the military. Turkey is so economically backward, you might 
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call it, that there is hardly anything you can do that does not have a 
direct bearing on the military. 

For example, I consider the establishment of a school in a rural 
district as having a very, very potent impact on the military situation 
because that reduces the number of illiterates we receive to” train, 
which constitute about 65 percent, and if we can have a man who can 
read and write before he comes to us, we do not have to spend that 
time on the job in the Army doing that job. 

Two hours of every day are spent in the study of cultural subjects, 
like reading and writing, Turkish history and culture, and how to be a 
Turk. That is 2 hours out of every day. 

Chairman Ricuarps. For military support in Turkey is there 
anything from a toothpick to machine tools to manufacture electronic 
equipment for a jet plane? 

General Arnoup. That is right, sir. 

Chairman Ricuarps. That is pretty hard to—— 

General ARNoLb. Don’t get an erroneous idea about the country. 
I might give you some more background, if you wish. 

To give you an idea of what we are doing this year, the Turks 
passed a budget of their own of 500 million lira which is around $190 
million. They agreed to use counterpart funds that have been gene- 
rated through fiscal year 1952 ECA aids to some amount like 100 
million lira for military purposes. So to all intents and purposes the 
Turk budget for their own purposes is 600 million lira which in our 
currency equals about $309 million for a country of that size. 

Again, to give you an idea of what we can produce, we are actually 
producing this year in the military factories in Turkey equipment 
to the value of 54 million Turkish lira, which is 148,000 complete 
uniforms including overcoats and everything else, from Turkish 
materials, which will include 81-millimeter mortars, mortar ammuni- 
tion, subcaliber ammunition, and so forth and so on, over in our own 
manufacturing plants. 

Mr. Cuaruam. Should not those figures be off the record? 

General Arnoup. No, sir; that is perfectly all right. That gives 
you an idea what can be manufactured provided we can make the 
funds available. 

Mr. Cnatruam. Do they have small-arms factories in Turkey? 

General ArNoLp. Yes, sir. 

Mr. Cuatruam. Arms and ammunition? 

General ARNOLD. Small arms, cannon; we make artillery shells up 
to and including 150 millimeters. They can make the 7.6 Mauser. 

(Discussion off the record.) 

Mr. Cuarnam. Is the 7.6 about .30 caliber? 

General Arno.tp. The 7.6 is larger, but it is approximately .30 
caliber. 

Mr. Cuarnam. Practically .30 caliber. Has there been any thought 
of standardizing with us or with Britain? 

General Arno.p. Here is what we have proposed, sir. The weapons 
are miscellaneous types, particularly in the artillery. They have 
some in both Greece and Turkey that were obtained on the world 
market over a long period of time. There is nothing in Turkey that 
is ever thrown away, nothing. Nothing ever becomes obsolete. If 
you give him something that is better than what he had, he puts the 
old thing in a warehouse and saves that for an evil day whe he has to 
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have it. So you find cannon that go back to 1870 and they are still 
on the rolls. 

His idea on mobilization is that everybody comes to the colors and 
these old things are what he will equip the thousands and millions with 
who come in when trouble comes. 

There is actually no salvage system. There nothing ever reaches 
the point where it can be disposed of. That was one thing that amused 
me because your bill last year contained one proviso which said that 
when countries said that this or that item had passed its useful life to 
the country which had received it, that they would notify us and we 
would have it shipped back to the United States. I think that your 
return from the Turkish scrap pile will be very, very small. They 
will never say anything is not usable. I think that same thing applies 
as far as Greece is concerned because, again, they are extremely poor 
and they realize that perhaps they will not be getting aid like this over 
an indefinite period of time. They are trying to retain and keep as 
much as they possibly can. 

Chairman Ricuarps. To what extent is the army equipped with 
American rifles? 

General ARNoLD. None, sir. 

Mr. Cuaruam. In Turkey and Greece? 

General ArNoup. Greece has no American rifles. Greece has British 
rifles. 

Mr. Cuatruam. Enfield? 

General Arnoup. The Enfield .303. 

Mr. CuatrHam. May I ask a question, Mr. Chairman? 

Chairman Ricwarps. Certainly. 

Mr. Cuatuam. Would it not be a great advantage if all those 
countries had standardization with us on small arms and artillery? 

(Discussion off the record.) 

Mr. Cuaruam. Would that not apply to all of the free nations in 
Europe, in your opinion? It seems to me to be very important; I 
often wonder whether or not we can support, whether we can physi- 
cally support them in their requirements for munitions that would be 
utilized in a battle, for example, from the English Channel all the way 
over to the Russian border, to Turkey, when I think that at least 
theoretically they ought to be manufacturing the same type, that they 
could support our troops there with that type of ammunition. 

General ArRNoLD. Standardization is for an army that is going to 
fight, is that the idea? 

Mr. Cuaruam. One of the great criticisms is that we do not have 
standardization with our allies. My heavens, we did not even have 
it on 6-inch guns that were used by our own Army and Navy. The 
Navy could not use Army ammunition when we were out in the 
Pacific, and vice versa. They would shoot up their shells and could 
not use the same caliber ammunition. 

Chairman Ricuarps. Mrs. Bolton wanted to ask a question. 

Mrs. Boiron. My question is a little off this particular subject. 

What I was going to ask is, are you helping at any point in the pro- 
duction of nurses? 

General Arnotp. In what? 

Mrs. Botton. In the production of nurses. How are they going to 
get their nurses for the Army? 
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General Arnotp. We have Turkish nurses, but not in great 
numbers. 

Mrs. Botton. Are you doing anything toward building the hos- 
pital school in Istanbul? 

General Arnoxp. I will tell you two things we have done in the 
medical way. From an efficient viewpoint, I have gotten the medical 
installations unified. That is one thing. In other words, there is not 
an Army Surgeon General, an Air Surgeon General, and a Navy 
Surgeon General. There is one Surgeon General and all the hospitals 
belong to the Ministry of Defense and nobody goes to the hospital 
without getting permission from the Secretary, regardless what color 
suit he wears. 

On the other hand, we have delivered to Turkey a field hospital 
similar to what we use in the field for our own armies. That is the 
field hospital. 

Mrs. Boiron. Do we do anything about staffing those? 

General Arno.p. They are staffed with male orderlies; that is, 
within the Turkish military. 

Mrs. Boiron. Within the Turkish military, but nothing at all to 
do with the two new schools of nursing? 

General ArNoLp. There are female nurses in the major hospitals, 
the general hospitals, for example, at Ankara and Istanbul. But 
that program is- 

Mr. Bouton. Purely civilian? 

General ArNoup. Purely civilian. The military has no program 
for that purpose. 

Last year’s ECA counterpart program included a small amount 
(1 million Turkish lire, or $360,000) to help with the construction of a 
hospital at Ankara. An important purpose of this hospital is to 
increase facilities for training of nurses. Although primarily intended 
for civilian use, this hospital would be available for military use if 
needed. 

(Discussion off the record). 

General ArNoLp. They are equipped in a light way the same as our 
divisions. We will organize the units. They are about 14,000 
strength in each division. It has one battalion less in artillery. It 
has engineers like we have. It has the rest of it so we do not have to go 
heavy on quartermaster because the quartermaster department 
consists of people who drive cows along and when it comes time to have 
a meal, they stop and kill the cow. They do not have refrigeration. 

Mrs. Botton. Do they bring their men back from Korea and have 
them teach the newer men? 

General Arnoup. They rotated once and they have another 
rotation in progress. The majority come back because they have 
finished 2 years of service. Under Turkish law, it is impossible to 
retain a man in the service more than 2 years except in wartime. 

The officers and noncommissioned officers are being utilized 
in schools and with the units and they are making quite a bit of 
progress. 

Mr. Jupp. A man cannot enlist for longer than 2 years? 

General ArNo.tp. There is no such thing as enlistment. We are 
trying to get it fixed so that what we call the troop sergeant who is a 
smart conscript who has been picked out after 6 months of training 
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to be a noncommissioned officer, we try to fix it so he can enlist for 2 
years or 3 years at a decent rate of pay. But with the incentive of 
21 cents a month, and sleeping in a mud hut and what have you, there 
has been very little desire to further the term of service. We are not 
stormed with voluntary enlistments. 

Mr. Jupp. The standing army is completely changed every 2 years? 

General ArNoLD. With the exception of the professional and non- 
commissioned corps and the officer corps it does not change every 2 
years because we induct three times a year so that about one-sixth 
of the people are new and the rest of them are going on. It is a 
UMT, if you want to get down to it. 

Mr. Jupp. The point is that there is a complete change of per- 

sonnel in the ranks. 
» General ARNoLp. You build up a reserve very quickly and we only 
consider those people who have been out of the service. say, about 
3 years or 4 years at the outside as being immediately available as 
combat replacement for an active unit. 

Mr. Vorys. General, how many American forces do you have out 
there in Greece and Turkey? 

» General Arnotp. We have no forces as such, sir. We have a 
mission and officers and noncoms and civilians. In Turkey, it 
amounts to 1,368; and in Greece, it is 340. 

Mr. Vorys. I was curious because we have spent most of the time 
for the past 2 weeks talking about a program of $5 billion, including 
five or six American divisions to coax up and support a force that is 
smaller than the one you have got now. I was just curious. 

General Arno.tp. The reason for the achievement of these forces 
is that the scale, the personnel costs, are almost infinitesimal. The 
personnel costs for an American or a French or British Army is a 
great deal more than it is for a Turkish unit. The pay item alone 
is something you can disregard. Food, for example, for the Turks 
and Greeks would probably cost about one-third what we would 
spend for one of our own rations. The equipment that they use is 
not nearly as gadgetized as some that we have. And it is in much 
less quantity. 

(Discussion off the record.) 

General ARNOLD. We still keep the animals in the divisions. We 
have not motorized the divisions, but in even a division that has 
motorized artillery the machine guns are carried by pack animals 
just like we used to have in the Army, say, 20 years ago—horses and 
mules. 

Mrs. Bourton. Did you get those vou spoke of a few minutes ago 
from this country? 

(Discussion off the record.) 

General Arnoutp. The horses and the draft animals were all 17 
years old. In Turkey, they do not breed the large animal. It is a 
very small animal which is not suitable for a heavy cavalry-horse job. 
We were trying to get a breeding job started, but that takes time. 
Since time is of the essence, we thought if we could get these animals 
in we would have effective three cavalry divisions for the assistance 
of Turkey. 

Mrs. Botton. Where was the source? 

General ArNoLp. The source was the United States. 
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Mr. Jupp. You say here (reading): 


In Turkey, during the past year, American officers and men, organized into 
“training teams,’’ have been placed with each major unit in the field. 


Then you go on to say: 
These men advise and instruct Turks on the troop level— 


and that they live with them. That has been going on in Greece for 
a long time, has it not? 

General ArNo.p. In Greece, during the Communist fighting, there 
were American advisers with Greek units. However, when the Com- 
munist troubles had been somewhat pacified, these instructors were 
pulled back to a central area and conducted schools and visited the 
units. 

In Turkey, we started off on the school system, and again in order 
to speed this proposition up we felt it would take too long to have all 
the knowledge percolate down from the school through the Turks to 
the units; further, that we would have no one down there to advise 
us factually as to the situation. 

I made the statement that when I asked for these people that I 
could improve the efficiency of the outfit 100 percent within a year, 
and [ still hold to that. I personally feel that it is the only way to 
handle a training mission in any country we go to—to go to the 
bottom and the top and meet in the middle. hat is the quickest 
and most sensible way to go about it. It saves a tremendous amount 
of money. You can telescope this in terms of years. What would 
take 5 years, you ought to push up to 2's vears by concentrated efforts 
with minimum of expenditures. All we are paying is the salaries for 
these people. It is not very expensive. 

Mr. Jupp. Mr. Lovett said something to the effect, I think, that 
they still handling it as they did in previous years. 

General ARNoLpD. I asked that specific question, and they propose 
now to put it back in the field with the units. 

Now, there may be someone down there; I do not know. 

Mr. Jupp. What I wanted to bring out is, Do you think you could 
do this job of improving their efficiency, and their fighting effective- 
ness, in either Greece or Turkey if your people spent all their time in 
the capital drawing paper plans? 

General ArNo.Lp. No, sir; I do not think so at all. But you re- 
member in Greece and Turkey you have two different problems. 
Greece is comparatively small. Therefore, you can conduct a train- 
ing center in Greece where you can move people back and forth very 
quickly, whereas in Turkey it is 800 miles from my headquarters to 
the Russian border, and in wintertime the only way of going out is by 
train, and it takes 2 days to go there and 2 days to come back, You 
are isolated out there. So there is no way in the world to accomplish 
anything up there without actually physically putting the people out 
there with them. 

The distance from Athens to a division is only 50 miles. It is not 
too difficult a job to do training a little bit differently. 

(Discussion off the record.) 

Chairman Ricuarps. Have you been out to the border where you 
are talking about? 

General ARNOLD. Yes, sir. 





MUTUAL SECURITY ACT EXTENSION 403 


Chairman Ricnarps. How many hundred miles is that to the 
border? 

General ARNoLp. It is 1,000 miles from here to here [indicating], 
and from Ankara to here I would say is about 800 miles. 

Chairman Ricuarps. What about the border line there? Do they 
have sentinels there? 

General ARNoLp. There are watchtowers on the Russian side and 
on the Turkish side. They have a plowed strip that goes as far as 
you can see that is bare earth. They have barbed wire. 

Chairman Ricuarps. Barbed wire all along there? 

General Arnoup. On the Russian side. 

Chairman RicHarps. What have they got on the other side? 

General Arno._p. Nothing except the watchtowers and the border 
guards. 

On the Bulgarian border, there is nothing on the other side. There 
is a fence; yes. One fence that goes right down the middle, but it is 
not a barbed-wire obstacle of any kind. 

Chairman RicHarps. Has it always been that way, or only recently? 

General ARNOLD. For several years, because grass grows in the roads 
that once were used. The only people who use the roads are diplo- 
matic personnel who go back and forth through Turkey and Bulgaria 
and Russia. 

Mr. Vorys. There is one train a week or something like that; is 
there not? 

General Arnoup. Yes, sir. You have standard gage out here to 
this place; then you pick up a narrow gage to Kars; then the Russian 
broad gage after you cross the border. I know there is no exchange 
of freight or otherwise, but it might be that a man goes up here 
lindicating] and picks up a Russian train on the border to go back to 
Moscow. 

Mr. Jupp. Where is the line between Turkey and Russia? 

General Arnoup. Right down along the border here, sir. 

Mr. Jupp. That little green line? 

General ARNOLD. You can throw a rock from the Turkish border to 
the railroad in certain places. 

Mrs. Botron. To the Russian railroad? 

General ArRNoLb. That is right. 

Then they have a rail line that comes down on this other side here 
[indicating]. 

Mr. Smirn. What kind of concentration of troops is there at that 
point? 

General ArNoup. In the area here I have seen these Russians along 
here, and they look pretty ragged tome. They are not Russians from 
up here. These are the natives down in this part of the country. 

Mr. Smiru. Are they heavily concentrated, though? 

(Discussion off the record.) 

General ArNovp. I think it would be advisable, but the difficulty 
in the whole situation is—off the record. 

(Discussion off the record.) 

'Mr. Vorys. Is there any possibility of a rapprochement between 
the Iraqi and the Turks across their border? 

General ArNoup. I think there is a great possibility of a rapproche- 
ment between the Turks and the Syrians and Iraqi as well as the 
Persians in time. 
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I think if you can make Turkey, for example, sort of bloom like a 
rose and show it as a shining example of what can be accomplished 
with people who have the same background to some extent and the 
same degree of poverty, that it is much easier to do ‘than to say, 
“Look what we have done in New York.” 

Over a period of time it is possible to spread your influence from 
Turkey and try to control the place in that way. 

Mrs. Bouton. It makes sense to me. 

Chairman Ricuarps. Well, General, I think you have given us a 
good picture of that situation. We appreciate your coming. 

Mr. Cuatuam. I would like to compliment the General, sir, on the 
record, for a very fine presentation. 

Chairman Ricuarps. Fine presentation. 

The committee stands in recess until 10:30 a. m. tomorrow. 

(Whereupon at 4 p. m., the committee recessed until 10:30 a. m. 
the following day, Wednesday, April 2, 1952. 
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WEDNESDAY, APRIL 2, 1952 


Houser or REPRESENTATIVES, 
ComMITTEE ON ForEIGN AFFAIRS, 
Washington, D. C. 
The committee met in the House Foreign Affairs Committee room, 
the Capitol, at 10:50 a. m., Hon. James P. Richards (chairman) 
presiding. 
Chairman Ricuarps. The committee will come to order, please. 
Ladies and gentlemen, we are glad to have with us, in further 
consideration of H. R. 7005, Mr. W. J. McNeil, Assistant Secretary 
of Defense. Mr. McNeil will make a short statement. I think he 
said it will not take but 5 or 10 minutes to give a basis for questioning. 
Mr. MeNeil. 


STATEMENT OF HON. W. J. NcNEIL, ASSISTANT SECRETARY OF 
DEFENSE 


Mr. McNett. Mr. Chairman, I will be glad to attempt to do so. 

Chairman Ricuarps. I would also like to introduce your assistant, 
Mr. Lyle S. Garlock, who is the Deputy Comptroller, Department of 
Defense. 

Mr. McNett. Mr. Chairman, I will try in every way I can to be as 
helpful as possible. Without doubt, the bill you are considering and 
the United States defense efforts in the Department of Defense are so 
closelv related that knowledge and information about the Department 
of Defense program and how it relates to military assistance could be 
quite helpful. 

First, it might be helpful to start from the beginning. What is the 
concept of our present build-up? There have been many and varied 
statements on that subject. But the one that appealed most to me 
was a very simple statement that General Marshall made before the 
Senate Appropriations Committee in December 1950, just after the 
Chinese Communists came into North Korea. 

General Marshall said [reading]: 

This is a move to place us in a strong position from which we can go forward 
rapidly to the extent necessary. ‘This is not full mobilization. ‘Lhis is a raising 
up of a whole establishment to gain momentum in which we can open throttle 
and move very quickly in any required direction. In my opinion, and that of 
my associates, the way to build up full mobilization, if that eventually is neces- 
sary, is first to get this partial mobilization program straightened out, put on the 
very high level, you might say, a high plateau, and do it as quickly, effectively, 
and efficiently as possible. 

That was the end of his brief summary to the Senate Appropria- 
tions Committee. To that statement there could be added one sent- 
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ence, which is, “To handle the program in such a way that it could 
be carried on and supported as long as we are in this period of ten- 
sion.” 

That concept generally has set the goal and the pace for our per- 
sonnel build- a for the United States defense forces and for the 
matériel side of the program of the Department of Defense. 

The Department of Defense program and the military assistance 
program, as I think you are well aware, are, as far as industry is con- 
cerned, one single package. The requirements for both are consoli- 
dated before industry is approached for the manufacture or the de- 
livery of items. 

One of our problems a year ago December and for some months 
thereafter—in fact, there is still some discussion on the subject—was: 
What does partial or limited mobilization mean? It can mean differ- 
ent things to different people. It is something that has never been 
tried before in this country. I do not know any time in our 150 years 
when we have attempted to maintain this partial or limited mo- 
bilization concept. 

As a result, there has been no exact definition. When General 
Marshall made this statement, it meant forces for the United States 
of something approaching or in the neighborhood of 3% million men 
in uniform. 

That partial mobilization, it was felt, might be adequate in these 
indefinite times if there was an adequate defense force developed in 
Kurope. ‘To that degree, partial or limited mobilization was a part 
of one single package. 

As a result of studies over the last year or vear and a half, the defini- 
tion of partial mobilization is now, for the Department of Defense, a 
goal in 1953 of 3,700,000 people, military personnel; 

For the Army, 1,550,000; for the Navy, 853,000; for the Marine 
Corps, 243,000; and for the Air Force, 1,061,000. That makes a total 
of about 3,700,000. 

Mr. Vorys. A goal for when? 

Mr. McNem. 1953. We are almost at that point now. In the 
case of the Army, they are in fact slightly above that strength at the 
moment. The Air Force is approaching a million at the moment. 
The Navy is within 10,000 of their goal; the Marine Corps is within 
10,000 of their 1953 goal. These strengths compare with a little over 
1,400,000 in the three services as of the time that hostilities began in 
Korea. It may be of interest in that connection that at that time the 
Army was about 590,000; the Navy slightly less than 400,000; the 
Marine Corps, 74,000; and the Air Force about 411,000. 

Personnel available will be organized into forces as follows: For the 
Army, 20 divisions in 1953, but building toward a possible 21 divisions 
soon after. There will be 18 regimental combat teams—®3 regimental 
combat teams are roughly comparable to a division. In addition, the 
Army would have one-hundred-odd antiaircraft battalions and other 
supporting units. The Navy would be operating 408 combat-type 
vessels; combat vessels run from carriers, cruisers, destroyers down 
through submarines. They will have about 750 auxiliary vessels; that 
is, oilers, supply ships and transports, mine sweepers, and so on. 

(Discussion off the record). 

They will operate in 16 carrier groups, large carrier groups, plus 
carrier groups for the smaller carriers and patrol squadrons. 
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The Marine Corps will be organized into three divisions. 

The Air Force is building toward 143 wings. They will not, how- 
ever, reach that point in 1953. In addition to that, there will be, of 
course, the MATS operation and the separate squadrons that round 
out the Air Force. 

The reason that I thought that basic concept and the summary 
statement of forces might be helpful is that it more or less sets the 
level at which procurement would be undertaken. With that level of 
forces, in order to make them combatworthy, you want to provide 
them with modern equipment. Next, vou want sufficient additional 
equipment of certain classes to sustain the forces in combat during the 
early days of any possible war. You might call the additional equip- 
ment a mobilization reserve. 

In undertaking this program, we had the choice of trying to buy 
every type of item, getting soft goods, goods that we might call 
“shelf goods,’’ including a large mobilization reserve of those things or 
placing emphasis on the procurement of hard-to-get, long-lead-time 
technical items of equipment. The latter course was chosen. 

Chairman Ricnarps. When you say “soft goods,’’ what do you 
mean? 

Mr. McNett. Food, clothing, petroleum, and consumables of that 
nature. 

Chairman Ricuarps. Practically everything but hardware? 

Mr. McNet. Yes. Hardware really comes in two classes, spare 
parts and things of that nature. The bulk of the dollars, however, 
go for major items of equipment. By that I mean aircraft, ships, 
tanks, ammunition, heavy handling equipment, trucks, and things of 
that nature. 

What was decided upon was that soft goods would be accumulated 
only to the extent necessary to make the active forces combatworthy 
in the immediate period, feeling there was an availability of that type 
of material and there was no reason to put a stress on the economy 
to store that type of material. 

Perhaps the best example is in passenger cars, which are a necessary 
item in the military. Since July 1, we have limited the purchase of 
passenger cars, on the theory that if the hot breath of disaster were 
blowing down our necks some day there are 40 million cars in the 
country which could, if necessary, be available. 

An example of what is being attempted in the military this year is 
to provide automotive equipment for the Navy so that at the end of 
the year five-eighths of their equipment will be less than 8 years of 
age. We expect to increase that next vear so that three-fourths of 
their cars will then be less than 8 vears of age. 

When we get into aircraft, tanks, military trucks, and things of that 
nature, an entirely different approach has been taken. There we have 
the question of long lead time and the technical items of equipment. 

If hostilities began on a world-wide basis, that is equipment you 
cannot go to the shelf and get. Therefore, we have put our emphasis, 
within the funds that Congress has provided, into getting reasonably 
well equipped on that type of material. 

Lead time is one of the problems we have. Lead times are longer 
today. Lead times in the field of aircraft are longer today than in 
World War II. There is a good reason for it. The equipment is 
entirely different. The aircraft fly twice as fast and their operating 
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altitudes are twice as high. There is no comparison between the 
World War II aircraft and the present 600-mile-an-hour-or-better type 
of machine. 

Electronics are complicated. Fire-control equipment is far more 
complicated. When the Korean hostilities began, we had certain 
models then in production. We had a choice of adopting them, 
freezing that particular design and going all out at that moment, or 
attempting to get the benefits of the research and development from 
1945 to 1950, and trying to adopt the more up-to-date weapon. 

I think Mr. Wilson, in his quarterly report which was released 
yesterday, covered that subject nicely. It was a conscious choice 
to get enough of what might be called the current 1950 type of equip- 
ment so that if something happened in 1951 or 1952, the people 
fighting for us would not be without some reasonably competent 
equipment, but that the real emphasis would be placed on the most 
up-to-date equipment practicable. We would attempt to get some-~ 
thing that was really up to date. 

There are two reason for that. First isthe economy. To the extent 
that we buy modern equipment now it saves the replacement of that 
next year or the vear following. During the period from 1945 to 1950, 
a substantial effort by the Department of Defense was put into 
research. In fact, before we worked out the operational budget, from 
$530 million to $580 million in each of those years was earmarked and 
devoted to research, in an effort to keep ourselves up to date in this 
race, if you choose to call it that. 

Research and development on many items had not been finished 
when hostilities began in Korea. ‘That was true in the case of the 
tanks. The new tank had not been field tested, nor were production 
designs and lines ready at the time. The same thing is true of some 
models of aircraft. 

When you have not, as in the case of the tank, worked out all the 
bugs in new design, field tested and engineered an item for production, 
some delays are involved. All that goes into lead time. 

In the case of aircraft, lead times today are running on the average 
of about 24 months. Some will run as high as 30 months. Some 
will run to 19 or 24 months, even if the model has been in production 
for a reasonable period of time. 

When you have lead times of that length, it is necessary to carry over 
substantial amounts of appropriations or obligational authority to the 
extent of the lead time in order to avoid a later break in the production 
of that item. So, in our aircraft appropriation there is lead time on 
an average of 2 years at the production rate expeeted at the end of 
fiscal year 1953. This amount of carry-over would be quite right if 
we are intending to carry forward the defense program on a reasonably 
intelligent and level rate. 

This question of lead time is really the key to the carry-over problem 
for us. It applies also to the military assistance program, because 
most of the items we are furnishing there are long lead time technical 
items of equipment. 

I would like to pass around this slipstick which shows lead times of 
various types of equipment. Some of you may desire to glance at it. 
I think it gives a simple and graphic picture of the lead-time problem. 

It shows the time when the funds are available, the eontract as 
placed, the time necessary for allocations of material, the deliveries of 
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this material from the mills into production, and the length of time it 
takes once the material is available for production until the item can 
be shop-produced. 

Chairman Ricnarps. Mr. McNeil, you can hand that to Mr. 
Mansfield. You know that is very important to us in the deliberations 
here. I am just wondering how we classify that. Is that secret? 

Mr. McNett. This slipstick? 

Chairman Ricnarps. Yes. 

Mr. McNett. No, sir. 

Chairman Ricuarps. Can you give us a copy of that for each 
member? 

Mr. McNetm. I will try to get enough for all members of the 
committee. 

Mr. Cuatuam. If they had one available here, it would suit me. 
This is a hand-made job; is it not? 

Mr. McNett. Yes. I can leave that one with the committee. 

Mr. Cuatnam. As I say, if they had it available here, it would 
suit me. 

Mr. McNett. There has been a great deal of discussion in the press, 
radio, in our Department, and | think you have had some discussion 
here on the question of the progress being made on production. 

On the whole, the program has gone on an expenditure basis as 
forecast a year ago. There have been items that have not been 
satisfactory. The tank has probably been discussed more than any 
other. When you think there are 368,000 items where the quantities 
are sufficient to require separate scheduling, and then we think back 
and find there has been only a limited number of items discussed, you 
get some measure of the proportion of items in which there has been 
satisfactory performance. 

I would like to give you an indication of the over-all picture by a 
chart which shows projected and actual expenditures. No one is 
producing anything for Uncle Sam unless he gets paid for it and gets 
paid for it promptly. Because of the system of progress and partial 
payments, payments are made for the accumulation of inventories 
and work in process as well as any amount due when the article is 
actually delivered. So, expenditures are a very good measure of the 
effort being devoted to the defense program. 

The chart covers expenditures for production and deliveries for 
military assistance. Sometimes we carry the lead time in the military 
budget and sometimes it is in Military Assistance Program. This is 
a chart, the hatched portion of which was laid out a year ago in 
March. Here is what we forecast in the Department of Defense and 
the military assistance program as to expenditures. 

As you see, these little breaks in the heavy line we add from month 
to month what actually happens. Nothing has been changed on 
amounts originally projected shortly after General Marshall recom- 
mended and the National Security Council approved this concept of 
partial mobilization. 

All the way through, every month, the accumulation of expenditures 
has been almost identical with the projection at that time. 

The Treasury was either not working enough days to cash checks, 
or else we did not quite make the forecast in the month of February. 
But the month of March will bring us back to the amount forecast 
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13 or 14 months ago as to the expected progress. Measured in dollars 
the program has been about on schedule. 

Chairman Ricuarps. You are not talking about over-all produc- 
tion, but you are talking about the items for your quota? 

Mr. McNett. Iam talking about the over-all production for defense 
purposes. 

Chairman Ricuarps. That is what I meant. 

Mr. McNei. For the Department of Defense and the Military 
Assistance Program, because you have to think of both as a one pack- 
age. It has been just about what we expected. As to individual 
items, there are a few that have not been on schedule. 

In the case of jeeps, we have had to level off. Within 10 months 
after production was undertaken, the rate reached satisfactory levels. 

(Discussion off the record.) 

Mr. McNett. We have passed the peak of necessary production of 
this item and are starting down to a maintenance range. 

On tanks, we will not reach a satisfactory rate until sometime early 
in the next calendar year. 

On certain types of aircraft we will reach a satisfactory rate in the 
middle of next year. In other types of aircraft, certain heavy 
bombers, we will not reach a peak rate until sometime in 1954. 

There has been a lot of discussion about the so-called stretch-out. 
That principal has been operating to some degree ever since adoption 
of the policy of limited or partial mobilization, knowing full well that 
some time after a reasonable production rate was reached on certain 
“el items of equipment, you may have to drop to a maintenance 
evel. 

By drawing production rate curves on a chart here I might show 
you the changes and effect of the recent actions as to stretch-out on 
the aircraft program resulting from the President’s decision in De- 
cember 1951. 

The fiscal years covered by this illustration are 1951, 1952, 1953, 
1951, and 1955. 

(Discussion off the record). 

Mr. McNew. The original plans at that time—I will call it con- 
versation—would have brought this up to something like this. We 
did not make this schedule because, as I say, a lot of it was conversa- 
tion. Here is the schedule we actually made. It is about like this. 
I have the years wrong. We are right here now. 

On aircraft we make every effort to be sure that the design you 
want is being placed at the moment, no stretch-out, no cut-back, no 
lessening of effort. 

May I add this off the record? 

Chairman Ricuarps. This will be off the record. 

(Discussion off the record.) 

Mr. McNett. To get this production problem in focus it might be 
helpful if you knew how we consolidated the requirements of the Mili- 
tary Assistance Programs with those of the Army, Navy, and Air, when 
similar items were in the picture; also, how we attempt a thorough 
review of requirements. 

Let me take first an item that most people who have been in the 
service are quite familiar with, the gas mask. 

Mr. Vorys. Let us try to get on the target in relation to the present 
Mutual Security Program as soon as we can. 
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Mr. Cuatuam (presiding). I would like to hear about the gas mask 
first. 

Mr. McNett. The initial requirement for gas masks as initially 
presented indicated requirements totaling 14.8 million for the Depart- 
ment of Defense. After the first review, the Army, Navy, and Air 
Force reduced their requirements to 10 million. After a further 
analysis, and bringing the items to the attention of the respective 
chiefs of the services, the total requirements were brought down to 
4 million. That is, the requirement for the active forces and the 
requirement that you might have on hand during any partial mobiliza- 
tion period. 

What I am trying to show by this item, the price of which is $18, 
is that on the basis of the initial statement of requirements presented 
cost would be about $265 million. This item has been reduced in 
the various reviews by considerably over $200 million before we ever 
brought the request before Congress. 

We try to apply jugment factors, such as no allowance for gas 
masks for training camps, except enough for classes, and only trying 
to provide a gas mask for those who would be in danger areas. 

Take the case of tanks—— 

Mr. Cuaruam (presiding). What happened to the millions of gas 
masks we had? 

Mr. McNet. Gas masks have a reasonably short life—deteriora- 
tion, and so forth. I am told that we still had 1.7 million in 1950. 
We are buying the difference. We deducted what we have on hand 
and are procuring only the difference over a 3-year period. 

Mr. Vorys. Are you still using activated carbon? 


STATEMENT OF LYLE S. GARLOCK, DEPUTY COMPTROLLER, 
DEPARTMENT OF DEFENSE 


Mr. Gartock. I do not know what it is. 

Mr. Vorys. It is still based on activated carbon; is it not? 

Mr. Garuock. I think so. 

Mr. MeNew. Take an item such as tanks, which are also in the 
Military Assistance Program. 

Even without military assistance requirements, many thousands of 
tanks would be needed if a full mobilization reserve were to be on hand. 

There we had two choices. We could produce that very large 
number of tanks and put them in storage and lock up the plant. 
In a few years we would have that many obsolete items and if you 
kept the present forces in being you would have to do it over again. 

The decision that was made, and this type of decision is reflected 
throughout our program and the Military Assistance Program, was 
first only to equip the active forces—the 20-division Army and a 
3-Marine-division force. 

(Discussion off the record.) 

Mr. McNeix. Quite obviously to put such a force into combat and 
keep divisions fighting in the first few months of any possible war 
would require some additional tanks in position, that is, to imme- 
diately back them up, because you might expect to lose some tanks 
in combat. 

(Discussion off the record.) 
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Mr. McNett. Then we added the military assistance requirement, 
and from that point on commenced to rely on production in being 
instead of huge mobilization reserves in storage. 

I do not know that we have planned the job perfectly. But, we 
have attempted to strike a balance between two inconsistent objec- 
tives. As Mr. Lovett remarked before the Appropriations Com- 
mittee—I think he used the words, “We have striven and in many 
instances believe that we have found the answer to many of these 
inconsistent objectives.” We have attempted to strike a balance 
between two inconsistent objectives. 

(Discussion off the record.) 

Mr. McNem. After requirements have been evaluated generally as 
outlined, every effort has been made, and will continue to be made, to 
secure production of the hard to get, long lead time technical items of 
equipment. Efforts toward increasing production rates will continue 
until active forces are equipped and satisfactory production levels are 
reached. In determining the production levels, the active force 
equipment requirement, the necessity for some on-hand mobilization 
reserves, and the ability to continue production lines in being, per- 
haps at a minimum maintenance rate, are considered. 

(Discussion off the record). 

Mr. McNett. We have had confusion and we have been criticized 
very much because there is a lack of understanding of what constitutes 
a mobilization reserve. 

Many people think that is a level which is translated into a definite 
number of each item. If industry is producing the items, the mobiliza- 
tion reserves in storage can be very much less than if none of the items 
are being produced and if no tooled facilities exist. We are trying to 
discount to the extent possible any production we might get from any 
possible D-day to the time it would take normally to start from 
scratch and get a plant into production. So there is no such thing as 
an exact numerical requirement for mobilization reserve. 

(Discussion off the record.) 

Mr. McNet.. In the case of tanks, we want just enough to support 
the active forces and a limited additional number, but we do not pro- 
pose, and have not financed, nor asked the Congress for money to 
put huge numbers of tanks in storage over and above such require- 
ments. If we have somebody making the item we can be in a pretty 
good position militarily. If we lock up all tank production, then the 
military requirement for tanks in storage would go up again. 

So, it is to seek the best solution to those inconsistent objectives 
that we are devoting our best efforts. 

Mr. Cuarnam (presiding). Is that the tank vou are still having 
trouble with on target? Have they not worked that out yet? 

Mr. McNei. The turret mechanism on the light tank and the 
medium tank, M—47, is almost the same. 

The light tank problem has been, they tell me, solved and they are 
now accepting that production. The same adjustments, with slight 
changes, are being made now in the M-47, and the Army has begun 
to accept tanks that have been shop produced in recent months. 

They will go back and have the hydraulic control mechanism 





Mr. Vorys. How much of the $580 million for research did you 
spend on tanks, on a turret mechanism of tanks? 
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Mr. McNett. I cannot give you that figure offhand, but I can get 
that for you. 
(The information referred to is as follows:) 


Cost or CORRECTING THE TURRET MECHANISMS OF TANKS 


The problem previously confronting the Ordnance Corps of developing and 
producing a traversing and elevating mechanism much superior to any similar 
device ever produced by any nation has been satisfactorily solved. Tanks 
equipped with this traversing and elevating device are now being delivered to 
American troops. The design originally incorporated into the manufacture of 
the new light and medium gun tanks, while better than any device previously 
produced, did not meet the rigid specifications set up by the Department of the 
Army. Consequently, all known commercial facilities having experience in design 
and manufacture of electronic and hydraulic systems were called upon to provide a 
solution to the turret mechanism problem. While effecting this solution, addi- 
tional refinements suggested by industry were incorporated into design which 
subsequently improved performance and in many cases facilitated manufacturing 
processes. These changes resulted in some increased costs. Complete cost data 
resulting from the necessity to modify systems previously manufactured as well 
as incorporating refinements into the elevating and traversing system are not 
currently available. However, it is estimated that a total of approximately 
$1,750,000 will be spent in correcting the turret mechanism difficulties of the light 
and medium tanks. 

Mr. CuatHam (presiding). It is hydraulic? 

Mr. MeNet.. It is electronic and hydraulic gear. I do not have 
the amount that was spent on the tank turret development. 

Mr. Vorys. That is all general public knowledge, as I get it. I 
am no engineer, but there is nothing mysterious or wonderful in it, 
no new discoveries and developments. This is just poor planning. 
When you are spending $580 million a year, you would think there 
would be some planning on tanks. Thousands of highly paid people 
could be employed for such an amount. I wonder who it was, and 
how many there were who were planning the turret part on the tank 
that was just no good. 

Mr. McNet. I do not believe, sir, it is quite that simple. 

Mr. Vorys. It is not quite as simple as to say we have had 
hundreds of millions of dollars to plan, billions to spend, and here is 
a tank that you have built, and we need it, and it is no damn good, 
it is not enough to say then “After all, we are doing the best we can.” 

Mr. MecNew.. First, it is a good tank. 

Mr. Vorys. Not if you cannot shoot from it; it is not any good at all. 

Mr. McNett. It is a further development of the M—46 tank, which 
has done a very excellent job when it has been in combat in Korea. 

This tank turret development was an effort to bring the gun to 
target much faster and keep the gun trained on the target when the 
tank was moving over rough terrain. The Navy had experience in 
keeping a gun in train on a destroyer, for example, which rolls. Here 
we have something that had never been attempted, that is, to keep a 
gun on train when the tank is pitching and rolling much more sharply 
than any destroyer. A destroyer pitches and rolls, but nothing like 
a tank moving rapidly over rough terrain. 

This is a case of the hydraulic mechanism bringing the gun into 
train. The major difficulty was similar to an elevator which goes 
beyond and then settles down to the floor level. The slight delay 
was the reason it was not accepted. If we had been in war, those 
tanks could have gone to combat. Not having had to use them in 





414 MUTUAL SECURITY ACT EXTENSION 


combat, they have held them at the tank arsenals! for completion o/ 
the development. 

Mr. Vorys. Does the Centurion have that? 

Mr. McNett. No; 1 understand it does not. This is to permit the 
development of something that is far better than anybody else has 
at the moment. 

Chairman Ricuarps. Has the Russian tank got that? 

Mr. McNet. No. It is very much like our World War IT man- 
ually-operated tank. If the tank tips, the gun goes with it. This 
development is intended to keep the gun on target even when the 
tank rolls or pitches. 

Mr. Risicorr. Is this what makes the American tank about 2}, 
times the cost of the English tank? 

Mr. McNett. I have not had a cost breakdown of the English tank. 
It could contribute to it. 

Mr. Rrsicorr. There was a witness before us the other day who 
gave us that figure. 

Mr. Cuaruam. I think he explained that once we got into big 
production that would change. 

Mr. McNett. | might ask Mr. Garlock to pass this book around 
and you can see how we integrate the military assistance with produc- 
tion for the Army, Navy, Marine Corps, and the Air Force. 

I have just a few figures here which may be of some value to the 
committee. Then I am available for any questions you may wish to 
ask. These figures pertain to the increase in production rates over 
the Korean period. In the case of aircraft on January 1, 16 months 
ago, the first 6 months after Korea, aircraft production increased by 
2% times, and in the year from January 1, 1951, to January 1952, by 
2% times ’ during the vear. 

They tell me in industry that anyone who increases the general 
production level by 2' or 3 times is getting about the maximum effort. 
On guided missiles it is 2) times from January 1951 to January 
1952. 

In ships, the effort doubled in the year, although in ships we are 
not making an all-out effort, because we have a substantial fleet in 
being. 

In tank and automotive, such as “six by six” trucks, heavy trucks, 
some of which are in the Military Assistance Program, 2% times. 

Weapons, generally, twice. But in that case we are not all-out on 
weapons, because we have had a considerable amount of artillery on 
hand and are not purchasing large quantities of all items. 

Ammunition production, six times. Electronics, both for aircraft, 
tanks, fire control, and radar, increased five times duri ing the past year. 

Heav vy production equipment and the tools we are purchasing, 
increased three times during the year. I am told by production 
people that if in a general field you have increased two or three times 
in a year, it represents a very satisfactory effort. 

I would like to compare that with World War II, when between 
1942 and 1943, the effort devoted to military inc reased 2.8 times, 
even though it was an all-out affair. 

There frequently are discussions about the effect on taxation of 
amounts appropriated. Misunderstandings exist as to the effect of 
carry-over funds. Only when production lead-times are examined 
and projected expenditure rates determined can any definite relation- 
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ship between appropriations and the requirement for taxes and bor- 
rowings be established. 

i The Treasury maintains a normal cash balance of around $4 billion 
or a little over. Requirements for taxation and borrowings are not 
directly related to the amount carried over. Instead, carry-over 
funds are a measure of the quantity of goods or services expected to be 
delivered at some time beyond the end of the period under considera- 
tion. Only when the rate of such deliveries is examined can the 
effect on the Treasury’s cash requirements, and the relationship to 
(ax requirements, be known. 

Are there any questions, sir? 

Chairman Ricnarps. If vou were sitting in the gallery when a 
debate comes up on the floor of the House, the first thing you would 
hear is, “Those fellows have all the money they need.”” You have 
been talking about the production climb, and so on. I do not see 
you would have much acceleration in the future if vou have the 
money. There will not be any acceleration after 1953, will there? 
: Mr. McNerz. No. Sometime in 1953, vou may reach a reasonable 
: plateau, and continue at that rate for about 2 years. 

Chairman Ricnarps. There is no use of us talking, as we go along, 
about your wanting to have all this money on hand because the 
accelerated program is going to use it up faster out of the pipeline, 
because, as a matter of fact, 1t is not, is it? 

Mr. McNett. To reach this so-called plateau, American imdustry 
: will have to double its production rate this calendar vear, between 

January 1, just past, and next January. Expenditures for hard goods 
will double this calendar vear. 

Chairman Ricuarps. You say on hard goods—— 

Mr. McNett. Yes, sir. At that time, January 1952, the produc- 
tion of hard goods for the United States and military assistance will be 
running at the rate of about, or just a little over, $3 billion 300 million 
a month. 

Chairman Ricuarps. How much per month? 

Mr. McNett. $3 billion 300 million per month. 

Chairman Ricnarps. That is for our own defense and abroad, the 
whole picture? 

Mr. McNem. Yes, sir. It is currently running a little less than 
$2 billion, about $1.9 billion. It will rise to about $3 billion 300 
million next January, and will continue at approximately that rate in 
1953 and 1954. 

Chairman Ricuarps. If you do not get any money, when will 
vour pipeline go dry? 

Mr. McNett. If there were no appropriations for the Department 
of Defense or military assistance? 

Chairman Ricuarps. Yes. 

: Mr. McNett. Theoretically, if vou continued the rise to the plateau, 
the funds, on the average, would last a little over a year beyond 
June 30. 

‘ Chairman Ricuarps. Your funds will last a little over a vear? 

b Mr. McNerz. Beyond June 30. But you could not run the busi- 
ness that way, because, if there were no funds following July 1, 
Republic, who is making the F—84 aircraft, would taper off production 
4 right now, otherwise with a long lead-time item there would be a long 
break in production. 
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You have to provide a basis for carrying on for a reasonable period 
in the future. In other words, contracts will have to be placed in 
1953 for aircraft production in 1954 and 1955. So Republic, if it is 
going to make aircraft in 1954, 1955, will have to have contracts 
placed in 1953. That is a reason carry-over funds are required. 

Chairman Ricnarps. At the end of this fiscal year, fiscal year 1953, 
the one we are talking about in this bill, you are going to have not 
quite double? You are going to use the acceleration, and it is not 
quite double? 

Mr. McNetu. Over the present time? 

Chairman Ricuarps. That would be June 30 of this year, 1952, 
generally speaking, of course. 

Mr. McNet.. I meant, sir, during this calendar year, the middle of 
fiscal year 1952 to the middle fiscal 1953 production rate will almost 
double. The production rate in January 1953 will be at about $3 
billion 300 million of hard goods. 

Chairman Ricwarps. As against $2 billion? 

Mr. McNet. Yes. Slightly less than $2 billion now, but in Jan- 
uary 1952 the rate was $1% billion. 

Mr. Burueson. Will the gentleman yield? What we actually do is 
appropriate in 1952-53, for 1954 and 1955? 

Mr. McNew. In many instances, that is correct, sir. 

Mr. Burieson. We could as easily call it fiscal 1953-54, but we call 
it 1952-53? 

Mr. McNet. That is right, sir. You are giving us authority in 
money in 1953 to place contracts, and practically all the work will be 
done and deliveries made in 1954 and 1955. 

Mr. Burueson. And is it not true, Mr. Secretary, that about 80 
percent of all procurement is in those categories which require a lead 
time of this span? 

Mr. McNet. That is right. 

Mr. Burueson. And probably less than 20 percent is in any goods 
which you procure on short terms 

Mr. McNett. If contracts were placed for certain calibers of am- 
munition early in the next fiscal year, we would begin to get deliveries 
along toward the end of that fiscal year. That is a short lead-time 
item. On many of the larger items, delivery would not occur until 
1954 or later. 

Chairman RicHarps. What would it do to some of these fellows— 
I do not know whether the Republicans will be in next year or what— 
who say, “Let us wait.’’ They say, ‘We are going to be back here 
next year and it is not going to be an election year. Let us take a 
look. We have plenty of money now.” 

Mr. McNet. You will have a hiatus in the program, or a general 
lessening of the whole effort. 

Chairman Ricuarps. You still have a lot of money to put into 
that pipeline. I could see where you would not do 100 percent of 
what you plan to do now. You would have that vacuum in there 
of more than half of the year, would you not? 

Mr. McNet. Yes, sir. 

Chairman Ricnarps. And then you would stop and you could 
conceivably not only slow the program down for that long, but could 
ag not slow it down for a year cena you could not make plans 
or it? 
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Mr. McNemw. You would either have a hiatus, which would be 
costly, or would delay the program longer than the actual gap between 
now and then, or what would more lik ay happen would be to lower the 
whole military effort. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. How much is there appropriated for defense that you 
have not spent? 

Mr. McNet. You mean, as of the end of this fiscal year, how 
will it stand? 

Mr. Vorys. Now. I know you have $9.5 billion for military aid 
that you have not spent. You spent a little of it this month. You 
have had $12.8 billion, something like that, and you have about $9.5 
billion to go. 

Mr. McNeit. The Department of Defense had approximately $70 
billion as of this morning. 

Mr. Vorys. $70 billion, and you are asking for $52 billion this year? 

Mr. McNer. At the end of this year, June 30, carrying on oper- 
ations up to the end of this fiscal year, we will carry over about $58 
billion. 

Mr. Vorys. Mr. Wilson said in his swan song that the rate was not 
$3 billion 300 million, but $4 billion a month delivery for aid of military 
hard goods which will be reached this year, and will be maintained in 
that plateau. That shows a difference of. $700 million a month from 
the estimate you gave. Is he wrong? 

Mr. McNett. He would include atomic energy, maritime commis- 
sion, and other so-called defense programs, which are not in the 
Department of Defense and Military Assistance Programs. 

ut the Department of Defense and military assistance will be at a 
$40-billion-a-year rate at the end of this calendar year. 

Mr. Vorys. You mentioned “conversation targets.” Is that what 
you mean by letter of intent? You issue a letter “ intent, do you 
not, before you have appropriations? 

Mr. McNem. No, sir. Generally, letters of intent are issued after 
the appropriation is made pending completion of definitive contract 
terms. 

First, there are two kinds of letters of intent. One is a letter which 
says, ‘‘We are planning along this line.” It involves no commitment 
on the part of the United States Government. 

Then there are the letters of intent which become the basis for 
actual work to be undertaken, and where the United States Govern- 
ment creates an obligation. 

Most letters of intent are of the second class, where the United 
States definitely commits itself to the contractor and obligates funds 
against it. Of course, we cannot obligate the funds until they are 
legally available. 

Mr. Buruxrson. Will you yield there just a second? 

Mr. Vorys. Yes. 

Mr. Burieson. You are speaking of $70 billion unexpended at the 
end of the fiscal year? 

Mr. McNetr. That is as of today. 

Mr. Burueson. As of now, then. That is misleading. You do 
not mean that this sum is uncommitted? 

Mr. McNett. No, sir. All but a very small portion of that is out 
under contract. Practically all will be obligated by June 30, 1952. 
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Mr. Burueson. The important feature seems to me to be what is 
uncommitted, unobligated at the end of this fiscal year. 

Mr. Vorys. What I am trying to do is ask a few questions about 
this committed, obligated, and so forth. In every contract over 
$1,000 you have a provision for termination for convenience of the 
Government; is that not right? 

Mr. McNen.. Yes. 

Mr. Vorys. You have a provision for changes? 

Mr. McNett. Yes. 

Mr. Vorys. How many of the contracts have you changed, or can 
you tell me there have not been any changed? 

Mr. McNett. On the class of items that I have called the hard to 
get, long lead-time items, I would sav there is practically no contract 
outstanding in which changing specifications have not caused price 
changes or changes of that kind. I would say there are none that 
have been outstanding very long. 

Mr. Vorys. They change all the time? 

Mr. McNeru. Items like trucks, and things of that nature are 
delivered without contract changes during the life of the contract 
un'ess there is an extension. It is largely dependent, sir, on the class 
of item you are discussing. 

Some contracts have numerous changes through their life, some in 
quantity, some in rate of delivery, some in change of specification as 
you go along. 

Mr. Vorys. As I understand it, you let contracts, or letters of 
intent, or something, on the basis of the 172-group air force and the 
budget cut it down to 143. So there were in the past vear a vast 
number of contracts terminated or canceled, or something was done 
with them. What was that operation? 

Mr. McNetz. I do not know that T can just identify that. 

Mr. Vorys. I was told about it by a man in Mr. Wilson’s organiza- 
tion. Maybe it is not true. 

Mr. McNetrv. I do not think that is correct, sir. First, the basic 
plan developed at Wright Field and by ce-tain divisions of the air 
st ff, during the last spring and summer, called for, or was called, a 
163-wing airforce. All the detail calculations were on that basis. 

Unquestionably there were discussions of the matériel requirements 
for such a plan with contractors. I think that leads into some of 
your questions a minute ago, Mr. Ribicoff. However, that was just 
one of a number of different plans that were being. developed for 
consideration by both the air staff and the Joint Chiefs of Staff. ‘That 
plan was never adopted. 

The Joint Chiefs finally made their recommendations on the force 
plans for the United States in terms of a 126-wing and 17-groups, a 
force of that size rather than the 163-wing plus separate squadron force 
which had been worked on at Wright Field, but was never approved by 
the Joint Chiefs, never recommended to the Secretary of Defense, 
never considered by the Security Council. 

Unquestionab'y there were conversations with industry on the 
matériel requirements for this larger force. No contracts or letters of 
intent, to my knowledge, were ever placed for equipment for the 
larger force. 
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Mr. Vorys. Do you have contracts like this? A man from my 
district called me up and said there was bidding going on for certain 
things subject to appropriations for this purpose by the Congress. 

Mr. Garnock. Mr. Vorys, they frequently get into that just before 
the appropriations normally come due. It is a saving clause in there so 
if the appropriation gets changed more than they anticipate they can 
get out of the contract without a loss to the Government. 

Mr. McNem. I think we had that problem because last year we 
were in a spot where our appropriation bill was not passed until 
October 26, if I remember correctly. In other words, we were operat- 
ing on joint resolutions. It is quite possible they could have put a 
saving clause there so that if something happened—— 

Mr. Vorys. I am not criticizing. 1] am trying to find out. I think 
I am finding out that this term ‘‘obligated,” or “allocated,’”’ has no 
such sacred character as we are often led to believe. 

The amounts, the design, and everything else is subject to change by 
the Defense Department. Every substantial contract can be termi- 
nated. It does not get the Government in for damage suits. 

I have been making a little study of the provisions they have for 
termination and it is determined in advance that there are certain 
things that will not be charges. Of course, the Government has to 
pay when they terminate a contract for their convenience, even though 
the contractor performs. They have to pay the actual cost, but it is 
pretty well worked out in advance. It looks to me like a p-etty 
sensible arrangement. 

Furthermore, they can issue you unofficial letters of intent or make 
contracts subject to further appropriations, so that when vou get out 
to the end on this lead-time business the Defense Department has 
considerable flexibility. 

Evervbody has flexibility except Congress. I wonder if we ought 
not to preserve some flexibility in there somewhere? 

Mr. McNett. May I pick up two or three points there? I may have 
given you reason for a false impression. First, we do not record any- 
thing as obligated unless a firm deal is made with a contractor. In 
other words, any discussions or any requests for the submission of a 
bid are not classified as an obligation. 

So, if anybody gives you obligation figures here, it does not include 
any of those instances where we have asked people to make a proposal. 
It only becomes an obligation when the two parties have actually 
signed a definite and specific agreement. 

You are correct, sir, in saying that, once that contract is made, it is 
subject to cancellation just like the terminated contracts at the close of 
World War IT. 

We are providing for the protection of the Government in the same 
way. If Joe Stalin would suddenly this morning invite international 
inspection of atomic energy and say, “I am going to dump all my arms 
into the sea and be a good boy,”’ we would be able to cancel contacts. 

Mr. Vorys. I am not criticising the machinery that is set up for 
termination. 

Mr. McNetm. The point I want to make is that we do not record 
anything as an obligation until it is a firm deal. Any preliminary 
discussions, any requests for submission of proposals, are not recorded 
as obligations. 
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Mr. Vorys. The obligation may be an obligation on the contractor, 
but he knows the Government is not obligated the way a private 
contractor oh be. I am not criticizing it, but the Government 
for this $70 billion, or certainly for the new money, and certainly for 
the $4 billion for advance planning for the program we have to have, 
has extreme latitude even after the money is obligated. 

Mr. McNett. I would say that our relations with contractors are 
not too far from normal commercial practice. If General Electric, on 
their own commercial business, places an order with a subcontractor 
and it is finally decided they do not need that item and then tells 
them not to deliver, after the subcontractor has incurred considerable 
expense, General Electric has a definite obligation to settle for the 
expense which has been incurred. 

We have the same obligation. 

Mr. Burueson. For the record, and to make clear, approximately 
how much money will be unobligated at the end of this fiscal year? 

Mr. Vorys. Of this fiscal year. 

Mr. Burueson. Firm obligations. 

Mr. MeNeru. I would say that, with the exception of specific 
reservations which may be made in order to manage a program, es- 
sentially all the money that Congress provided for the Department of 
rae and the Military Assistance Program will be obligated by 

une 30. 

We will have in aircraft normally, depending on the type, from 5 to 
10 percent of a program, held in reserve for some months after, be- 
cause it may become the F-84-—G instead of the F-84-E. The F-84—G 
may be higher-powered or have other engineering changes. 

There is money reserved by the Navy today for the F-9-F contract 
with Grumann, because the F-9-F6 may be more costly than the 
F-9-F5—which were the first items produced under the contract. 

We will have a little unobligated, but most of it will be for definite 
reservations to complete the work under contract. 

Mr. Burueson. In addition to that, is there any in reserve for 
escalator clauses? 

Mr. McNett. Yes, but it is in the 5 or 10 percent. 

Chairman Ricuarps. Mrs. Kelly wanted to ask a question. 

Mrs. Ke.uy. In the changes in specifications in the contract, how 
many of these airplanes that you anticipate coming off the lines in 
January 1953 will you consider obsolete, and what agreement do you 
take into consideration for the necessary changes of that to a more 
advanced plane? Do you plan on that, foresee it in any way? 

Mr. McNett. The aircraft programs are laid out on a different basis 
than that. We are trying to buy no obsolete 

Mrs. Ketiy. No;I mean a certain type of jet that you are planning 
to bring out in 1953. It may not be the type you want in 1953. Have 
you included these changes? 

Mr. McNet. The aircraft to be delivered in 1953 are under con- 
tract. If they are not, we will not have them delivered in 1953. 
Thev were the best that could be procured at that moment. 

Within the general framework of that model. if slight modifications 
can be adopted, greater gas-tank capacity, or a further engine develop- 
ment, and the improved engine can improve its performance, that 
will be done under the present program. 
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Under aircraft to be ordered im 1953, both for the Military Assist- 
ance Program and the Department of Defense, we will at that time 
place contracts for the design that is the most advanced at the 
moment. 

During the course of its manufacture there will unquestionably be 
some specification changes and improvements before the last item of 
that contract is delivered. 

Mrs. Ke xty. In other words, the English plane referred to yesterday, 
which we might consider producing, would be included in future 
funds and not in the funds that you have obligated? 

Mr. McNet. The Canberra, a light bomber, is going to be built 
at Baltimore. The work is just now under way. A number of 
those have been ordered with current funds. When 1953 funds are 
available, a new contract may be executed or an extension of that 
current contract from the present quantity. 

(Discussion off the record.) 

Mr. McNett. In 1954, if that airplane is proving to be just what 
is needed, and the requirements have not been met with money 
appropriated in 1954, an additional number may be added to the 
same contract or ordered under new contracts. So production might 
continue over 3 or 4 years with two or three different years’ funds as 
a source. 

Chairman Ricwarps. Let me ask you this: Mr. Vorys brought up 
the question of this obligation business. Of course, word has been 
going around that obligation can mean anything. ‘Two or three 
people can sit around a table and say, “‘We have to do so-and-so,” 
and that could mean an obligation. 

You said it is the stage before the contract is signed; but, as I 
understood it, this is where your men who know what they are talking 
about get together with private industry and say, ‘‘We will do so- 
and-so.”’ What other things have to be done in that field before 
you sign that contract? 

Mr. McNett. Well, sir, the obligation is recorded at the time the 
contract is signed, but a contract may be in two different forms. A 
contract may be in the form initially of a letter of intent, which is 
accepted by the contractor. 

It may say, ‘‘We want you to produce 300 of this specific item.”’ 
The letter of intent will describe the item generally. It will provide 
for payments being made as the contractor gets under way to accumu- 
late inventories, and so forth. 

Frequently a contract may be half delivered under the letter of 
intent, because in the making up of the definitive contract you will 
find the attorneys will be discussing some labor clause or the wording 
and punctuation of an escalation clause, or in the specifications there 
may be some discussion as to whether the wing tank will go 14 inches 
from the left spar or 13 i ches. All those things will hold up the 
final execution of the definitive contract. 

But in the meantime there exists a firm deal, a binding contract. 
It just is not explicit in various minute details. An accepted letter 
of intent has exactly the same force and effect as a contract except 
for the detailed specifications. 

Chairman Ricuarps. It also may include the working out of some 
State law or regulation, and so forth? 





422 MUTUAL SECURITY ACT EXTENSION 


Mr. MeNen. That is right. The order is given and accepted ani 
it is a firm deal. At that moment it becomes an obligation. 

Chairman Ricuarps. Mr. Vorys said just now—and I bave hear: 
some people mention it: ‘Why should there not be some elasticity in 
this thing?” You can call off contracts. You always could before 
this appeared. 

If a contractor or manufacturer has no contract or obligation, of 
course, he is taking a 100-percent risk. He knows there is some risk 
on account of the Government powers to call it off. 

Mr. McNett. He knows he is going to be reimbursed. 

Chairman Ricuarps. For what? 

Mr. MeNett. For the costs incurred. 

Chairman Ricuarps. Then, as a matter of fact, he is taking no 
risk? 

Mr. Cuatuam. Except loss of profit and loss of production. 

Chairman Ricuarps. I want to know, as against that 100-percent 
risk he was taking, if he had no contract at all, if he went ahead and 
did it, what risk is he taking in signing a contract with the Govern- 
ment. In the past, what percentage of contracts signed by private 
industry with the Government have been abrogated? 

Mr. MeNetv. Normally the contract cancellation clauses are there, 
but cancellations normally are only a small portion of the total, 
unless you run into a period as we did in September 1945, when we, 
of course, canceled $100 billion worth of outstanding contracts. 

All industry knew when the war was over there would be cancella- 
tions. I think those cancellations were handled rather well, and in a 
reasonable length of time the contractors generally received equitable 
and fair settlements for the costs they had incurred. 

Chairman Ricuarps. Generally speaking, the risk they take is not 
much greater than they take in private contracts? 

Mr. MeNetv. It usually depends on the conditions, but otherwise 
I would say the risks are practically no different. 

Mr. Cuarnam. Here is the difference. I have had them canceled 
in the past. I am talking about even the soft goods. If you get a 
contract canceled by Sears, Roebuck, you do not have your mill tied 
up with Army khaki and things like that. You can go to Montgomery 
Ward or Penny’s and they will take your stuff. But, if the Govern- 
ment cancels, you have not only lost your contracts during that time 
but the market you are making them for. Everything in the Army 
is special except food. If it is canned beans or peas for the Army, it 

is one thing to change over, but if you are making other things it is 
a terrifically greater problem and a greater risk. Even if you get 
reimbursed, it is a greater risk if you make a complete change. 

Mr. Vorys. In this termination for the convenience of the Govern- 
ment, vou have agreed in advance there is a whole lot of possible 
losses and adjustments that you are not going to collect at all. 

Mr. Cuatuam. Intangibles. 

Mr. Vorys. Furthermore, if a contractor does awfully well on the 
contract it is subject to renegotiation. 

Mr. Cuatuam. And excess-profits tax. 

Mr. Vorys. Yes, and renegotiation. 

Mr. Cratruam. So, you do not know what you have got? 

Mr. Vorys. That is the way it has to be and the way it properly 
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should be. The reason I am pursuing this line of inquiry is to 
show—— 

Chairman Ricuarps. We were discussing the question of obligation 
before you came in. He has stated specifically that everything in the 
obligation is in the contract itself except minor details and is binding 
on both. So far as common sense is concerned, it is a contract. 

Mr. McNutt. It is a binding deal. 

Chairman Ricnarps. With the understanding that these things 
have to be worked out, these adjustments. 

Mr. McNein. I have an example here that might illustrate the 
point. Although contracts could be cancelled, funds must be avail- 
able before the order is placed. This is an item of equipment where 
the requirements for the military are 233. We have financed with 
1951 and 1952 money 149 of those items. Those 149 will be delivered 
by the middle of 1954. If we are going to get the balance of those 
items, we will have to have money appropriated in our bill in 1953 in 
order to place the contract for the other 90 items which will be delivered 
in 1954 and 1955. 

Mr. Gartock. If we do not get the authority, we will not place the 
contract and he will not build them. 

Chairman Ricuarps. You are talking about the difference in risk. 
I can see that easily. But, as a matter of fact, they make their bids at 
a higher rate because of the change-over standpoint and taking into 
consideration there might be a cancellation. 

Mr. Cuaruam. That depends on business conditions. In a war, 
everybody is going to do it. There is a very large percentage of the 
companies today who do not want Government business; but, if they 
do not take it, the Government will not get these items. 

But the intangibles, as John says, except in wartime, we never 
usually wanted Government contracts. We are glad to experiment 
for them in our business. That is not true today. <A depression 
comes along such as we have in textiles today, and then everybody is 
glad to get Government business. 

i will tell you Government business is not normally attractive 
business except in war, when you expect to throw everything you have 
got in. 

Chairman Ricuarps. John is talking about the risk they are taking 
and what they can do about cancelling the contract. I know what 
you are talking about in connection with the cancellation at the end 
of the war. But let us get at the risk business is taking as to the 
percentage of the contracts in this postwar program; what percentage 
during that tume would vou say had been called off? 

Mr. MceNew. After the contract actually had been completed, 
after the order had been placed and accepted? 

Chairman RicHarps. | just want an off-hand estimate. 

Mr. McNett. I do not know that I could give you a good figure at 
the moment. I will have to answer it this way: In food and cor- 
sumables, none to speak of. On items like commercial cars and com- 
mercial trucks, pickups, and so forth, | know of no changes. On air- 
craft, which would be the biggest area, there have been changes not 
in quantities but in schedules, in other words, to make the schedule 
conform more nearly to the practicable rate of production. Some of 
the schedules were initially too fast. When the schedules were 
lengthened there have been cases where the contract has been cut off 
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because if you lengthen the schedule of this item, then you do no: 
want the last deliveries because you are going to substitute the new 
item. I think I can illustrate this best by saying that I know of » 
contract outstanding for a Navy fighter. The contract was for a cer- 
tain number to be produced over a period of 2 years. 

Because of getting a new jet engine into production, they did not 
get underway as quickly as they thought and that would have 
stretched production out to almost 3 years. “Now that that production 
is running to 3 years, there will be about half of those at the tail end 
of that contract chopped off, and a later model ordered under a new 
contract, in other words, the next model with the same company and 
placed so as to follow on. 

There are changes of that kind, and that is why I hesitate to give 
you a specific figure. 

Chairman Ricuarps. Mr. Herter. 

Mr. Herter. Mr. Chairman, I hope I am not butting in. I did 
not hear the first part of the testimony. I am disturbed about a basic 
matter here which we have to face in connection with the whole mili- 
tarv problem. 

That basic matter deals with the fact that the Congress has lost 
control over the matter of spending completely. You will be carrying 
over into the fiscal vear 1953 for the military departments seventy- 
odd-billion dollars worth of aprropriations unspent. You are asking 
for another $50 billion worth of appropriations. 

We have been advised that you plan to spend for the military depart- 
ment in the fiscal year 1953 roughly $62 billion, $65 billion with the 
atomic energy expenditures; is that not right? 

Mr. McNetu. About $58 billion for the Department of Defense and 
the military portion of the Military Assistance Program. 

Mr. Herrer. It comes to $62 or $63 billion for that. That figure 
is apparently what vou have worked out with the Bureau of the 
Budget. The Congress has nothing to say about it. 

We are in this peculiar position: We are blamed for the inflationary 
impact of a program. We are told that you decide arbitrarily how 
much you are going to spend in a fiscal year, and then we have to find 
taxes to get that if we are going to balance our budget. 

We are no longer allowed to say that in the year 1953 this shal! 
be the limit of expenditure because we have already made the appro- 
priations, and the discretion lies with you as to how fast or how slowly 
you are going to spend those appropriations. 

Let us be practical about it. We are not going to have further 
taxes. Let us say the Congress wants to see a balanced budget. 
We know there is coming in roughly from the estimated receipts $70 
billion plus. There will be so much from the trust funds of additional 
cash income. We say, “O. K. The Congress has to balance our 
situation so that we are not responsible for an inflationary situation 
from an unbalanced Federal budget. We will limit expenditures 
during the course of the year to $74 billion, to the entire income.’ 

That would cut you down to $48 billion rather than the $58 billion 
you are speaking of, some $10 billion. 

What happens to you from a practical point of view if the Congress 
should say that, to cut you to $50 billion in the fiscal year 1953; what 
happens to you in connection with your contracts and the things you 
have put out? 
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I apologize for that being a long question, but I think it is a com- 
pletely basic one. 

Chairman Ricnarps. It is. 

Mr. McNet. It certainly is. First, as to your statement that 
Congress has lost control. I do not believe they have. I can see 
how you can take the position, though. I would say it would be pos- 
sible for the people down the street not to live up to any commitments 
they make here and, therefore, create the condition you just men- 
tioned. 

However, earlier this morning I was showing the committee the 
expenditures rates which we discussed with the Congress last year for 
the Department of Defense and what we propose to do and the rate 
at which we propose to carry it out. I did not intend it for the 
purpose of showing congressional intent was being carried out. I 
think it is worth bringing up that point now, however, because it shows 
that the commitments we made with the Congress at that time were 
carried out as to rates of expenditure. The forecasts we made are 
right on the beam. In other words, we are carrying it out exactly 
as we understood the Congress and with the rate of expenditure that 
the Congress understood for that period. 

We realize very much that if we are to have a continuing defense we 
must have the confidence of the Congress. We can only have the 
confidence if we merit it. Therefore, we would like to think of the 
oral commitments which were made, as being carried out because we 
want our credit to be good next year. 

It cannot be good if we discuss something, get approval of a plan, 
and then we fail to carry it out as approved. 

So we feel a much greater obligation than you might think, in 
carrying out the expressed desires of the Congress. 

Coming to the second point you raise, this question came up in 
some discussions we had with our Appropriations Committee. As 
you know, members of that committee ats stated the problem very 
much as you did: Does, however, the United States want a military 
force of 400 combat ships, 143 wings, and an Army of 20 divisions 
and 3,700,000 men? 

That is the program we presented. If the Congress approves the 
building and maintenance of such forces, we believe the budget request 
we made is on the whole quite good. I would say that it is better 
than most budget requests that have been submitted to the Congress 
in the past. 

If the Congress decided that the cost was too great, we should get 
to the heart of the problem, and that is, are forces greater than 
Congress wants, or is the matériel support for the program, let us 
call 1t mobilization reserves in certain items, too great. 

Those are the basic decisions from our point of view. We tried to 
present a program that was a reasonable compromise between a mili- 
tary request, desirable military requirements, and the ability of the 
economy to carry the load. 

I would like to touch on that a minute. The figure of $52 billions 
for the Department and the figure for military assistance was not 
pulled out of the air. The sum total of the requests from the Army, 
Navy, and Air Force last year, as has been testified here, totaled 
$104 billion. We submitted a budget for $60 billion. This year 
the services requested over $70—— 
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Mr. Herrer. You are speaking within the administrative branch 
You submitted it to the Bureau of the Budget; it had nothing to do 
with the Congress. 

Mr. McNett. That is correct, sir. I am trying to show how we 
attempted to present something firm and reasonable to you. 

The military people first asked for forces in excess of 3,900,000 
men. Every effort was made to reduce the number of personnel to 
effectively man those units. That is how we came to the 3,700,000. 
The initial estimated cost of that force, together with support and 
mobilization reserves, was a little. in excess of $71 billion. We 
reduced that before we submitted it to the Bureau of the Budget to 
$55 billion. 

The President and Secretary of the Treasury and Mr. Wilson, look- 
ing into the availability of certain critical materials, the financing 
problem and everything else, made an additional adjustment so that 
the request submitted to the Congress was for $52 billion for the 
Department of Defense. 

We tried to present a program financed to a degree that would 
make for an effective force of the 3,700,000. If Congress does not 
want that force, that is really the key problem. If that is the force 
that Congress wants us to have, if the matériel support level is con- 
sidered reasonable under the circumstances, the budget is, on the 
whole, wood. 

Mr. Herrer. May I interject one thing there? I can fully appre- 
ciate your point oi view on this. I think you have presented it as the 
military presents it. But the problem is one that goes beyond the 
military. It goes, as you say, into Mr. Wilson’s department, in the 
Secretary of the Treasury’s department. 

I can remember the testimony before the Committee on the Eco- 
nomic Report of the Director of the Budget on this. His conclusions 
were based on the fact that the Congress would give additional taxes, 
and furthermore, that half of the inflationary gap could be financed 
by nonbank loans, selling E bonds, which does not look quite so hot 
at the moment. It looked better when he testified. 

Those things are probably not going to happen. Now the question 
is: Should we take the risk from an inflationary point of view to meet 
your military requirements, or is it Congress’ responsibility to try to 
cut back to where we do not have the danger of that inflationary gap? 

Mr. MeNeiz. The point I was trying to make was that we realize 
the problem. I think we realize the problem is very much as you see 
it at the moment. 

Initially, the military program required something in excess of $65 
billion in expenditures in 1953. I am talking of the Department of 
Defense alone. For the very reasons you are bringing up, we pre- 
sented a program which would require something a little over $50 
billion in expenditures in 1953. 

There is one thing I want to bring out. There are a lot of things 
we did not do in 1946, 1947, 1948, 1949, and 1950. If we are to 
have a reasonably good defense position we should make a capital 
investment in new equipment now. 

Some of it we probably should have been making in 1946, 1947, 
1948, 1949, and 1950, but we did not. 

If this partial limited mobilization concept was carried on for some 
years, say the next 5 or 8 years, and there was no real change in the 
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world situation, and our force level stayed in the neighborhood of 
3% million men, this expenditure rate would start to drop abcut 1955. 
Chairman Ricnarps. | would like to say along that line, Chris, I 
do not know whether you were here when Mr. Lovett testified. 
Mr. Herrer. No;I was not. I was afraid I might be out of order. 
Chairman Ricwarps. Here is one paragraph of what he said: 
With respect to the military situation I believe it is fair to indicate that this 
bill does not attain the number of units of modern equipment or the amount of 
m power reserves as early as the military chiefs from a purely military point 
ew would consider desirable. However, the legislative and executive branch 
ft the Government must of necessity give consideration to all factors and arrive 
at the balance that is best for the long-term security of this Nation. The bu dget 
before vou represents such a judgment by the executive branch of the Government. 


That is an over-all statement, but it does recognize the fact that 
the military will not get what it wants, and that the executive branch 
has to determine that. 

Mr. Javirs. Mr. Secretary, I think what is troubling us can be 
summed up in this Jittle capsule. There is lots of lead time for air- 
planes, for cannon, tanks, and so on. Why is there not lead time 
for money? 

We are faced with a generic request, appropriate all the money that 
is needed to take care of the lead time. It is very hard for us to break 
through the outer shell! of that when you tell us if we cut you have to 
have less than the 3,700,000 men planned for. 

I think what we are all poking into is, cannot the Defense authorities 
figure out for us where we can have some lead time. Maybe all these 
billions are not due and payable and can be managed so that it does 
not represent a deficit for this year. 

If you were running a private concern and you were up against a 
situation, you would say, “We are good for the money. We will pay 
it in installments vod on: Lily in 1952 through 1955. You can carry us. 
You have plenty of money. 

Where is our lead time? | Have we got any? Can you give us an 
angle how we can get any? 

Chairman Ricuarps. We have been talking about that. 

Mrs. Botton. It has not quite come to that point. 

Chairman Ricuarps. That is what John was talking about. 

Mr. McNett. I admit that if I bought an automobile I might buy 
it on the installment plan. What do you do when you buy an auto- 
mobile on the installment plan? You sign a note and they sell it to 
the financing institution. That is, in effect, what the Government is 
doing. 

Mrs. Bouron. May I interrupt at that point? You are not getting 
delivery on those things for 2 or 3 years. Why pay for them? 

Mr. MecNert. We pay for nothing until we get something. 

Mrs. Boron. But you want us to pay for everything before you 
vet it. 

Mr. Cuarnam. As the contract goes along, do you not advance 
payments? 

Mr. McNet. At the present time our advance payments out- 
standing total $120 million. 

Chairman Ricnarps. Mr. Lanham. 

Mr. Lanaam. Does it not come back to our Appropriations Com- 
mittee, which will not let us make obligations? We can get lead 
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time, if the Appropriations Committee will permit us to do it. But 
they say that is hiding the true facts from the people. 

Mr. Cuarnam. And I agree. 

Mr. Gariock. That does not make 1 cent of difference on the 
expenditures. 

Mr. Lanna. It would look better that way. 

Mrs. Bouron. It makes a difference on the actual money appro- 
priations we have to put through this year. 

Mr. Garvock. I beg your pardon. It does not make any difference 
to the Treasury, the bond sales, or anything else. 

When you appropriate money, the Treasury does not sack it up 
for us. They do not raise it until the last day possible before we are 
going to pay the bill. They carry about one month’s cash on hand. 

Mrs. Bourton. Then why appropriate for it? 

Mr. Gariocx. We have to have authority from the Congress to 
place contracts. : 

It makes no difference to the Treasury whether it is contract author- 
ity or whether it is cash because the operation of the Treasury is just 
the same. 

You do not save a dime. You do not come any nearer to balancing 
the cash budget. 

Mr. Lannam. You would come nearer balancing your other budget, 
I mean, the prospective budget would be less if we did not have to 
make the appropriations and could give you contract authority. |! 
admit it would not change at all the cash position. In the end it does 
not make any difference after all, but it looks better. 

Mr. McNetv. Except you have to appropriate some cash and some 
contract authority. Next year vou will appropriate some cash, and 
then appropriate the cash portion of the unfinanced contract authority. 
You get into an awfully involved svatem, 

The basic problem is this: We do not buy anything which Congress 
has not previously authorized us to buy. In other words, we do not 
place contracts in excess of any authority you give us, whether it is 
cash or contract authority. So you have to give us authority first 
before we can do business. We live withinit. It can be in two forms, 
cash or part cash and part contract authority. 

Nothing is gained, for the taxpayer, the Treasury, or anybody else, 
when it is in part contract authority. 

Mr. Lanuam. I understand that, and I do not favor the old system 
under which we used to operate of granting you contract authority for 
which money was not appropriated. 

But Mr. Javits asked about lead time, and there would be lead time 
if we wanted in a sense to mislead the people and say we are giving 
them contract authority but are not appropriating the money. 

Mr. Herter. I wonder if I could come back to my initial question, 
because the one we were discussing then was the rate of expenditure 
and not appropriations. 

The rate of expenditure is what is unbalancing us. It is something 
you made in the administrative department, and is not something 
we made. We give you the authority, the appropriation to spend so 
much money without any relationship to time, because you did 
not know what your lead time was going to be. 

You wanted to be in a position to place contracts in 1954 and 1955, 
or whenever it might be. We never knew how quickly that was going 
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to be spent. We gave you the authority to do it. Can we recapture 
that, or can we not? Have we lost the ability to do that? Is the 
unbalanced budget we are facing this year, which is a question of 
expenditures and not appropriations, it is a question of what you are 
going to spend, is that going out of our hands? 

If not, if we say to you that you have to slow down your 1953 
operation so you are spending $10 billion less than you are spending, 
how does that affect your contracts and your relationships with your 
clients, and everything else? 

Mr. McNett. First, if any change of that magnitude were to hap- 
pen, it would require drastic action in the levels of procurement, 
increase unit costs, and would slow down the delivery. 

The basic problem is at what point do we want a reasonable degree 
of readiness for the United States forces and for NATO forces. That 
is the No. 1 problem. 

If you want that at a reasonably early date, but still without going 
to extremes, that is the program we have presented. If you do not 
want readiness for the United States until 1956, 1957, if you do not 
want reserves accumulated, and we kept them way down, if you want 
reduction in the forces and want consciously to delay the readiness of 
Western Europe, you can do it. There is no question about it. It is 
that kind of decision that would be made even though it was expressed 
in terms of dollars. 

We have tried to the extent we felt we could of bringing the expendi- 
tures down some $15 billion below what some of our own military 
people really believe is proper, to get a little closer into what may be 
considered a reasonable balance. 

If the Congress feels this still is not the right level, then they should 
first make the real decision as to what degree of readiness do you want 
maintained. 

Mr. Herter. When you speak of an item of $10 billion, it is 
roughly 18 percent, say, of your total expenditures of the vear, but 
vou have your fixed charges, your maintenance charges, your soft 
goods, things of that kind, that represent. roughly what—$25 billion? 

Mr. Garuock. $20 billion. 

Mr. Herter. You have $25 billion in the procurement, and if you 
knock $10 billion off that you have to put it on to the next year, you 
slow down your whole process by that amount? 

Mr. McNett. Yes, but the impact on portions of the program are 
greater than might appear at first glance, because deliveries under 
contracts placed with 1950 and 1951 funds cannot be deferred beyond 
1953. 

Mr. Cuatuam. To clear the record, Mr. Burleson asked if so-called 
hardware was not about 60 percent of this spending $40 billion a year, 
and I believe you agreed, and, therefore, soft goods is $10 billion. 

Mr. McNett. Mr. Garlock had referred to the amount that went 
for pay and allowances, as well as their food and soft goods. 

I believe, however, the real question is what level of readiness should 
we try to achieve in this country. 

We felt in reducing our request for obligational authority by some 
$20-odd billion, reducing our expenditure rate to the levels being 
proposed, we had taken just about all the risk that should be taken. 
Then the President asked if the other expenditures could not be re- 
duced, and we adjusted it to an even lower level. If the Congress 





430 MUTUAL SECURITY ACT EXTENSION 


feels it should be at a lower level, again I repeat, it consciously decides 
that the readiness date for the equipment of forces in Europe, the 
readiness of the equipment of our forces should be delayed further or 
that the whole force should be reduced, or a combination of both —- 

Chairman Ricuarps. In your deliberations down there, do you 
consider this $7.9 billion in this bill in the whole picture of defense 
just as important? Is it a stepchild, or do you consider it——— 

Mr. McNett. I do not know that I am competent to speak com- 
pletely on the economic aid side of it. I know we feel that economic 
aid contributes greatly to the success of the whole thing. I would say 
the military end items are just as important as ours, to some extent 
more important. 

Chairman RicnHarps. You proceed on that basis? 

(Discussion off the record.) 

Mr. Herrer. That was in a new directive. Congress, again, had 
nothing to do with that. ‘That was in connection with a visit paid to 
this country in October—— 

Mr. McNet. The chairman asked about the relative importance 
of what we thought of equipment for Europe as against equipment for 
our own forces. I say, for the last several months there has been 
priority for the equipping of European forces over some of our own 
forces. 

Mr. Cuaruam. First, I want to say that Secretary McNeil made a 
splendid record of procurement during the war in the Navy. He is 
better qualified than anybody I know to handle what he is handling. 
You heard him earlier give those figures out of his head. It is admir- 
able. 

You say you are doing everything. This is in the family here. If 
this Congress ever gets into the military the same way they have gone 
into the State Department, because the State Department up to now 
has been the whipping boy since I have been here. I am chairman of 
that subcommittee, | am hearing more and more, Mr. Secretary, 
about over-stafling and it must apply to the Army, Navy, and Air 
Force because I put 4 years in the Navy, and now the Navy has 
admirals where lieutenant commanders used to be. 

I think this committee ought to have a list of the flag officers, and 
the general officers of the Army, where they are, how many there 
were during the war and preceding the war. 

‘Take public information. Before World War II, they had lieutenant 
commanders doing that work, but during the war they brought in 
battle-weary admirals, who did not know as much as I knew, because 
! used to handle some of that. But that is throughout the military 
fabric. 

One of these days, instead of your starting that, the Congress is 
going to start that and go through that thing, and then there is no 
telling where it will go. 

I agree with Mr. Herter that Congress has lost control. But I 
think they are afraid. They have our professional airmen and 
soldiers come and tell us of the seriousness of the situation——— 

Mr. Herter. You say these figures were not taken out of a hat. 
You say that it is cut down by $17 billion. It is the same each year. 
After everybody has cut it, we still go on, 

Mr. Cuatuam. I know about this. If you could hear the military 
talk about it, they say, “You have to get this obligated by the end of 
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June.” I have been on some of that obligating. The Chief of 
Ordnance told us to obligate everything-——— 

Mr. Javits. In many of the services they issue a call as to how 
much is still unobligated. It is something like, ‘How many days 
before Christmas.”’ 

Mr. Lanuam. “There are so many shopping days before Christmas.” 

Mr. Cuaruam. This is on mutual aid. Certainly the testimony 
here from the high officials we have had has led me to believe that we 
consider we get more security for a dollar spent in this Mutual Aid 
Program, which inciudes end items, offshore procurement and muitary 
support, than we do out of that money spent here, which is what 
Mr. Richards is bringing up along the same lines. 

The committee has heard testimony that we get more security per 
dollar that way. Some say four times, some say two times as much per 
dollar. So the point arises that if we are going to cut, which I believe 
we will, should we cut faster here or faster there. 

We are all after the security of this country; you are after the same 
thing. You are better qualified to know about these things than 
we are. 

Mr. McNeiu. We are not perfect. We would like to think we are 
not wasting our time by staying there nights and Sundays trying to 
work these things out. Both the military and civilian heads are 
trying. 

We are missing the boat in some instances. What the percentage 
is | do not know. 

I recall hearing in the Appropriations Committee a discussion on 
the question of buying. Yes, we are pulling some boners every once 
in a while, but the people from one of the largest merchandising 
corporations said, “You are making less than 2 percent errors in your 
procurement, and we pull boners on 6 percent of our purchases, or 
did last year.” 

Then another man went over to a large department store to find out 
what their experience was. They said, “12 percent of our purchases 
last year were boners.’ They have an opportunity to clear up their 
mistakes by August sales, which we do not. We are not perfect. 
There is no excuse for the 1 or 2 percent. 

But when Secretary Kimball of the Navy got a dozen of the largest 
purchasing groups in the country down recently to try to find out how 
to do it better, they said we were doing it better than they were. 
That has been gone into by Mr. Mahon, Mr. Taber, Mr. She ‘ppard, 
and the rest of the subcommittee. I do not know what is going to 
happen next Monday. 

Mr. Cuaruam. I think you know about that situation. You are a 
reserve? 

Mr. McNet. Yes. Maybe I better answer that question off the 
record. : 

Chairman Ricwarps. Let us go off the record. 

(Discussion off the record.) 

Mr. Javirs. I have two questions. Is it proper to call you “Mr. 
Secretary,” or do you prefer “‘Admiral’’? 

Mr. McNeiu. Anything, as long as they smile. 

Mr. Javits. I have heard you say, and if my ears deceive me I 
know you will make it clear, something about the fact that you had to 
pay business on time. Do you feel any holding back on the part of 
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business in going all the way with you in terms of patriotic tie-in wit} 
this defense effort? 

Mr. McNet. I do not recall that I used those words. I do think 
we have an obligation when anyone produces a thing for us, and we 
agree the price is reasonable, he is entitled to his money. 

Mr. Javits. You do feel business is making its full effort to play on 
the team? 

Mr. McNett. I would say yes, generally. You can always find 
someone who is reluctant to break into his regular work, perhaps not 
be able to fulfill the demands of his regular customers and he feels, 
“Well, this is just a single item. This will last me 6 months and then 
I will have to go out and get business from other sources and in the 
meantime a competitor will have taken over some of my regular 
customers.” 

I would not say there is anything vicious about it. I would say we 
get a reaction once in a while, but I do not see anything serious in the 
situation. 

Mr. Javirs. I have one other question, but I will yield to my 
colleague. 

Mr. MeNet.. In this situation—I do not know if you were in the 
room or not—we are not trying to buy everything as fast as we can 
get it. In the case of many items, easily procurable, we are not 
buying any more than we need for day-to-day consumption particu- 
larly if we think we can get it from the shelf if war occurs. 

We are trying to lessen impact on expenditures in that way. 

On the hard-to-get lead-time items, there we get into aircraft, tanks, 
6-by-6 trucks, we are finding no reluctance to accept orders. The air- 
craft industry is all defense. I would say there is no problem in the 
truck industry, whether it is Reo, Packard, General Motors, or Inter- 
national Harvester. They are all ready to take the business. 

In the items we need badly, we are having no trouble. On some 
item that is not too important, a commercial type of item, there could 
be instances which might cause someone to remark on it. 

Mr. Cuatuam. In the old days of this country, and other countries, 
the Navy was for the purpose of manning and equipping the fighting 
ships and the Air Force for transport and fighting in the sky, and 
the Army for fighting and transporting supplies. I am very much 
worried about the enormous organizations we continue to build up 
outside of those categories. 

For instance, I have been told by my friends in the Navy Depart- 
ment we are building a larger and larger civilian organization paralle|- 
ing a lot of the duties that are going on. I am trying to get informa- 
tion on that. You who are running the Defense Department could 
see that. Have you noted an enormous increase in the civilian 
set-up? 

Mr. McNett. Yes, that is right. There is a constant tendency in 
that. 

Mr. Cuatuam. It is all right when we have all the money we need, 
but not when we are fighting red figures. It is not when we go the 
other way—in the red. 








Mr. McNet. But the tendency is in that direction. 
Mr. Cuatuam. Our tendency is to get more product with less people 
all the time. 
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Mr. MecNet. If you are not watching it every minute, it tends to 
grow. I agree with you. I would say we have the same tendency 
that you will find in business. 

Mr. Cuatuam. You would not say it is a great tendency? You are 
a savvy guy. 

Mr. MeNen. Yes, I would say it is a greater tendency. We fight 
it harder. You do not have quite the same incentive for support in 
getting it done. 

Mr. Cuatuam. Are you satisfied that the three services are fighting 
hard enough? 

Mr. McNet.. The answer to that will always be no. But I would 
say they are making 10 times the effort they ever made during the 
years that I was first connected with the service. 

Mr. Cuatuam. Are they getting results? 

Mr. McNet. Yes, but, again, not satisfactory. 

Mr. Cuatuam. You said Mr. Mahon, Mr. Taber, and Mr. Shep- 
pard are getting the figures I asked you about? 

Mr. MeNezt. Yes, in fact, I think we could give you a carbon. 

Mrs. Ketriy. It was brought to my attention, in New York last 
week, that the uniform people in New York are being put out of 
business by the Department making these uniforms. I understand 
they bought up the entire supply in New York of—I do not know 
what you call it—textiles, or gabardine for the uniforms. 

A note was sent to me by the uniform group in New York, saying 
that the cost of the uniform from the Ordnance—I do not know if I 
am using the right terms or not—of the military cost $25.60 per 
uniform. 

| have letters from constituents of mine saying that it cost them 
$20 to have the uniform made to their size, where if they went to 
the uniform companies and could obtain the materials the entire cost 
would be $45. 

Is that the business you are referring to in Government? 

Mr. Cuatnam. No. 

Mr. McNer. We are not in any volume production of uniforms. 
We do have a small uniform shop in Brooklyn, and one in Philadelphia. 
They are more or less pilot plants, if that is the correct term for 
them. We are not in volume production. 

Mrs. Kexiy. I am told they are. 

Mr. Cuatuam. I do not think it is true, Edna. It is where they 
develop all this clothing for wet and cold weather, and so forth. 

Mr. McNetu. I would have to check into it to find the general 
types and volume, but generally, no. 

Mr. Cuatuam. She says it costs them $20 to get them altered. 
Some of them want bell-bottom trousers. 

Mrs. Keuiy. No, it involves my own son. 

Mr. Cuatuam. He is used to good clothes, but the country boys 
put on the clothes and wear them, because they fit them better than 
they have had before. I did when I was a sailor. 

Mr. McNem. I spent my first month’s pay when I was wearing 
bell-bottom trousers to get them just so. 

Mr. Javirs. I have one more question. I think I have the impres- 
sion, I will not speak for any of my colleagues, that in Greece and 
Turkey the end-item backing we are giving those forces is apportioned 
to the strict necessities of the terrain and the strict capability of the 
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forces, and is adapted entirely to their indigenous problems and what 
they are accustomed to. 

It is my impression that in France, Great Britain, and all other 
countries where we are spending the really large sums, we are pro- 
ceeding on the lush American basis at a rate of build-up and back-up 
in end items which is different from their own clothing, shoe, and food 
allowances. 

Mr. McNett. I think General Olmsted was going to cover that 
pretty thoroughly during the hearing. Maybe he can give you just 
a general statement at this moment of the level of equipment. 


STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, MILI- 
TARY ASSISTANCE PROGRAM, OFFICE OF THE SECRETARY OF 
DEFENSE 


General Otmstep. Mr. Chairman and Mr. Javits, we do program 
on a different basis for the table of organization and equipment for 
the Greeks and Turks than for the Western European nations. 

That is primarily because of their mission. 

(Discussion off the record.) 

General Otmsrep. We are not, however, programing for any of 
these European countries on the same table of organization and 
equipment. There is a material difference, particularly in items such 
as transport items and things like that, where our forces must be 
effective, both on defense and offense, say our level of tanks, where we 
are placing more emphasis on the tank defense with our European 
partners than we do proportionately within other areas. 

Mr. MecNeru. The Table of Organization allowance for a United 
States division is not necessarily the level to which the French is being 
supplied. 

General O_mstrep. No, you understand we do not program soft 
goods, uniforms, or housekeeping equipment, or anything like that 

Mr. Javirs. Are the American units stationed in Europe being 
equipped on a table of organization and equipment on the NATO 
basis, or on the United States basis? 

General Outmstep. No; the American standard. 

(Discussion off the record.) 

Mr. Futron. Will the gentleman yield on that point? 

Mr. Javirs. Yes. 

Mr. Furron. Within my district there is the old Pressed Steel Car 
Co. plant, which went out of business partly because of the Marshal! 
plan, and which has been unoccupied until the services came along 
and are storing a great number of vehicles there. 

The question on that is why are we adding to the storage of vehicles 
in this country when we are not carrying these military units except 
on a pretty skeleton basis in this country? I would imagine thy 
priority would be for Europe. Why would there be excess storage 
of vehicles there? I have letters of complaint. This question is 
on policy only. 

Mr. Gartock. Are these six by six trucks? 

Mr. Fuuron. I do no know what they are. 

Mr. Gartock. In the ZI—— 

Mr. Fuuron. What is the “ZI’’? 
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Mr. Gartock. Zone of the interior. We have substituted com- 
mercial-type trucks at posts, camps, and stations and have set aside 
the combat-type truck which we would ship with a unit overseas. 

We have done that because the operation of the commercial-type 
truck is so much less that we make a substantial saving by using a 
half-ton pickup rather than running around with this bigger truck. 

But the unit must have its Table of Organization and Equipment 
trucks available so that if it were shipped tomorrow it could pick up 
its regular trucks and take them along. 

Mr. Futon. Is not Pittsburgh, Pa., a peculiar place to have the 
equipment? 

Mr. Garuock. No, it is a good place. It gives you a shipping 
place to the whole east coast. 

Mr. Fuiron. There have been quite a few comments in my dis- 
trict on their being there. 

Mr. Garuock. In Pittsburgh, you have rail connections. You 
can ship out of Baltimore, Norfolk, New York, and Boston. It is 
just the same as we hold things at Ogden, Utah. 

Mr. Fuiron. Generally, it is not your policy—this can be off the 
record. 

(The following information has been supplied by the Department 
of Defense in reply to Mr. Fulton’s inquiry:) 


SroraGe OF Minitary VEHICLES AT THE FORMER PRESSED STEEL PLANT AT 
McKeres Rock, Pa. (Just Oursipr or PirtspurGH, Pa.) 

Air Force is using the old pressed steel plant as an in-transit specialized depot 
under the Air Matériel Command depot system. Stored temporarily at this 
plant are those new vehicles that are scheduled for delivery to organizations and 
bases which are in the process of being activated in the continental United 
States. Vehicles are stored here for only a short period of time, usually no 
longer than a month for any one vehicle. Generally, there will be no more than 
1,000 vehicles on hand at this holding point at any one time. Since the vehicles 
at this depot are destined for zone of interior points, they would be mostly of the 
commercial types, such as, pick-up trucks, carry-alls, 14-ton and larger cargo 
trucks. 

(Discussion off the record.) 

Mr. Futron. This has to do with the method of the use of money 
that has been appropriated. To me it looks as if there has been a 
deficiency in designation, because the public has gotten the feeling 
that the money appropriated is lying idle. If there were some method 
of moving the money into a subsidiary classification that showed it 
was going into use, for example, current planning money, or, for ex- 
ample, the business’ working capital, it might be better. 

Although working capital is shown in business without a particular 
designation, everbody accepts that as your working capital, revolving 
fund, to do the business. 

Then transposing that to the services, why is it not necessary for 
you to come up with some sort of a concept that puts that business 
idea or designation into effect. Then you are not caught in a dilemma 
where if you use the money it is used and you do not have it, and if 
you have not used it, it looks as if it is lying idle, the public thinks. 

Mr. McNett. I think probably we are all victims at the moment of 
some Government gobbledygook language. When you say, “obliga- 
tions outstanding,’’ what that really means is that such amounts are 
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set aside and in the procurement field amounts set aside for contracts 
that are outstanding on which deliveries have not been made. 

Mr. Futron. When you say “unobligated,” everybody thinks 
1s unplanned, as well as unobligated. That is the public’s idea rig}; 
now and that is what is happening on our foreign-aid program. 

Mr. McNett. Perhaps we can do something to make that term 
more specific as to what it really means. I think you want to re- 
member that it would not be smart for the Department of Defense 
to maintain a procurement organization which would take the money 
you appropriate July 1, and contract for it in July. 

What is necessary is to lay out the procurement plan and then 
make your contracts over a period of time. It is carried out over 
the entire year. That is the year after you people act on the pro- 
gram. We do not attempt to maintain an organization large enouy) 
to contract for the major part of the program during the first month, 
Therefore, sometimes you will have authorization granted that has 
not been utilized by any midyear fiscal period. 

On the expenditures side, there was a group of businessmen in 
yesterday. They were really fascinated when they heard the ex- 
planation of financing based on expenditure forecasts, as they had 
not understood this same problem you raise. 

Mr. Fuuron. I think there is a misunderstanding on the part of the 
public, and while we know it, nevertheless the public thinks there is 
this slack. 

Mr. McNett. One fellow spoke up, a manufacturer from St. Louis 
saving, ““That makes sense. That is running it like a business,’ 
that is, the Treasury only maintaining enough cash in the Federal 
Reserve banks to cash approximately a month’s checks, adjusting 
borrowing on short-term notes in line with tax revenues to keep 
working balances at about a level amount. 

Chairman Ricnarps. Mr. Secretary, we thank you very much. | 
think you have given a good picture here. 

Mr. McNett. When they found that the Treasury was maintain- 
ing only normal cash balances and adjusting their borrowing, mostly 
in short-term notes and gearing borrowing to the expected revenue, 
they were pleased. The Treasury bases their cash requirement on a 
forecast of expenditures which we give them, which are as realistic as 
we know how to make them. 

Mr. Futron. How can that be explained to the public so the bottom 
will not be knocked out of the program on the extra amount lying 
around? That is the point of attack. Even as intelligent a person 
as Mr. Herter brings up the question and bases it on the idea that 
there is slack money. 

Mr. McNet. We are providing an outline to Mr. Mahon, for 
use when he takes our bill to the floor, in order to help explain the 
whole thing. 

Chairman Ricuarps. Thank you very much, Mr. Secretary. The 
committee stands in recess until 10:30 tomorrow morning. 

(Whereupon, at 1:21 p. m. the committee recessed until Thursday, 
April 3, 1952.) 
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THURSDAY APRIL 3, 1952 


Hovusr or REPRESENTATIVES, 
CoMMITTEE ON ForeiGn AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee Room, 
Capitol, at 10:53 a. m., the Honorable James P. Richards (chairman) 
presiding. 

Chairman Ricusrps. The committee will come to order, please. 

Gentlemen, we have the Honorable Frank Southard, Director, 
International Monetary Fund, this afternoon. Mr. Javits was par- 
ticularly concerned that he come before us. I hope as many of you 
as possible can be here. 

We are glad to have with us this morning Mr. Tracy S. Voorhees, 
representing the Committee on The Present Danger. Mr. Voorhees 
was with us last year and gave some valuable testimony. We are 
glad to have him with us again. 

Do you have a statement you wish to read, Mr. Voorhees? 


STATEMENT OF TRACY S. VOORHEES, VICE CHAIRMAN, 
COMMITTEE ON THE PRESENT DANGER 


Mr. Vooruesgs. No, sir. 

Chairman Ricnarps. I wish you would go along in your own way 
and give us any of the views you have. 

Mr. Voorners. Thank you very much, sir. I would like first to 
thank the committee for their consideration in hearing us, and to express 
my personal thanks. 

| am speaking for the Committee on The Present Danger, of which 
Dr. Conant is the chairman and I am the vice chairman. I am testi- 
fying extemporaneously today, and while in general these views repre- 
sent the thinking of our committee, I request that its members not be 
considered as bound by everything that I say, because some of it may 
represent purely personal views. 

The Committee on The Present Danger was formed in the fall of 
1950, by a group of private citizens. It isa nonpartisan group. The 
membership is a little over 50. It is approximately the same as it was 
last year, but with one serious change due to the death of one of our 
most active members, former Secretary Patterson. 

This is a purely temporary organization. We had hoped that we 
might have finished last year whatever we could usefully do. But it 
was the feeling of a very large majority of the members of the com- 
mittee, and the very strong conviction of Judge Patterson, that the 
committee should be continued during this year. 
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‘Chairman Ricuarps. I would like to say right there, Mr. Voorhees, 
that it was a great loss to the country when Judge Patterson died, an 
I think to the world at this time. 

Mr. Vooruess. I have a list of the members of the committee. | 
do not know whether you wish to have that incorporated in the recor, 

Chairman Ricwarps. Without objection, the list of the membership 
will be incorporated in the record. 

(The list referred to is as follows:) 


CoMMITTEE ON THE PRESENT DANGER 


Gen. Julius Ochs Adler, vice president and general manager, New York Times 

Mr. Frank Altschul, National Committee for a Free Europe, Inc., New York 

Mr. Dillon Anderson, lawyer, Houston 

Mr. William Douglas Arant, lawyer, Birmingham 

Dr. James Phinney Baxter III, president, Williams College 

Mr. Laird Bell, lawyer; chairman of the board of trustees, University of Chicago 

Mr. Barry Bingham, editor, the Louisville Courier-Journal 

Mr. Richard M. Bissell, Jr., the Ford Foundation, Washington 

Mr. Harry A. Bullis, chairman of the board, General Mills, Inc., Minneapolis 

Dr. Vannevar Bush, president, Carnegie Institution of Washington 

Mr. Will L. Clayton, former Under Secretary of State, Houston 

Gen. Robert Cutler, president, Old Colony Trust Co., Boston 

Mr. R. Ammi Cutter, lawyer, Boston 

Mrs. Dwight Davis, Washington 

Mr. E. L. DeGolyer, chairman of the board, DeGolyer & McNaughton, Dallas 

Dr. Charles Dollard, president, Carnegie Corp. of New York 

Gen. William J. Donovan, former Director of Office of Strategic Services, New 
York 

Mr. Goldthwaite H. Dorr, lawyer, New York 

Mr. David Dubinsky, president, International Ladies’ Garment Workers’ Union, 
New York 

Mr. Leonard K. Firestone, president, Firestone Tire & Rubber Co. of California, 
Los Angeles 

Mr. Truman K. Gibson, Jr., lawyer; member of President’s Advisory Commission 
on Universal Training, 1947, Chicago 

Miss Meta Glass, former president of Sweetbriar College, Charlottesville 

Mr. Arthur J. Goldberg, general counsel, Congress of Industrial Organizations, 
Washington 

Mr. Samuel Goldwyn, motion-picture producer, Los Angeles 

Mr. W. W. Grant, lawyer, Denver 

Gen. Edward 8. Greenbaum, lawyer, New York 

Dr. Caryl P. Haskins, Haskins Laboratories, Inc., New York 

Mr. Paul G. Hoffman, director, the Ford Foundation, Pasadena 

Mr. Monte M. Lemann, lawver, New Orleans 

Mr. William L.. Marbury, lawyer, Baltimore 

Mr. Stanley Marcus, presideat, Neiman-Marcus Co., Dallas 

Dr. William C. Menninger, director, the Menninger Foundation, Topeka 

Dr. Frederick A. Middiebush, president, University of Missouri 

Dr. James L. Morril!, president, University of Minnesota 

Mr. Edward R. Murrow, counselor on public affairs, Columbia Broadeasting 
System, New York 


Mr. John Lord O’ Brian, former general counsel, War Production Board, Washing- | 


ton 

Mr. Flovd B. Odlum, president, the Atlas Corp., New York 

Dr. J. Robert Oppenheimer, director, Institute of Advanced Study, Princeto: 

Dr. Daniel A. Poling, president and editor, Christian Herald magazine, New York 

Mr. Stanley Resor, chairman of the board, J. Walter Thompson Co., New York 

Judge Samuel I. Rosenman, lawyer, New York 

Dr. Theodore W. Schultz, head of department of economies, University of 
Chicago 

Mr. Robert E. Sherwood, author and playwright, New York 

Mr. Edgar W. Smith, president, Oregon State Board of Higher Edueation, 
Portland 

Dr. Robert G. Sproul, president, University of California 
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Dr. Robert L. Stearns, president, University of Colorado 
The Very Reverend Edmund A. Walsh, 8. J., vice president, Georgetown 

University, Washington 
Mr. W. W. Waymack, former member of Atomic Energy Commission, Adel, Iowa 
Dr. Henry M. Wriston, president, Brown University 
Mr. J. D. Zellerbach, Crown Zellerbach Corp., San Francisco 
Dr. James B. Conant, chairman 
\ir. Tracy 5. Voorhees, vice chairman 

Mr. Voornees. I would like to say that our committee was formed 
solely to seek greater public awareness of the peril that is threatening 
our Nation from Communist aggression and to urge timely action to 
meet it. 

The committee has no other allegiance and no other interest to 
serve. 

Chairman RicHarpbs. Just one minute. Of course, we are in 
executive session here. Frankly, I think the Committee on the 
Present Danger might furnish us some information that could be 
included in the public hearing. But, of course, you are speaking 
off the record as of now. 

Mr. Vorys. Mr. Chairman, | would imavine that a committee like 
this, for the purpose they mention, would be very happy to have 
their statement placed in the public record and made available to the 
public, 

I would hope that we could have a transcript made of the pro- 
ceedings and screened for any questions or answers that should be 
eliminated in the public interest, and then put the whole thing in the 
record and make it available to the publie. 

Chairman Ricwarps. | tuink that is a good suggestion, Mr. Vorys. 
Without objection, the transcript of the record will be submitted to 
you for approval of such portions of it as can be put in the public 
record, 

Mr. Voorners. That will be most of it. 

Chairman Ricnarps. It will include the list of the members. 

Mr. Voorners. Thank vou, sir. 

Mr. Jackson. I would like to ask why the meeting this morning is 
in executive session. 

Chairman Ricnarps. It is not necessarily so. We just did not 
want to start open hearings again. 

Mr. Voorhees had some ideas that he would rather give us in execu- 
live session. 

Mr. Jackson. I do not ask it in a contentious spirit, but we are 
crilized from time to time for the closed hearings. 

Chairman Ricuarps. I do not see any special reason, except that 
lie had some views and facts that he wanted to give us in executive 
session, and we thought we could work it better that way instead of 
volng in and out. 

Mr. Voornurs. As we did last year, our committee has again made 
a study both in Europe and here of the situation affecting the Mutual 
Security Program. 

That study was headed up by Mr. Goldthwaite H. Dorr, who is 
here, a distinguished international lawyer. He was a special assistant 
to Secretary Stimson during World War I, and a special assistant to 
Secretary Baker in World Warl. He has rec enily been over to Europe 
ind has then worked here on this study. 
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We have also had the assistance of an economist, Dr. W. J. Garvin. 
who is here. I have also done rather extensive work on the subjec' 
myself. 

We have also had help from Mr. Bissell of the Ford Foundation, » 
member of our committee. Mr. Paul Hoffman, who also has been » 
very active member of our committee, | hope may be able to testify 
at a later time before the Committee on Foreign Affairs, should you 
wish his testimony. He will be very glad to testify, if you wish it 
and if a convenient date can be worked out. 

I would like to say, in explaining my own approach to this matter 
that until a little less than 2 vears ago I was Under Secretary of the 
Army. Iam not, however, considering this from any Army point of 
view as compared with the Air Force or Navy. I am approaching 
it solely from the point of view of a citizen. My interest in it arose 
in considerable degree from work which I did as Under Secretary of 
the Army, particularly during a 3-month intensive study made 2 vears 
ago. 

The purpose of that study was to determine the Army’s responsi- 
bility for the security of the United States following the Russian 
possession of the atom bomb and other developments which were 
occurring. 

As a result of that, I became profoundly concerned as to whether 
we as a nation were doing all the things we ought to do for our own 
safety. 

In our committee’s study of this subject, without in any way for- 
getting the point 4 program which we think is important, we have 
centered our attention upon what we thought were the main issues 
of how best to defend the United States, how to defend the United 
States if possible by averting World War III instead of fighting it, 
and how to do it with long-range economy. 

Essentially, these things are in large part military problems. We 
have thought that, as a committee we should rely, and I believe our 
Nation has to rely, upon the advice of our trusted military leaders to 
a very great extent in considering how our defense should be planned. 

It is the almost unanimous judgment of our responsible military 
leaders that without neglect of the Far East, we must make the 
defense of the United States in Europe jointly with the Europeans. 

You have heard General Gruenther, I believe, testify as to that 
within the past week or two. I saw such a statement that was 
released following his Senate testimony. We know also that this is 
General Eisenhower’s view. He has expressed it before, and again 
in the report which has just been released this week. 

Our committee believes that the only way this defense of the United 
States can be made is through an allied defense. There is not enough 
United States strength alone to do it, certainly not enough without 
breaking our economy down. There is not enough for us to do it 
with weak allies. There is not enough to do it if we rely merely upon 
each of the allies doing what it can do without any assistance. It is 
only by an integrated program that it is possible to do it. 

The princinal questions which are raised now as to this program, 
as [ understand them to be, are, first, can we afford it as a nation, 
end, second, sre the Europeans doing their part so that it can be made 
really effective? 
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[ should like to take the “‘can we afford it’? question first. Our 
committee includes many businessmen. It includes quite a number 
of educators; it includes many members from each of the two great 
political parties. I think we are as much concerned with the effect 
of our defense expenditures on the economy of the United States as 
is the Congress. 

it is clear that the military threat against us is a tremendous one; 
that the expense to meet it is very high, and yet we must not lose 
the struggle by destroying our economy. 

Our current defense program, leaving out atomic energy costs is 
about $52 billion for our Defense Department, something like $5.4 
billion for military aid, and about $1.8 billion under this program for 
what I think is rather appropriately called defense support. This is 
because all aid now for the European area, except for Austria and 
Iceland and to some degree for Greece, all of which together are rela- 
tively unimportant in the dollars required, is aid for a military purpose. 

So our own Defense Department expenditures constitute something 
like 88 percent of the cost of the total defense plan. The European 
defense which we are increasing through the Mutual Security program 
is also a part of the defense plan and constitutes about 12 percent. 

I learned in my work in the Pentagon that the genesis of the defense 
budget is the appraisal of the Joint Chiefs of Staff, as to what the dan- 
ger confronting is, and as to what the assets on our side are in the way 
of forces. 

As General Gruenther stated last week, “the dimensions” of the 
defense are to a considerable degree fixed for us by the strength of the 
Russians against us. 

But the dimensions of our Defense Department expenditures are 
over a period measured not only by that, but also by the strength of 
our allies; in other words, under the total plan of defense which we have, 
the European part of which has just been so completely outlined in 
General Eisenhower’s report, our own Defense Department expendi- 
tures are only part of a total plan. 

The Joint Chiefs’ estimate of what the Defense Department needs 
in the future is bound to be greatly influenced by the strength of our 
allies. I do not feel that our economy is going to break down from 
costs in any one year. But our defense must be strong over 5 or 10 
years. There is no early indication of the diminution in the Russian 
military effort. In fact, it is being stepped up. 

So we need to have a kind of defense that our economy can sustain 
over a long time, and for which we shall not have continuing deficits. 
| think we must accept it as the definite decision of the Congress that 
taxes should not at present be further raised. Therefore, a balance 
must be reached before too long by economies. 

[ would like to emphasize, speaking from a military viewpoint, that 
this is not a thing that we can look at over 1 year or even just over 2 
years. The real saving that I see to be possible and it is a very big 
saving, is the reduction in our own Defense Department expenditures, 
beginning year after next, as a result of the increased allied strengti 
which we expect to have, and including the German military strength 
which I trust we will have. I will come back to that in a minute. 

Let me emphasize also that because my work in the Army was as 
much concerned with Japan, as with Germany, that I want to say 
something about that area. The treaty makes Japanese troops pos- 
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sible. I feel sure Japan will set them up. That is the economica! 
practical method of defense in that area. 

Such allied forces represent the only way, I believe, that the Joint 
Chiefs can come up with a very great cut in our Defense Department 
expenditures in the reasonably near future. I believe that that is 
planned for the year after next. I am not sure whether much of a 
saving can be made next year. To maintain a 3,700,000 armed force 
as at present is a tremendous cost on our economy. Yet the oniy way 
we can cut it safely is through a strong allied defense. 

I would like to give you some illustrative figures: The cost per 
man for our United States Armed Forces—just for such matters as 
pay and allowances, not inc luding housing, fighting equipment or al! 
the latent expenses for veterans’ benefits, is in the neighborhood of 
$3,000 per man per vear. In Great Britain, it is $1,200. 

Mr. Cuaruam. Without military equipment? 

Mr. Voornerrs. Yes. Great Britain is $1,200; France is $1,100; 
Italy is $750. 

I may say this material we are preparing in a statement we will 
publish and will have available should you wish it, but it will not be 
ready until next week. 

Mr. Vorys. I thought the figure during the UMT hearings was a 
little bit higher than that, $3,200. 

Mr. Voornrers. Maybe I am a little out of date. It has been 
growing. 

Mr. Mansriiip. Will vou see that we get copies of this report? 

Mr. Voorners. That is what it is being made for, sir. Let me 
illustrate it by the cost of maintaining a division. If you take a 
weighted average of the principal European nations, the annual cost 
of maintenance of a division is $50 million a year against $160 million 
for a United States division. That includes the combat support troops 
and the relative strength is about 41,000 for the United States division, 
including combat support, and 39,000 strength for the average 
European division. 

It is true that the United States division has more fire power and 
more elaborate equipment. But, roughly speaking, these are com- 
parable fighting units. 

The cost of $50 million as against $160 million is a striking thing in 
indicating what can be borne in the way of costs for defense. 

Or course, each United States division costs $160 million every year. 
But as to an Allied division, after the first year, the United St ates cost 
is limited to some of what is now called defense support. It ts eeo- 
nomic aid for a military purpose. 

Mr. Vorys. Would you wish interruptions? 

Mr. Vooruers. Certainly. 

Chairman Ricuarps. I want to say this, gentlemen. The Queen 
of the Netherlands is coming to address Congress at about 12:30. 
We have a meeting scheduled for this afternoon. If we do not finish 
this morning, we can have Mr. Voorhees come on before the other 
witness this afternoon. 

Go ahead if you have any questions. 

Mr. Vorys. I have been looking into those costs, and my figures 
were not just like yours, as to the maintenance cost of an American 
division. I thought it was nearer $50 million. You are an expert on 
that. 
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Mr. Vooruers. I checked that, if I may say off the reeord—— 

Chairman Ricuarps. This will be off the record. 

(Discussion off the record.) 

Mr. Vooruees. Let us take the cost of creating a division. When 
it comes to the equipment for the first year, the Allied cost is much 
nearer to ours because nearly two-thirds of it is end-item aid from us, 
so those costs are the same for both. So we have about $235 million 
for an Allied division as against $315 million for a United States divi- 
sion. If we take the equipment cost, plus maintenance for the first 
vear, it is about $475 million for a United States division as against 
$280 million for an Allied division. 

But it is perfectly apparent in each case that the United States is not 
going to bear the whole cost of the Allied division. I just use such 
division costs as illustrations to show why I believe the plan before us 
is the only way we can create and maintain over a period of vears, 
a strong enough defense to do this job without wrecking our economy. 

Let me say in using the division as an illustration that I am not 
arguing the Army side. I am just as aware that Air and Navy power 
is necessary. 

| would like to pass to what the effect of the plan before us is on the 
United States’ economy. We will give this in more complete form 
later than 1 can summarize it here. We have had since Korea about 
a 15-percent increase in gross national product. That is in our total 
United States production. Next year it looks as though that would 
be 20 percent above the pre-Korean rate. That figure, however, is not 
adjusted to the increase in prices. Therefore, there would have to be 
some downward adjustment in it. 

If we take the 2 years since Korea, with figures estimated up to next 
July 1, we shall have had an aggregate total increase in our gross na- 
tional product of about $71 billion against increased military expendi- 
tures of about $32 billion. So we have been doing pretty well from an 
economic point of view. Iam not now speaking from the Government 
budget point of view. But from a broad economic viewpoint there 
has been no undue strain on our economy. 

We have also had in this 2-vear period the greatest amount of per- 
manent investment in our history over a like interval, something like 
$56 billion. 

Further, our consumption has not been cut; that is, the consumer 
goods that are used up as distinguished from investment. Therefore, 
up to date, our economy has sustained this defense program very well. 
Not only that, it is in very sound condition because of the addition of 
such large new investment—— 

Mr. Jupp. What do you mean when you say “investment”? You 
mean investment by business firms? 

Mr. Voorners. Capital investment, which measures in turn the 
added strength of our economy to stand further taxes and whatever 
may come. 

Mr. Jupp. When you spoke of goods that are used up, | wonder if 
you are limiting yourself to goods used by business concerns or include 
consumers’ goods also? 

Mr. Vooruers. I was using the word “consumption” to mean things 
that are used up. This has continued at about the same rate as before 
Korea, but permanent investment has stepped up about 15 percent, 
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and as projected for next year, 20 percent. The dollar total for thie 
2-year period since Korea is about $56 billion. 

Mr. Vorys. If you have not done it, when you publish your figures 
will you make a proper allowance there for inflation? 

Mr. Voorners. We have done that. 

_ Mr. Vorys. How much of that GNP is inflation and how much 
is—--— 

Mr. Voornerrs. We have done that. We did it both ways and 
adjusted it to the 1951 figures. These figures, I think, are quite 
interesting. 

Mr. Jupp. 1951 figures? 

Mr. Voornees. For comparison, we adjusted everything to 195] 
prices. I should not have used the word “‘figures,’’ but ‘ prices.” 

We made an adjustment to such comparable prices for all of these 
vears in this table I am about to give you. 

Mr. Vorys. You give us $71 billion increase in this GNP for a 
certain period, and you are going to use the same price that you 
started off with as the base; is that right? 

Mr. Vooruesrs. In the figures I have given, I have not adjusted 
for the increased prices. The figures I am about to give are adjusted 
for increased prices. The gross national product before the Korean 
attack was $287 billion. For last vear—I am giving the nearest billion 
figure— $316 billion. This year it is estimated as $332 billion; next 
vear, $348 billion. 

If we take the projected increase in expenditures next year for 
military purposes over this year, which will be about $16 billion, and 
estimate only an increase of 5 percent in our gross national product 
which is conservative—that would be about $17 billion. This would 
still cover the increase in military costs. 

Even with this tremendous military expenditure, and I am not 
speaking about obligations, I am speaking of actual expenditures, 
which is the only figure we can realistically balance against tax income, 
it looks as though it can be done even next year without taking any- 
thing away from consumption and without taking anything away 
from investment. In other words, the increase would be enough 
next year to permit the continued scale of investment and continued 
scale of consumption. 

I would like to digress for a moment, if you will permit me, from 
the monetary factors to another thing which appealed to me tremend- 
ously in my work in the Army, the human factor in these matters. 

I am also greatly concerned about it because of the studies I have 
made since leaving the Army. I was intrigued with the phrase that 
Mr. Harriman used the other day. He said that ‘“‘we ought not to 
reserve for our own sons the exclusive privilege of dying for freedom.’ 

The casualty lists that we have from Korea shock me, for they are 
almost entirely United States boys. I do not think this ought to be 
repeated elsewhere if our planning can avert it. 

I would like to use, as another illustration of present injustices to 
our United States men, the number of men who served in World 
War II who have been brought back involuntarily into the armed 
services, men who have had to fight two wars. They may have to 
fight a third if we do not do some better planning. 

The Defense Department got about 100,000 of these men out of 
the Armed Forces somewhere around the end of the past year. But 
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even today there are 150,000 who served in World War LI who are 
serving again by compulsion. That is an awfully harsh thing. We 
ought not to continue that for a single month beyond the minimum 
we can afford to. At least I believe so. 

I see also the business of keeping our troops over in Europe. I was 
for that, and I am for it now. I am sure we have to have those five 
divisions, an equivalent of six divisions if you take also the corps 
troops over there. But I do not think we ought to have them there 
permanently. 

| was very glad to see that General Eisenhower, in his recent report, 
again emphasized what he had said before, that the primary respon- 
sibility for the defense of Europe must in the long run, as to ground 
forces, be upon the Europeans. I am sure that it is his plan to taper off 
the United States troops there. He might have liked more at the 
beginning and then taper off later the United States divisions stationed 
there. 

When we put those additional four divisions over there last year, it 
was a grave decision. We put those men up there facing the iron 
curtain, with very few allies except a few British and a few French. 
lt had to be done to give enough confidence to make the defense 
a success. 

I am tremendously relieved to learn that there are going to be 
20 fully equipped allied divisions, that are going to be standing 
alongside of our men in Europe before the year ends, if our plan is 
carried out. 

| think these boys of ours are entitled to have those allies. I feel 
very, very deeply that we must get our defense created on an allied 
basis with the NATO countries, with Western Germany, and with 
Japan, in such a way that we can before too long reduce our Armed 
Forces in total below the present strength of the 3,700,000, and far 
below the current cost of $52 billion that we are now talking about. 

[ believe that the thinking is—and you probably know more about 
this than I do—that year after next we can cut the Department of 
Defense budget to $40 billion, and in the future that it could be cut 
far below that, provided this plan now before you succeeds. 

The German situation seems to me particularly acute at the present 
time and is affected by this bill enormously. I was greatly interested 
in that because I served as Food Administrator for the occupied areas 
and came up to the Congress here again and again to seek money to 
feed Germany in order to prevent it from going Communist. 

| have Mr. Herbert Hoover’s statement that if we had not done 
that it would have gone Communist. That was a thing which I 
think was right for many reasons for us to do. But as it stands now, 
the Germans are unquestionably intrigued by the proposal which the 
Russians are putting before them for unity and having their own 
armed forces. 

The responsible German leaders, in whom General Clay told me he 
had great confidence, and who are now in charge, are doing their 
best to line this thing up in a sound way for Germany and for us. 
lf we go ahead and strengthen our military position over there as is 
planned, on the foundation we have laid, we will in all probability 
lave those German troops on our side. 

The only way that we can really have an assurance of the defense 
of Europe is to fight east of the Rhine. I noticed in General “Ike’s” 
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statement that he talked about the tremendous necessity of defens, 
in depth and so of the necessity of defending a line far enough east to 
include the defense of Denmerk, instead of getting pushed back to th 
Rhine. 

I studied this subject with some of our best military men thorough); 
2 vears ago. Defense at the Rhine is just too shallow to be safe, “but 
we cannot defend east of the Rhine probably without the Germa: 
troops, at least according to my belief. 

I do believe this program which is now before you has a tremendous 
effect on what we do in lining up our allies and Germany. And |e! 
me say, these Japs are watching it, too. We do not have to ask fo; 
any foreign aid for Japan. Here I want to switch over, if T may, t 
the Far Kast. You may believe that I have thought entirely abou 
Europe. But I worked as intensively in feeding Japan, as 1 did Ger- 
many. You do not have anything in this proposed appropriation fo: 
Japan, because Japan right now does not need it. 

Japan got a windfall, as we all know, from what it has done for om 
United States troops that are based there for the present fighting in 
Korea. So the Japanese are in the neighborhood now, as IT recall it, 
of having something like $500 million, whereas before they wer 
scraping along with a scant dollar balance of, less than $100 million, 
perhaps $50 million or $75 million. 

The Japanese are soon to be in position to use their greater financial 
strength to create the divisions which we and they have to haye in 
order to defend those vital islands. Assuming that we get an armistice 
in Korea, the United States might then be able to bring back some of 
our troops from the Far East so that we are not so unbalanced in 
distribution of our strength and also to reduce our total manpower 
strength under arms. 

In other ways in this aid to Europe, we are, of course, aiding the 
Far East. The French are spending in Indochina, aside from the 
military end item equipment which we give them, roughly a billion 
dollars, according to my figures, per year, in a defense which is abso- 
lutely essential, or the whole are out there would cave in. They are 
spending there approximately the equivalent of the total aid in mili- 
tary ond items and everything else that we are giving to France. 

The British have a couple of divisions, or the equivalent of that, in 
Malaya. That is also essential. 

Of course, the defense of the Far East depends primarily on Japan. 
That is the only strong point we have out there. You cannot hold 
Japan, without Japan’s having southeast Asian and Indonesian trade. 
But we can sustain the Japanese economy largely by the trade in 
southeast Asia and Indonesia. Enormous amounts of the things they 
need down there for those nations, to help us keep them going, can 
come from what the Japanese can produce. 

But there is not any hope without a tremendous United States 
continuing subsidy, which I do not think we as a Nation would stand 
for, of our keeping Japan going as an independent strong economic 
and military force out there prt Ses we can hold the southeast Asian 


area against communism. Therefore, I think what the French and 
British do in those areas is of tremendous importance. 

I hope that we can afford the full defense plan this vear, because 
I believe to do so means long-range economy. It is a balanced plan 
between costs for the Defense Department, and for this Mutual 


taal eae Reis Tas 











aN As eee Be 











MUTUAL SECURITY ACT EXTENSION 447 


Security Program. If there is to be any cut, it ought, I believe, to be 
“across the board,” or perhaps even in the Defense Department first. 
| would like to give you a crude illustration: If Uncle Sam had to 
build for his defense three airfields in Britain, and he had to do so in 
the winter, and it was cold and the British did not have heavy clothes 
to work outside, the most expensive way to do it would be to send a 
United States contractor with United States funds and equipment to 
build the airfield. Let us say we build one airfield that way. 

Somebody then comes along and says, “There is a cheaper way to 
do it. The British know how to build an airfield, but they do not 
have the warm clothes needed. Let us go to Brooks Bros. in New 
York and have Brooks tailor some clothes for them and send them 
the clothes. Then they will be warm enough and they will build 
the second field that way.”’ It is less costly but pretty expensive 
still for Brooks Bros. clothes cost a lot. 

Then somebody else comes along and says, “These British can 
make clothes, too, but they do not have enough money to buy the 
wool. How about getting just enough money to them so they can 
buy the wool and let them make the clothes and let them build the 
airfield.” The third airfield then gets built for a fraction of the cost 
of the others. I think we have to do the same thinking about our 
Defense Department costs, our military end-item aid and defense 
support. 

Chairman RicHarps. When you appeared before us when we were 
winding up Marshall plan aid, you said that economic aid, as such, 
should be wound up, did you not? 

Mr. Voorners. I would like to say this, sir. I am very apprecia- 
tive of your asking that question. As I understood the Marshall plan, 
it was not for a military purpose. It was expressly stated that it was 
not for a military purpose. It was for strengthening the economies 
per se in order to create a better standard of living, and in order to 
create the economic independence of the nations from communism. 

I have felt that the Marshall plan should be wound up. I still 
feel that, and our committee feels that. We are not advocating 
economic aid to Europe for economic purposes, but only for military 
purposes. 

Mr. Vorys. Have you examined closely, for instance, the $1.4 
billion that is to go in this, that is called “defense support,”’ and found 
out that it is entirely synonymous with and is exactly computed in 
the same way as Marshall plan aid was? 

Chairman Ricuarps. You are on that right there. 

Mr. Voornesrs. That is what I am getting at. We are not sup- 
porting the precise form of the present appropriations request. [am 
urging support of the general program and an intensive examination 
of it by your committee and by the Congress to see how to do it most 
economically. 

I believe the only aid which we should give—TI am speaking now of 
the European countries, except Iceland and Austria and in some part 
for Greece—is aid for a military purpose, and that we should give that 
aid in the way that it is most economical and effective. We should do 
it in a very hard-headed fashion. 

In other words, to borrow something that Mr. Paul Hoffman said 
before this committee last year, if we are going to get value for it, we 
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should ‘follow the dollar’ to see what it is being applied to, what it is 
needed for, and what value we get for it. 

Up until this year we did not have any firm estimate of what the 
costs were. We had to start in and say, ‘We know that they will need 
these amounts of military end-item equipment.”’ But this year we 
have something that I think is very much better, and I want to urge 
that perhaps this committee see that the study I speak of is continued. 

Several big steps forward have been made this year to make this a 
realistic and effective program. I will mention later certain of the 
others. But one of them was an estimate which General McNarney 
and his budget experts from the Defense Department, acting with 
similar groups from the other nations, made, and which was later used 
by this Temporary Council Committee, and was in general, I believe, 
approved at Lisbon. 

They for the first time started there with an assumed troop basis, 
that is, what it seemed might be done, and let us say, what was needed 
to be done. 

Taking this vear, it was about $14 billion. Next year, it is about 
$23 billion. Thatisa big step up. Then they took against that what 
the Europeans could do for themselves. 

I am not going to give the original estimate because I bave a much 
later revision of it which I think is more accurate. And I am going 
to translate the figures into 1952 prices, Mr. Vorys, so as to get them 
comparable. In the past fiscal year 1951, Europe did about $8.6 
billion in military effort, including whatever they got from our 
econor ic aid, but not our end item aid. 

This vear the figure will be about $11.5 billion. Next year it will 
be $14.4 billion. That is assuming that this defense support is 
granted. 

Deducting these figures from the requirements, of course, we have 
a big gap. Then comes our end-item aid to reduce it. Here is where 
we have fallen down very badly, as we know. 

Our end-item aid this year is only going to be about $2.2 billion. 
We estimated it last fal] at $3.3 billion. It shows how far the per- 
formance has dropped even since the best estimates the Defense 
Department had last fall. 

Take next year. End-item aid was estimated last fall at $6.5 
billion, but the latest figure I have is $5.4 billion. That is going to 
leave a considerable deficit. 

But what we now have here is a rough trial balance for the first 
time. It is something that makes sense. I want to emphasize that 
this is not on the basis of what each nation can do alone; it is on the 
basis of a unified, integrated effort, not what can be done by each 
Nation doing something or other, but by the combined effort that 
General Eisenhower has described, and by the support we give from 
here. 

I think that trial balance is a tremendous step ahead. That thing 
needs to be continued. The plan is to take that over under the 
Secretary General of NATO. That is sound enough. It should be 
done on an international basis. But what 1 am wondering is whether 
we do not need this United States team to audit it. What happened 
this year was that General McNarney—he is a dominating character— 
headed this international study, and had the best budget men they 
have in the Defense Department over there. They got down to the 
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heart of this thing as well as it could be done at that time. Now, 
MeNarney has retired. We need the assurance that that same 
absolutely hardheaded approach is going to be made again next year, 
and that this balance aaek is going to be continuously revised so 
that we know where our expenditures are going and so that we get 
the full value of them, and so that we do not have, Mr. Vorys, just 
the kind of rather loose expenditures that you were talking about. 

Maybe we had to have the loose expenditures up to date, but it 
needs to be planned more closely as soon as possible. 

1 come to the next thing to which I attach very, very great impor- 
tance, that is, this office of General Draper, Ambassador Draper. 
This European defense job is going to have to be done largely in 
Europe. We can do some of it in the United States, but the budget 
ought not to be made primarily in the United States. It should be 
primarily worked out over there, but it ought to be worked out by 
hard-headed United States participation. 

We have to center a good deal of authority over there, I think. 
Last year we did not have the organization there because we had the 
State Department represented in NATO by a deputy, the ECA had 
its representative and Defense had its representatives. The organiza- 
tion was so complex that it was almost impossible for it to function. 

Our committee made a suggestion last summer but we claim no 
credit for the idea. This was in a memorandum we sent up here last 
August, proposing that those threads be drawn together into a United 
States representative in Europe, or an ambassador at large who would 
represent there the different departments—I do not recall the detail 
of the recommendation—but that was the general line. 

What was done was a big improvement over the recommendation 
we made last fall. Here we have Draper as the representative of the 
Secretary of State, the representative of the Mutual Security Director, 
and the representative of the Secretary of Defense and as the perma- 
nent United States top man over there. I think he has made tre- 
mendous progress there in a short time. But it is only a start. 

That is where the planning should be done and where the expendi- 
tures ought to be headed up. That is where the budget ought to be 
prepared. 

Let me say that is where this budget ought to be revised as necessary 
as events develop. We cannot sit down here 6 months to 18 months 
ahead of the time when this money is going to be spent and determine 
how it should be spent. Nobody can do it. If we were budgeting 
for the United States alone, on things that we know something about, 
we could hardly do it. To do it with a 14-nation set-up like this is 
an impossibility. 

There obviously has to be great flexibility. I should think the 
Congress would want to keep m touch with it. If we continue with 
this kind of screening that was done by MeNarney, you could have 
frequent reports about it. If the budgeting was centered over there, 
I think you could tighten the expenditures up greatly. 

| want to come back to another thing which I think is basic. Here 
is a point upon which I respectfully dissent from the way the budget 
has been proposed. It has been proposed again with a rather rigid 
division between military end item aid and so-called defense support. 
That is an unrealistic division. Both of these are aid for a military 


purpose, 
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As much of it as can be done ought to be done by self-help, by making 
these people produce the things themselves, and as little as possib|> 
ought to be done by producing it here. We have to do some of it here. 
We should not do it here unnecessarily. 

I have certain proposals about that. First, let me say this is not « 
new idea. Our Committee advocated last year. I am going to read 
a few lines from what we said then: 

The coordination between military aid and economic aid therefore would necd 
to be not merely a negative matter of an umpire’s settling disputes between the 
Defense Department and ECA or its successor, but a positive unifying of the 
program. 

Mr. Mansrievp. It is your contention then that economic aid for 
military purposes or defense support aid is just as important or more 
important than direct military assistance? 

Mr. Vooruees. I think they are of equal importance, but the im- 
mediate impact of cutting the defense support would be more serious 
than cutting the other. 

The reason for that is, as I have gone over these expenditure figures, 
that anything that you appropriate now for military end item aid will 
be obligated next vear, but will not be spent until after June 1953. 
whereas the defense support will be spent next year to carry out the 
Lisbon plan. 

In other words, even if there were some cuts—and I do not advo- 
cate them—in the end-item aid we could still keep the Lisbon program 
going for the time being without falling down on our European 
partners. 

What we now have as a result of all this work is a defense plan 
for the first time that is on a pretty sound basis, which was worked 
out at Lisbon. 

Our people there did what it seems to me was the only thing that 
could be done. They did not purport to bind the Congress, but they 
assumed for the plan that the Congress would be willing to go ahead 
with a continuation of what was appropriated last year. 

General Marshall came up here and frankly said, when he intro- 
duced the bill last vear for the $8.5 billion, that there would have 
to be two subsequent appropriations of a similar amount. I think 
he mentioned a total $25 billion program. 

The plan was approved by the Congress last year. The amount 
was somewhat cut. Therefore, the Lisbon plan proceeded upon the 
basis that Congress would appropriate about what it did last year. 

If we do that, if we carry that forward, we are going to get this 
large European military effort which I spoke of. 

I would like to put it another way: I think I mentioned that what 
Europe could do apart from our end item military aid was something 
like $14 billion next year with the ‘“‘defense support.’”? Well, compare 
that with about $1.8 billion that we are proposing in defense support 
and it is a pretty good investment if we get the $14 billion of military 
effort over there. 

I am going to go back, if I may, to points at which I think we can 
get better value for our dollars. The first point is the need for flexi- 
bility by treating all aid—and the Congress could do that in this 
bill—as aid for a military purpose and making it flexible so that it 
would achieve the military purpose of strengthening our allies in 
whichever of the two ways is the most effective and economical. 
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if the Korean war should be liquidated, these products coming off 
the defense production lines here can be gotten over to Europe much 
more quickly. Then you might do more with more military end- 
item aid. If not, more would need to be produced in Europe. 

Until recently Europe had a pretty low priority. There was too 
much I feel that was kept here as compared to what went over there. 
You can see that reflected in the small amount of our shipments. 

The operation ought to be flexible so that we can do it in a way to 
vet the “mostest for the leastest.”” I think the Congress should be 
closely informed about it at all times, and this continued screening I 
talked about by an American group, as well as the NATO group, 
would be helpful in doing this. 

If one urges more production over there with our aid, someone 
immediately says, and I think properly, “We have certain distressed 
areas in this country, and we ought not to spend money to produce in 
Europe while we are leaving people unemployed here.”’ 

Ll agree. If any contracts that the Defense Department can let for 
its own purposes, or for military end-item aid, will relieve the distress 
due to the dislocations and the unemployment in these few places 
where we have that condition, then I would urge that that be given 
the first priority and that we place those contracts there. 

And subject only to that, | urge that we should try to, as far as 
possible, to put this on a basis where the Europeans will produce their 
own needs; in other words, where our aid money is used over there for 
the purpose of enabling them to produce the things and earn the dollars 
they need. 

The European dollar situation has deteriorated very badly. In our 
study last year our committee pointed out that it was likely to deteri- 
orate. But it has done so more than anybody expected. 

For my money it does not make any sense for us to give them 
economic aid to make up a dollar deficiency, and at the same time 
manufacture things in the United States in the way of end item 
military equipment which could be produced over there enabling them 
to earn those very dollars that we would have to give them to sus- 
tain them. 

Here we have come to one of these tangles which is perfectly solv- 
able, but it is a real tangle as it stands now. It is a thing that I 
think you could change in your bill: 

If you divide it into—let us call it defense support, on the one 
hand, and end item aid on the other, then the military aid money 
goes over to the Pentagon and is put through the regular procurement 
channels. They are well set up to do a fine job of procurement in 
this country. They are not organized to do a comparable job im 
procurement overseas. They do not like to do it. They do not have 
the organization to do it. 

There are all kinds of technicalities in the laws which are very 
desirable as to procurement in this country, but which do not help 
us get the amount of so-called offshore procurement which we want, 
So this is virtually nothing up to date. And it is absurd for it to be 
nothing. What we need is to use our money for those people to 
produce over there just as much as is possible. 

What we have now is a curious thing. We have the MSA, the 
former ECA, conducting defense support aid; we have the Defense 
Departmert also conducting a kind of economic aid if it really goes 
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ahead with offshore procurement. This is real economic aid; it is 
giving them dollar markets which they much need. Those two 
economic aid programs are being loosely coordinated with each other 
and with end-item aid. 

There is a natural tendency for our officers over here to contract 
for end item aid because that is the way they do business. It is easy 
to place contracts here. There is not likely to be so much question 
about them. It is the easy way to do it. 

But if we should have under the law flexibility so it is all aid for a 
military purpose, and if we do not tie up the expenditures to be made 
over there so that they have to be made under the present techni- 
calities of offshore procurement, but arrange it so that they can be 
used far more flexibly through General Draper’s office, I believe that 
we can get a far greater result for the same dollars. 

Mr. Vorys. Excuse me. Is there any change in the basic law 
needed for that? We thought we were setting up, as far as we could. 
the Senate had some different views, one man, Harriman, on this side 

He operates three ways. Draper, the man I am speaking of, 
operates three ways. I am very much impressed with this business 
as a way to handle defense support. Is there any change needed in 
the law or in the bill? 

Mr. Vooruess. In the first place, I would like to say I have no 
criticism of anybody who is doing this. J think what Mr. Harriman 
did in this Temporary Council Committee was one of the biggest 
steps forward that has been made. I think he made a very great 
contribution. 

I think the thing can be done under the existing law. I think, 
however, vou need changes in the administration of it from what is 
being done now. The Draper appointment and powers was the 
biggest step forward. To center the work over there, shift the balance 
of function over there, is what needs to be done. 

This law, as it stands now, Mr. Vorvs, is adequate for it if it is 
administered to get the full effect from the law. 

There are a couple of provisions there that I would like to draw 
your attention to, if I may. The Congress said, ‘‘In order that the 
program of military, economic, and technical assistance authorized b\ 
this act may be administered as part of a unified program, in accord- 
ance with the intent of Congress and fix responsibility,” and so forth, is 
the reason the Office of Director of Mutual Security is created. 

Then it said, “He shall give continuous supervision and genera! 
direction of the assistance programs under this act.”” That meant 
all assistance programs. ‘‘To the end that such programs shall be 
effectively integrated at both home and abroad.’”’ Those are strong 
words. Then it said, “He should not hold any other office and have 
no other responsibilities except these.” 

What happened was that he was in this Temporary Council Com- 
mittee and was determining how the job should be done and he had 
to go ahead with that. He was doing that at the time he took the 
post. 

What happened, therefore, was that ECA had its name changed to 
MSA but stood about where it was. There was and is still the split 
which existed before. 
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The coordination instead of being in the State Department became 
coordination under Mr. Harriman, but it is still only coordination, 
not a “unified” or “integrated” program. 

The MSA is dealing with defense support, and the rest of the money 
voes over to the Defense Department. When it gets there, the ten- 
dency is to spend it in this country; if it is spent abroad, it encounters 
these difficult technical legal problems. 

My thought is that there are several ways it could be done: If the 
money which is to be put mto the technical Army procurement —I 
am using the Army as an illustration—should only be for that which 
is going to be bought in this country, the procurement on the other 
side could be on a more flexible basis. 

In ECA they developed quite elaborate and effective procedures, 
| think, for requiring a submission in detail of everything that a 
project was going to cost. Then they made an allocation for that 
purpose and ollowed it up so it was applied for that purpose. 

Incidentally, the whole program including military end-item aid is 
defense support. The whole business is one conception. I think 
the program should be freed from the technicalities of offshore pro- 
curement, and that the decision should be made by Congress to spend 
as much of the funds as we effectively can over there, except for the 
distressed areas. There should be freedom either to contract or to 
turn the money over to the foreign government for a specific purpose 
and let them make the contract. Probably some cross between the 
two methods is going to have to be worked out. The ECA had its pro- 
cedures well worked out to “follow the dollar.”’ I think those consti- 
tute a pretty good precedent. I do think that it is a very, very big 
weakness to have the two kinds of aid split. 

Speaking of the present law, this has provisions such that we could 
have a unified program. If the President to whom the money is 
appropriated retained the funds »nd allocated them only to the De- 
fense Department in the amounts which are necessary for contracts 
in this country, and then through General Draper’s office, with the 
advice of SHAPE, and the advice of MSA and Defense (and remember 
that General Draper is the representative of the Secretary of Defense) 
spend over there the remaining funds, we could save money and get 
on with the job faster. 

Now we do not have the funds available to spend over there 
because in the planning they have cut the Army budget back and they 
are relying on this military end-item aid to keep our defense pro- 
duction lines going here. 

If this is the best place to produce the things, I think that is all right. 
But if it interferes with making the Europeans do the job for them- 
selves, I think it would not be fine. 

Mr. Jupp. Will the gentleman yield? Does it not follow from your 
testimony that if we got more of this military end-item procurement 
over there, we just would not have to spend so much in the category 
that is now labeled “defense support” and which is the target every- 
body is eet a at? 

Mr. Voorners. Yes. 

Mr. Jupp. Bee ‘cause the money would go in for military end items 
and we would not have to put in so much for so-called defense support? 

Mr. Voorners. You get more for vour dollar. You get more for 
vour dollar in certain ways because vou can produce some of these 
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things cheaper. But also this dollar shortage is the thing that we 
cannot let go too far. The only economical way to cure that is to le 
these people go to work and produce these things themselves. Take 
Germany, for example. She has a tremendous productive capacit, 
If they see a dollar they will work to get that dollar. 

Mr. Javits. On that particular point. Is it not a fact, however, thai 
offshore procurement in end items does not necessarily occur where 
you want it, for the purpose of dealing with the dollar gap? 

In Great Britain they are loaded up with defense orders but the 
need the dollars most. In Germany there is not so much need for 
dollars because they have done well in exports? 

Mr. Vooruers. That can be worked out to some extent in the 
balance of payments in Europe. 

Mr. Javirs. I understand it is doubtful if offshore procurement 
will do what you say, but what is needed is this defense support? 

Mr. Voornesrs. | think you need both. All I am recommending is 
that as far as possible the steps be taken to enable them to earn the 
dollars over there. 

Mr. Jupp. You are also saying that if they need $1.4 billion to 
balance their dollar gap, the more of that we can put in military the 
less we have sticking out as a target called defense support 0: 
economic aid? That is what it is going to be called; is that right? 

Mr. Vooruesgs. | do not think any of it should be economic support. 

Mr. Jupp. That is what it will be called downstairs. 

Mr. Voornesrs. If this thing were changed and it were called in 
vour bill what it should be, ‘‘aid for a military purpose,”’ that would 
cover the object of it. That is what it is asked for. Why should not 
the Congress label it as that? 

There is a feeling in the country—it is reflected here; vou know it 
better than I—that, ‘Well, this is a give-away program.”’ I do not 
think properly administered it is a give-away program. I think the 
people are trying to administer it well. I think there are great diffi- 
culties. 

It is being administered with great integrity and devotion. It is a 
new thing. It is a new project. It is not an easy thing to do. I am 
merely suggesting things not in any sense in criticism, but things 
which I believe might save money. 

Mr. MaAnsFIiELD (presiding). About this defense suppert or eco- 
nomic support for military purposes, is it not true that this part of 
the program which seems to be bearing most of the heat at the present 
time, this $1.8 billion, that it will be used to furnish such things as 
spare parts for the equipment over there, and if it is not done we will 
have to furnish the spare parts and keep on following up with the 
investment for years and in the long run we will be spending more 
than in the beginning? 

Mr. Vooruesgs. It would be infinitely more expensive for us to 
provide the allied defense we are talking about if we did not have 

defense support. It is the most economical way to do it. 

It is as General Bradley stated the other day. “If a cut has to be 
made for fiscal reasons, the Congress should order it in blanket fashion 
rather than try to curtail individual items.”’ I agree with that fully. 

Mr. Vorys. Before either of you commit yourselves too deeply let 
me say there is a staff memorandum here. You will find that defense 
support as detailed to us has no connection with spare parts and the 
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kind of thing you are talking about. The connection is purely coin- 
cidental. What it is geared to is a balance of payments proposition. 
That is based on the MSA proposals we have here. 

| have attempted to secure just one instance, just one, of actual 
defense support and I have not yet obtained it. They gave a hypo- 
thetical case. I say they gave one case where we say, “Well, you can 
make airplanes cheaper and better than we can, and you cannot afford 
to buy the materials. We are going to give you the materials for those 
airplanes,”’ but they did not give the figures. Not one example has 
been given so far. That is the talk, but the figures have no connection 
with that. 

We have an item here on offshore procurement that we have not 
been given the details on, but we have the figure. It is $1 billion, 
though it was only a half billion last fall. They have apparently found 
places where they say they could procure offshore $1 billion worth 
of stuff over there. 

As I get the significance of what you say, you recommend that 
instead of our going through our procurement functions in the Penta- 
gon, Where you have Walsh-Healey and small-business requirements 
and two or three pages of regulations that are quite appropriate in 
this country, but taappropriate elsewhere, we send Draper a drawing 
asecount for $1 billion and have him get together with SHAPE and 
Draper would directly contract for that $1 billion. Is that your 
point? 

Mr. Voorners. Not precisely that, sir. I think vou have to have a 
flexible contracting procedure. I am not sure it has to actually be 
done by formal United States contract. We did the thing with ECA 
without a formal contract. 

Mr. Vorys. Do not forget that one thing we have to consider is 
that the ECA pattera of pouring it in over there is not necessarily one 
we want to continue. 

Mr. Voornres. I was not thinking of pourmeg it in, but merely of 
the method to make sure that the dollar was followed in order that it 
would go to a particular project. 

You could without a United States contract make an allocation for 
a specific project which you have the details of, and so forth, and then 
follow it up so that it was put into that project. 

Some of it could be done through the goveraments and not neces- 
sarily direetly by us with the contractors. What we have done is to 
tic ourselves up with our own red tape and so have not done the thing 
that was sensible to do. 

Mr. Mansrievp. I think there is a difference between John and me 
as to What defense support means. Let us take an illustration. There 
isa long lead time on planes. They will need replacement parts. Who 
is going to make those parts? 

The French, I would say, as an example, would be the ones who 
would be given the job to tune up their factories so they could replace 
these parts as they become wora out, and they could keep that plane 
in the air; otherwise we would have to do it, which is the most ex 
pensive—- 

Mr. Javits. Will you yield? 

Mr. MANSFIELD. Yes. 

Mr. Javits. Mr. Voorhees, you have not covered one other point 
that has been put up to us. That is the strain on the NATO econ- 
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omies attributable to the maintenance of the vastly increased defens: 
forces which results in a drain upon their civilian economies, and there- 
by reducing their standard of living, that in order to help them a litt) 
bit to maintain the standard of living we have to give them what i. 
called defense support, which is really to back up the civilian morale 

What do you think about that? 

Mr. Voorners. It seems to me you have to look at the situation as 
a whole in any one country. As General Eisenhower said in his 
report, there is no advantage in diminishing their very low existing 
standard of living. You can take certain of these countries, Britai: 
and France for example, and they are paying 30 to 33% percent taxes, 
something like that, with an income per person of something lik: 
$700, where we have an income of $2,000. 

They clearly have to maintain that present rate of living. All I am 
suggesting is that they could get along if they did not have to have 
this increased military effort. So our aid should be made in a way to 
enable them to maintain their economy and increase the militar) 
effort to the seale that is here proposed. 

Mr. Javirs. Will you support the proposition that if it is necessary 
to feed troops a million dollars worth of beans, which comes out of 
the civilian economy, that we should supply the million dollars worth 
of beans so that the civilian economy is not reduced by that? 

Mr. Vooruess. I think that is a perfect illustration of what could 
if necessary be included as ‘‘aid for a military purpose.”’ I think the 
aid has to be flexible under the law so that our people over there can 
provide what is the real thing that is nee led. 

Suppose the French effort should slacken. I think it might be a 
pretty good idea to have somebody hold back a little bit on the aid. 
I think vou cannot just give it to them and say, “Here is a lot of 
money,” and so on. I do not favor that. 

This kind of program, sir, according to my book, is a thing we have 
to sustain not only for this vear but for a further year. It has to 
have public acceptance or it is not going to be sustained. I think if 
it were put on the basis that we are talking about, where it is clear 
that it is aid for a military purpose, but where we interpret that 
reasonably broadly and where we get real value for our money, we 
would have a far greater public acceptance of the thing and so accept- 
ance of it by Congress. 

Mr. Mansrrevp. Did you finish your testimony? 

Mr. Vooruess. Yes. 

Mr. Mansrievp. In behalf of the committee, I want to thank you 
for a most interesting morning. The committee will meet at 2:30 
o'clock. 

Mrs. Botton. Is there to be no chance to question Mr. Voorhees? 

Mr. Mansriecp. If Mr. Voorhees wants to come back, we wil! 
open the meeting to him. With the consent of the committee, Mr. 
Voorhees, will you come back at 2:30? 

Mr. Vooruees. Yes, sir. 

Mr. Mansrre.tp. Thank you very much, Mr. Voorhees. 

(Whereupon, at 12:17 p. m. the committee recessed until 2:30 p.m. 


AFTERNOON SESSION 


(The committee reconvened at 2:33 p. m., the Hon. James P. 
Richards (chairman) presiding.) 
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Chairman Ricnarps. The committee will come to order. 
We will continue hearings on H. R. 7005. Mr. Tracy 5S. Voorhees 
was on the stand this morning and he will continue his testimony. 


STATEMENT OF TRACY S. VOORHEES, VICE CHAIRMAN, 
COMMITTEE ON THE PRESENT DANGER—Resumed 


Mr. Voornegs. I had finished entirely, Mr. Chairman, but Mrs. 
Bolton said she had some questions. 

Chairman Ricuarps. Mr. Morgan, have you any questions, at 
this time? 

Mr. MorcGan. No questions. 

Chairman Ricuarps. Mr. Vorys? 

Mr. Vorys. Mr. Chairman, I was talking with members of our staff 
about the possibility of a redraft of the bill and the law so as to get 
away from the rather confusing mix-up over the fact that we have one 
administration attempting to administer two or three different laws. 

In a chat with Mr. Voorhees, he said that he and his staff would be 
willing to attempt to make a redraft but they did not wish to do it and 
thrust it on the committee. I wonder if it would be proper for the 
committee to say that they would at least be glad to look at such a 
redraft? 

Chairman Ricuarps. I think so. The question has not been raised 
with me, but I certainly think Mr. Voorhees and his associates had a 
lot to do with some of the phases of this matter last year, with advising 
us, and so forth. If you will prepare such a draft, Mr. Voorhees, if 
you have time, we will probably have 2 or 3 weeks before we begin 
consideration of the bill itself and I would personally appreciate it. 
[ think the other members of the committee would appreciate it. 
Could you collaborate to some extent with our staff on that? If you 
wish, you might present a draft of your own in the way of suggestions. 

Mr. Voorners. Thank you very much. 

May I speak off the record for a moment? 

Chairman Ricwarps. Surely. 

(Discussion off the record.) 

Chairman Ricuarps. Mr. Ribicoff? 

Mr. Risicorr. No questions, Mr. Chairman. 

Chairman Ricwarps. Mrs. Bolton. 

Mrs. Bovrron. Thank you, Mr. Chairman. Mr. Voorhees, I have 
one or two questions. Could we go back to something you said 
rather soon aiter | came in? I was sorry, but 1 was down with Queen 
Juliana this morning at Mt. Vernon representing the Mt. Vernon 
Ladies Association. 

You were saying something about the placing of contracts in this 
country, if the Army functioned in this country, and then if they 
would place their contracts where we were having unemployment 
problems: do you mean specifically a thing like the situation in 
Detroit? 

Mr. Voorursrs. Yes. 

Mrs. Boiron. How can that be done when part of the trouble is 
the mismanagement relative to the turning from peace to war pro- 
duction and everything is in kind of a messy situation? Can the 
Army manage that? 

Mr. Voorness. I do not know that it can be done in a way that 
will help. All I tried to say was this: It seems to me that we as 
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Americans in this defense effort, and it applies to the contracts for the 
Defense Department as well as the contracts for end-item military 
aid, if those can be placed in a way, and I do not know whether they 

can, but if they could be placed in a way which would relieve unem- 
ploy ment, that that ought to be a first consideration. 

Mrs. Bourton. That would seem to make sense. 

Mr. Voornees. Then subject to that, we would want as far as 
possible to have these people overseas, as I tried to phrase it, make 
their own clothes and build their own airfields and merely have us 
give them funds for raw materials and other things thev need in order 
to do that job so that we do as little of it as possible at our expense 
and get as much value for the dollar as possible. 

Mrs. Boiron. I want to be sure that I understand you, that your 
general feeling would be somewhat along the lines that some of ours is, 
that the military as such do not know too much about how to handle 
production in Europe. 

Mr. Voorness. I was not in any way expressing criticism. 

Mrs. Botton. I do not mean it as criticism; but just as fact. 

Mr. Voorners. There are very strict laws which limit them. For 
example, unless they can get something 25 percent or something like 
that cheaper overseas they must “Buy American.” I have forgotten 
the details now——-but the primary thought in these laws is very 

roperly that we should buy our military equipment in this country 

herefore, the procurement experience and the procurement set-up, 
the whole thing is gearecd| to purchase in this countrv. They know 
the responsible contractors and so forth. It is, therefore, very much 
easier for the contracting officer to procure in this country and it is a 
natural thing for him to do. To procure overseas is difficult. It re- 
quires a separate organization. It is hard to do in the first place. 

These limiting laws which make very good sense here create diffi- 
culties over there and the plain fact of it is that there has been hardly 
any so-called offshore procurement in any substantial amount, up to 
60 days ago anyway. [| have not checked it in that interval. 

Mrs. Boron. You feel it would be helpful? 

Mr. Voonneers. Subject to the one consideration of the unemploy- 
ment here, ves, I do. 

Mrs. Botron. Of course. 

Mr. Voorness. It is obviously desirable where we have these 
countries that we are trying to aid and where, as General Eisenhower 
stated in his report, we have to key the economy on a sound basis 
or we cannot have any military effort, to help their deteriorated 
dollar condition. If they can earn dollars by producing something 
over there we do not have to give them the dollars and then also give 
them the tanks, too—tanks are a poor example, but these other things. 
We could be making many of our dollars do double service. That is 
all I was urging. 

Mrs. Botron. Then if we should join the two activities what would 
be the possible effect on the propaganda of the Kremlin which is 
exceedingly well done, which reaches deep into Russia itself, that all 
we think of is preparation for a fighting war. That that is what we 
are living on and that is what we are doing? Would this give them 
additional ‘evidence’ to use? 

Mr. Voornees. I doubt if the truth makes very much difference 
in their propaganda; but I think we have crossed that river already. 


BAW wi Tie RS oe 

















dh i RS 


a. 


MUTUAL SECURITY ACT EXTENSION 459 


The Marshall plan, in order to avoid that, made it very clear that it 
was not for military purposes; it was solely for economic strengthening. 
When we changed to the Military Security Act of 1951 and particu- 
larly now when the whole proposal is for military aid and part for 
defense support—which I say it is all for defense support in a real 
sense—we have notified them that all of the money we are appropri- 
ating for Europe is for the purpose of greater military forces. Doing 
it in a more effective way I do not think would aid their propaganda, 
but it might make an impression on them that it was undesirable to 
start a war. 

Mrs. Boutron. I do not know whether you have talked with any of 
the seven “Friends’”” who went to Moscow last summer, but I had 
occasion to dine with one of them last Tuesday evening. It was 
particularly interesting to me as it gave me opportunity to compare 
conditions as I saw them in 1945 when I was there. At that time few 
wore shoes, and all seemed very poorly dressed. Now they have shoes 
and decent clothes. Dr. Lonsdale gave us a vivid picture of the fear 
in the hearts of the Russian people, fear of the United States. They 
have been so fed this idea that it has become a very real factor in their 
thinking. Some way, we must find a way around this. 

Then I want to ask vou about the effect of our method of procedure. 
What effect will the present table of organization of the Mutual 
Security Act have on the position of our Secretary of State? 

Mr. Voornees. I certainly think that that is a thing that has been 
very thoroughly covered in a way which is wholly satisfactory to the 
Secretary of State because it was the Secretary of State who joined 
with the Secretary of Defense and Mr. Harriman in asking General 
Draper to take the job. 

The situation is that vou have three agencies or departments over 
here, State and Harriman’s and the Defense Department, and Draper 
is over there representing all three of them. ‘Therefore, since he is the 
representative of the State Department, and in political functions sub- 
ject to the direction of the State Department, and since it is satisfac- 
tory to the State Department, I think that is one of the few things we 
do not really have to worry about. 

Mrs. Boiron. I have had the question brought to me and I am very 
glad to have this in the committee record. Am I right in my under- 
standing that under section 109 (a), the Mission Chief of ECA ranks 
behind the Chief of Missions? In view of the reduced role of economic 
assistance and the greater emphasis on military assistance, should we 
delete that from the bill in our study? 

Mr. Voorners. Last vear, we went into that carefully. We have 
not thought of urging anv changing of it this vear. 

Mrs. Botron. Would there be a substitution made? 

Mr. Voornnrs. The ambassador in each country has to be the top 
man or he cannot be the ambassador. These others, the military, 
the Mutual Security representative, and so on, have to be technically 
junior to the ambassador, I believe, or I think our whole structure of 
relationship with those countries would suffer. It creates certain 
difficulties at times. 

Mrs. Boiron. But those are solvable, are they not? 

Mr. Voorners. I do not know that they are always solvable; but | 
do not know any better way to doit. It seems to me that it is inherent 
in the thing that you do have your ambassador the top man in the 
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country. In the Draper situation, it is covered because he is made an 
ambassador. 

Mrs. Boutron. Thank you very much, Mr. Voorhees. 

Mr. Vorys. Before you go, could I ask this: What do you think of 
the selection of a general to be the head of what was supposed to be the 
civilian council over there, to wit, Lord Ismay? Do you think that 
would be in line with your theory of the sort of organizational set-up 
that would be needed in Europe to check the military people, pre- 
sumably to take care of the civilian end of the military effort, or have 
you an opinion? 

Mr. Vooruers. I am afraid I do not have any opinion on that 
that would be of great value. I thought that the principal advantage 
of it was that it was a Britisher. We had had a pretty considerable 
argument about this North Atlantic Command here and the Med- 
iterranean Command, and the Americans were commanding so many 
things that it probably was a good idea to have a British citizen 
actually head NATO as Secretary General. I would, myself, not be 
afraid of the fact that he was or had been a general. The main thing 
is whether he can make that a really effective office. It is a new job; 
it is a difficult thing to make effective. I hope that it can be. I have 
thought that, as you know, it was very important to keep our sereen- 
ing group representing the United States where they would not get 
so tangled up in an international effort that we would not be able to 
get completely unbiased reports from them. 

Mrs. Botron. Mr. Chairman, when Mr. Vorys is through, I would 
like to ask one other question. 

Mr. Vorys. I am through. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Bouron. Have you any opinion about the change in our draft 
for this year’s bill between the 5 percent and the 10 percent of trans- 
ferability of money between the two programs? 

Mr. VoorHess. I am very glad that you asked me that. Of course, 
what I was recommending was that it should all be one program and 
be aid for military purposes and be entirely flexible, which would do 
away with that; but if that is not done, certainly the 10 percent is the 
minimum that ought to be allowed for flexibility because it is so hard 
to predict so far ahead. It might be possible to get things in Europe 
that would be much better to do than to get them here. On the other 
hafid, it is entirely possible that the thing might swing the other way 
if the Korean war should really end up and we have these production 
lines rolling, and we might be able to get things quicker here than we 
could over there. * just do not think we can forecast that well and | 
think that we need increased flexibility in every way. 

Mrs. Bovron. Thank you very much. 

Chairman Ricuarps. Before we continue down the line, I will ask 
those questions. I wanted to get the committee’s judgment about 
some sessions here in a little bit. 

Mr. Burueson. | have no questions, Mr. Chairman. 

Mr. Javits. No questions. 

Mr. Risicorr. May I ask one question? 

Mr. Voorhees, do you think that the Mutual Security Administra - 
tor’s staff abroad is too large, or could he get along more efficiently and 
effectively with a smaller staff? 
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Mr. Voorness. I cannot answer that question. What I know of 
it is this: They took over the ECA staff which had some very good 
people in it. The staff may have been larger than is now necessary 
for the new type of administration. I think that that has got to 
be considerably shaped up under General Draper if it is going to 
work well. I think it has got to head up to a considerable extent 
under him over there. 

| would think that we could probably do with a considerably 
smaller staff than the ECA had because they are going to be admin- 
istering very much less money over there than ECA was administering. 
However, what cuts they have actually made, I do not know. Some 
of the staffs in some of those countries were unquestionably too big 
a year ago. 

\{fr. Burteson. Mr. Chairman, as an afterthought, may I ask one 
question? I understand that books and publications which have been 
sold in foreign countries have been cut out by recommendation of 
the President in his report. Is that true? 

Mr. Voornrgs. You mean—— 

Mr. Burteson. You remember that we have had a pregram for 
the sale of periodicals and other publications and that the proceeds 
went into a particular fund. What do you call that fund? One 
percent was given back into this fund for its support. 

Mr. Vorys. You mean the guaranty program? 

Mr. Burueson. I understand that feature has been cut out. 

Mr. Voorness. I am sorry, but I have no information about that; 
I do not know. 

Mr. Burueson. I will have more information about it before I ask 
the question again of any other witness; but I thought possibly you 
would be familiar with it. I understand that this venture has actually 
made a profit of some $100,000 or more. One percent is reserved 
and it is the only thing in this outfit of which 1 know that has made 
money——so | am all for anything that will make money, aside from 
the supposedly propaganda value. 

Mr. Buttock. Was it the Informational Media Guaranty’ 

Mr. Burieson. That is it. 

Mrs. Boiron. I do not blame you for not knowing it. 

Mr. Vooruers. It is my understanding that ECA had its own 
informational program and then we had the State Department 
program and that Mr. Harriman has merged these into one. At least, 
that is in process at the present time. So we have one information 
program instead of two, but I know nothing further about it in detail. 

Mr. Burteson. The provision was in the 1951 measure and as I 
understand it the President has made recommendations that it 
should be dropped. I understand in his report that it was not included 
io be carried on in this year’s program. 

Now, Mr. Chairman, at some place along the line I would like 
information as to the financial status of this program, whether it has 
made money, and what the reasons are for dropping it. From what 
| have observed in other places, not in Europe, all those informa- 
tional centers are rather popular. Certainly, the reason it is carried 
on is for the propaganda value, informing the people about America. 
Aside from that, it has made money and it seems to me it is a pretty 
important part of this thing. So at some place down the line in the 
hearings, Mr. Chairman, I would like to have that matter developed. 
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_ (The following information has been supplied by the Mutual See.- 
rity Agency: ) 


MSA InvrorMATIONAL Mepta GUARANTIES PROGRAM 


Section 111 (b) (3) of the Economic Cooperation Act of 1948, as amended, 
and section 520 of the Mutual Security Act of 1951 authorize the Director for 
Mutual Security to guarantee the convertibility into United States dollars of 
foreign currencies received by American enterprises producing or distributing 
informational media in countries covered by the Mutual Security Act. The 
authority was designed to encourage the commercial export of United States 
books, periodicals, motion pictures, and other forms of informational media 
consistent with the United States national interest to areas where sales by United 
States exporters would normally be hampered by currency convertibility restric- 
tions. The program, although contributing to the Government’s general foreign 
informational policy, is distinet from the direct informational activities carried 
on by the State Department and the Mutual Security Agency. 

As of March 31, 1952, the Director and his predecessor, the Administrator for 
Economie Cooperation, had issued informational media guaranty contracts aggre- 
gating $12,376,461 ($2,504,168 to date in fiscal vear 1952), broken down by) 
countries as follows: Austria, $236,788; France, $159,390; Germany, $9,741,104, 
Italy, $83,295; the Netherlands, $1,929,684; and Norway, $226,209. The Direv- 
tor, as of March 31, 1952, had made payments of $5,898,001 under these guaran- 
ties from public debt moneys and from the $191,240 of fees charged guarantied 
investors, at the rate of 1 percent per annum on the principal amount of th: 
outstanding guaranties (the fees exceed 1 percent of the principal amount of 
guaranties issued as the guaranties frequently extend for periods greater than 
1 year. The local currency of each country for which such payments are made 
is transferred to the Treasury and made available for United States adminis- 
trative expenditures in the country. The program’s administrative expense- 
are not paid from the fees but from appropriated administrative funds. 

The Mutual Security Act of 1951 authorized an extension of the geographica! 
scope of the program to countries not covered by the Economie Cooperation Act 
of 1948. Agreements have been entered into to extend the program to the 
Philippines and Yugoslavia; it is anticipated that about $2,500,000 of guaranties 
in the Philippines and about $500,000°in Yugoslavia may be issued during the 
remainder of this fiscal year, chiefly to United States publishers of textbooks and 
scientific works. Negotiations for further extension of the program are in process 
with Israel, India, Burma, China, and Pakistan. 

In his letters dated March 27, 1952, to the chairmen of the House Committe: 
on Foreign Affairs and the Senate Committee on Foreign Relations, the President 
stated pursuant to section 502 (ce) of the Mutual Security Act of 1951, that the 
informational media guaranty authority was not necessary to enable the Director 
for Mutual Security after June 30, 1952, to carry out his duties under the Mutua! 
Security Program. The informational benefits of the program were thought to 
be of a general kind and not in direct support of the more specific objectives of the 
Mutual Security Program. However, the President’s letter, recognizing the 
general desirability of the program, stated that there will be submitted for the 
consideration of the Congress a request for authorty to enable the Government 
to carry on this function. 

Chairman Ricuarps. If you will remind me, I will talk it over with 
you and we will find someone to develop that for us. I think we can 
get that somewhere down the line. 

Thank you very much, sir; we appreciate your coming down. You 
made a real contribution. 

We have one more witness, Mr. Southard. Is Mr. Southard here? 
We could hear Mr. Dorr at a little later date. 

Have you a prepared statement? 

Mr. Dorr. No; I just wanted to make a very few observations on 
certain aspects of it which were developed in the hearing. 

Chairman RicHarps. Suppose we go to you now. 
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STATEMENT OF GOLDTHWAITE H. DORR, COUNSEL, COMMITTEE 
ON THE PRESENT DANGER 


Mr. Dorr. I will not be very long. 

First, I will just say that I have had an interest in defense matters, 
particularly foreign defense, for over three previous wars. 

Chairman Ricuarps. The reason I said that was that we did not 
have you scheduled for this afternoon. 

Mr. Dorr. Please don’t let me interfere; but 1t would just take a 
few minutes. 

Chairman Ricuarps. Will you please tell the committee whom you 
represent? 

Mr. Dorr. 1] am here as a member of the Committee on the Present 
Danger, and worked on the statement which was submitted here 
last vear and in preparation for our appearance here at this time. 
| will say that I have had something to do with defense matters in 
our foreign wars in that I scrubbed decks and shoveled coal in the 
Navy blockade in the Spanish American War, in the World War. Thad 
the pleasure of being associated with Mrs. Bolton’s husband who, at 
that time, was Assistant Director of Munitions, and in the last war 
had the pleasure of serving as Special Assistant to Secretary Stimson, 
and have done various odd jobs since. I have no connection with the 
present Korean war except as observer. 

The reason I should like to say a few words is because of observa- 
tions which I made over in Europe a year ago about this time and 
those which IT made recently. They stem back to what seems to me 
to be a basic decision which Congress made in the 1951 act, which 
grew out of earlier decisions. That decision was that it was in our 
interest, in the common interest, that there should be larger scale 
armed forces furnished by our European allies, which they were ready 
and desirous of furnishing, than their own resources would make 
possible for them to supply. ; 

That was the basic theory of the 1951 act and I take it that is the 
basic theory of the present proposal. So we start out with that 
situation and then we get to the question: How are we going to 
determine what the extent of those resources which we are to furnish 
should be and what assurance have we that our action is going to 
work out soundly in our interest? 

On that, it is very important that action under the North Atlantic 
Treaty be so organized that there be a common plan which the 
Congress can see and other legislative bodies can see, so that they 
can each look at it as a whole and in conjunction with the particular 
segment which it is proposed each will pay or furnish. Congress 
indicated the importance of that back in 1949 in the First Mutual 
Defense Assistance Act when they called for such a common plan for 
defense. There have been efforts made constantly since then to try 
to work out techniques for arriving at that. 

The thing that I want to call attention to is to the striking progress 
that has been made in this last vear over the machinery for domg that 
previously existed. As I observed it last year, I saw devoted and 
able men laboring to carry out their task under a set-up which con- 
stantly created obstacles, not merely to the execution of it but to 
the effective formulation of anv such plan. 
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In the first place, the North Atlantic Treaty Organization in London 
was far removed from SHAPE in Paris. There was no effective 
liaison between them. In the second place, that North Atlantic 
Treaty Organization was such that it did not have the continuous 
operation which the reorganization now makes possible. 

Secondly, it was scattered physically. As to defense production, 
they had a committee in London. But while this was tied up with 
economics, the Committee on Economic Practicability was in Paris. 
The people who were determining end items and military items were 
in Heidelberg. All of that during this past year is changing into a 
coherent organization centering in Paris. It is the kind of thing 
which Congress had demanded should be done. 

In addition to that, in our own functioning, again Congress lasi 
vear demanded and properly demanded unified action so that we 
could bring to bear on our part in the determination of the common 
NATO plan a unified and effective effort. 

Now, that has been accomplished in the first place by appointment 
of the Mutual Security Director and in the second place, and I think 
most important, by the designation by the Mutual Security Director 
and the Secretary of State and the Secretary of Defense of the same 
man who will be their personal representative on the ground to make 
these decisions on the ground and also to be in the position to bring 
to bear their united views in the interest of the United States in con- 
nection with the NATO Council; also, to work closely in conjunction 
with General Eisenhower. 

Now, in that, if I may refer to it, a technique has been adopted 
which Mrs. Bolton’s husband and I had something to do with on a 
very small scale in the First World War. There was a question 
there of the Navy Department and the War Department working 
together on certain common things which were difficult to arrive at. 
We solved it very effectively by Reuiae the same man, the personal 
representative of both the Secretary of War and the Secretary of the 
Navy; and the thing functioned. And the same way with Mr. 
MeCloy in Germany. The question came up as to whether he should 
represent the State Department merely in Germany or whether le 
should also represent ECA. It was obviously difficult to get the 
proper coordination in Germany unless there was one man who 
brought to bear his intelligence and his decision on the whole task. 
Again, this technique was adopted, and | may say that the same 
situation was worked out in the important fields in the war effort 
during the last war in the setting up of the Services of Supply of the 
Army which also reported to Secretary Patterson on the procurement, 
the procurement end, and to Secretary Marshall on the military aspects 
of supply. It is an odd technique but it works. I do not say it is the 
kind of thing you can have ordinarily, but in an emergency of this 
kind, a matter of complexity of this kind, it does seem to work. 

Now, the next thing is that during the same period there has been 
a plan worked out with which you are all familiar, the Lisbon plan. 
That again is predicated on the principle, the basic decision which 
Congress has made, namely, that we do want larger forces than the 
resources of these countries would otherwise make possible. In 
formulating that plan, everyone laid on the table his economic and 
military situation for mutual criticism by each other and by us of 
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the economic practicability, as matched with the military desirability 
of what each could do. 

You have had a plan emerge. In making it they had to take some 
bogey, so to speak, as to what the extent of our country’s contribu- 
tion would be so that it would be possible to figure what armed forces 
the European nations could furnish from their own resources with this 
supplement from ours. It was difficult to know exactly what our 
contribution should be. But what was done was to figure out what 
troops could be furnished and equipped if Congress did see fit to fur- 
nish the same amount it did last year. Of course, Congress is in no 
way bound, any more than the legislatures of other countries were 
hound to accept the resulting plan or the particular part we or any 
other nation is to play in it. However, | think we have to remember 
that our proposed segment was what Congress had done last year, 
and it was assumed it would do the same thing. We must remember 
that if we depart from that amount of contribution the number of 
troops to be provided will change. If you revise it upward, no doubt 
the proposed European forces could be increased. If you revise it 
downward, no doubt the proposed increase of armed forces would 
almost inevitably be less. 

How about the fairness of respective contributions? Should the 
European nations devote more of their resources to military expendi- 
tures? 

Now, one thing in connection with the contributions which other 
nations are making. The expenditures which the other nations have 
to make, like our own, have to come in some way out of their per 
capita income and their national production. There is no other place 
to get it. 

In considering whether on the face of it, it would seem practicable 
for them to increase those expenditures, perhaps it is worth while to 
look at certain things. The average consumption, per capita con- 
sumption of the 12 NATO nations appears to be turning it into dollars 
on Official rates, about $376 per capita. Now 

Mr. Vorys. Could I say, Mr. Dorr, we have been over and over 
that a number of times, you know. 

Mr. Dorr. Don’t let me take your time. But if | may, I just want 
to add one thing and that is that it is a little difficult to suggest further 
expenditures should come out of that $376 per capita consumption. 
| think our per capita consumption is $1,308. 

Now, as to non-Government expenditures, we make about $155 
per capita and the 12 NATO nations about $45 per capita. Perhaps 
something could be cut out of those, but that is difficult. But here is 
a plan which was worked out carefully and is now before you. Let us 
turn to the other phase of it. Assuming that some provision is going 
to be made, then by what method are we going to apply this con- 
tribution from our resources? That is the point Mr. Vorys raised 
this morning. A certain part of our contribution can best be supplied 
by “end-items’’ made here. This is the only place you can get certain 
of them in time. Another method is by offshore procurement, the 
importance of which I would emphasize. But we have to recognize 
that there are very definite limitations on this method. It can be 
done effectively, we believe, in Italy and probably in France, and 
certainly in Germany and perhaps in England. But there are definite 
limitations on how far that can go. But you cannot overemphasize, 
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to my mind, the importance of doing it as far as practicable and getting 
yourself in shape to do it flexibly. 

There are other ways, other methods, of applying parts of our con- 
tribution. In order to make up this necessary addition to their 
resources from ours, if they are to increase their armed forces as 
proposed, we might take over contracts which those countries make 
for “hard items,” or for soft items, for equipment of their forces, if the 
terms were satisfactory to us. We might furnish raw materials neces- 
sary for the production of items for the use of their armed forces or 
otherwise necessary and which they otherwise would be unable to 
pay for in the balance of payments. 

There are certain situations in which it may be highly desirable to 
have flexibility in the use of these methods and other methods so 
that you can put out fires when they arise from unexpected sources. 

I do not think anvthing else shows the importance of the flexi- 
hilitv that Congress gave last year, by allowing 10-percent shifts 
from one form of aid to another, more than what occurred in England. 
You will remember that a vear ago England appeared to be and 
thought it was in a position to make increased military expenditures. 
It thought that it was in the clear and would not need anything from 
us. It proceeded on that theory. I may say that in our report last 
year to you gentlemen we pointed out that we doubted whether that 
was going to prove to be the case. They did in fact overestimate 
their situation. They found themselves in a situation which was bring- 
ing them to the brink of financial disaster. If it had gone further it 
would have tended to dry up not merely the possibility of increased 
military expenditure but it would have tended to impair their ability 
to continue what they were already spending. 

Now, by reason of the fact that of that flexibility of 10 percent, 
as I understand it, we were able to do something toward putting out 
that fire this year by making raw materials available and so forth, 
so that they could meet the balance of payments and preserve the 
functioning of their monetary system in foreign trade. At that, they 
had so overestimated their ability to go ahead with larger military 
expenditures that they have had to stretch out the application of their 
stepped-up military program for an additional year, but at that, 
they have had to cut back any investment except that which goes 
directly to defense expenditure. And so they have had to postpone 
the day when they can so enlarge their productivity as to be able to 
take care of a larger military expenditure. 

Now, to my mind that illustrates the importance of having some 
provision in here for exercising that fire department function when, 
as in the case of Britain, it arises through unforeseen circumstances. 
If currency is going bad that tends to contract the whole economy of 
the country. It tends to reduce even ability to perform what it has 
been performing militarily in the past and certainly to prevent the 
increase of their forces which they have proposed. 

Now that, I think, is all that I wanted to bring to your attention 
except, perhaps, one thing. I did have a chance overseas to observe 
the efforts which are being made to secure unity in action through 
this single representative that has been set up for these matters in 
Europe. I did have a chance to see some of the actual workings of 
those efforts. I must say that I think it would have enormously 











ee ee 











dun tea Akasa 


MUTUAL SECURITY ACT EXTENSION 467 


cratified this committee to see some of the fruition of their work in 
the Mutual Security Act of 1951. 

Second, to my mind, what I observed has emphasized to me that 
whether the set-up you provided in that act works or not is going to 
depend on the extent to which the task under that act can be done, 
is the extent to which the present excellent system of delegation of 
authority to a single representative in Europe is maintained and 
supported and the extent to which the programing and unified admin- 
istration is centered on the spot in Europe in close association with 
SHAPE and NATO. 

Chairman Ricuarps. Thank you very much, Mr. Dorr. 

(Discussion off the record.) 

Chairman RicHarps. Our next witness is Mr. Frank Southard, 
Director of the International Monetary Fund. 

Several of the committee members wanted to ask you a question 
or two. 


STATEMENT OF HON. FRANK SOUTHARD, JR., UNITED STATES 
EXECUTIVE DIRECTOR, INTERNATIONAL MONETARY FUND 


Chairman Ricuarps. Do you have a prepared statement? 

Mr. Sournarp. | have no prepared statement. 

Chairman Ricuarps. Thank the Lord for that. 

Mr. Javits, I wanted to call on you. You wanted to ask a few 
questions? 

Mr. Javirs. Yes, sir. 

Chairman RicHarps. What is your position, sir? 

Mr. Sournarpb. I am Director for the United States on the fund. 

Chairman Ricuarps. United States Director on the International 
Monetary Fund. 

Mr. Javirs. Do you hold any other position in Government? 

Mr. Sournarp. I have the title without salary, Mr. Congressman, 
of special assistant to the Secretary of the Treasury. 

Mr. Javirs. Your main duty, then, is as American Director for 
the fund. 

Mr. Soursarp. That is right. 

Mr. Javirs. Are your activities under the control of the National 
Advisory Council on International Monetary and Financial Problems? 

Mr. Sournarp. I take my instructions from that body. 

Mr. Javirs. You cannot perform any major act unless they permit 
it? 

Mr. Sournarp. That is right. 

Mr. Javrrs. Can you tell us what the resources of the fund are in 
gold and in dollars? 

Mr. Sournarp. The gold holdings at the end of January, in round 
figures, were $1,530,000,000. 

Mr. Javirs. And in dollars? 

Mr. Sovrnarp. The dollar cash on hand was approximately $30 
millign. The fund’s holding of noninterest-bearing notes of the 
United States Government were approximately $1,280,000,000. 

Mr. Javrrs. What is the total of other hard currencies, other than 
dollars? 

Mr. Sournarp. Mr. Congressman, I shall have to calculate that 
and read it into the record later. 
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Mr. Javrrs. Will vou do that and give us an estimate as a basis for 
questioning? 

(The information referred to is as follows:) 

The total of holdings of other fullv-convertible currencies at the end of Januar 
1952 was approximately $300 million. 

Mr. Sovrnarp. The principal holdings would be Canadian dollars 
and Mexican pesos. Next to the United States, they are the two 
largest members with convertible currencies. 

‘he fund helds almost no actual cash on hand other than United 
States dollars in hard currencies; but it does have noninterest-bearing 
notes of the roughly six other countries with convertible currencies 
Canada is the largest, and the fund holds $247,000,000 of Canadian 
dollar noninterest-bearing notes. 

Mr. Javirs. What would you say in round figures? 

Mr. SourHarp. $300,000,000. 

Mr. Javits. What would you say was the amount of hard-curreney 
capital which the bank has, gold dollars, which the fund has—gold 
dollars and similar currency? 

Mr. Souruarp. The total of all that? 

Mr. Javits. In round figures, and you can correct it when you get 
the record. 

Mr. SourHarp. Let me see; something around three and a half 
billion. I would like to correct the figure in the record. 

[At the end of January, the total was approximately $3.1 billion.| 

Mr. Javirs. Surely. Now, how much business did the bank do up 
to some feasible termination date in terms of the year? As I see it 
from your statement, your year ends April 30, 1951. I do not know 
whether you have the figures for April 30, 1952, but if you have them, 
I wish you would give them to us. 

Mr. SourHarp. You want them for a 12-month period, the last 
12-month period? 

Mr. Javits. Some rounded period. 

Mr. Sournarp. I| could take the calendar year, 1951. 

Mr. Javirrs. All right. 

Mr. Sournarp. The fund had drawings of about $37 million during 
that year. ! 

Mr. Javits. And—- 

Mr. Soutuarp. Just at the beginning of this vear it had one draw- 
ing of $37.5 million by Brazil. 

Mr. Javits. You would not call that an appreciable amount of 
business, would you? 

Mr. SourHarp. No; I would not. 

Mr. Javirs. As I see from your annual statement of income and 
expense for the year ending April 30, 1951, your total expenditures for 
current administration was $4,372,000, and your total income was 
something in the area of $2 million making the excess of expenditure 
over income for the period of $1,926,851. Are your operations for 
the fiscal year ending April 30, 1952, likely to show a much different 
result? 

Mr. Sournarp. The deficit will be smaller because the scale of 
interest charges on outstanding drawings goes up. 

Mr. Javits. There will be a deficit? 
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Mr. Sournarp. There will be a deficit, around a half million dollars 
less. 

Mr. Javrrs. As the American Director of the fund, how much have 
we got tied up in this fund in terms of dollars and gold, aside from non- 
interest-bearing notes? 

Mr. Sournarn. Our gold contribution was $687 million. There 
have been drawings in United States dollars of approximately $726 
million. 

Mr. Javits. In total, it is what, about a billion and a half? 

Mr. SourHarb. Yes, but about half in the form of our gold rather 
than in dollar drawings. 

Mr. Javirvs. Now, Mr. Southard, what can we do with these two 
international institutions, the fund and the bank, to heip us to carry 
some of the burden of economic reconstruction and development in 
the free world which today is not being carried at all or is being 
carried inadequately in this Mutual Defense Assistance Program, and 
| think we are getting to a dangerous point in the program of out- 
weighing economic aid so greatly by military aid as to very seriously 
impair ability to wage the offensive against communism as compared 
to the defensive. Can you help us; can you advise us as an American 
official of an organization we have never called before? 

Mr. Sournarp. I am not qualified to speak on the bank, Mr. 
Congressman. I understand you are in touch with the United States 
executive director of the bank. 

Mr. Javirs. I hope the chairman will consider your testimony so 
worth while that he will call somebody from the bank. 

Mr. SourHarp. Mr. Congressman, | will do my best to answer the 
the question, but might I start off in my own way to indicate how a 
dollar drawing on the fund is financed on the United States side, and 
what | myself feel fund drawings or the resources of the fund should 
be expected to do in the kind of world we have. 

You referred, Mr. Congressman, to the amount that the United 
States has had tied up in the fund and you have also referred to the 
fact that in the last 12 months, and, indeed, the last 2 years, the 
drawings on the fund have not been very large. The United States did 
contribute 25 percent of its total quota of $2,750,000,000, in gold. 
That gold along with all of the rest of the gold, becayse the other 
countries contributed slightly more than we did to make up the total 
of $1.5 bilion—all of that gold sits in the vaults of fund depositories, 
most of it in New York. 

The dollars, as you know, were contributed in the form of non- 
interest-bearing notes. The Treasury does not have to find actual 
dollar cash out of either tax revenue or borrowings until the day when 
the fund notifies the Treasury Department that it has an immediate 
need for dollars. 

If, for example, with the fund’s actual balances of dollars down to 
about $30 million, we have a drawing from Brazil, as we have just had, 
of $37% million to help them deal with a wheat problem, the fund 
would hand over to the Treasury $37 million worth of noninterest- 
bearing notes to be canceled and actual United States dollars made 
ivailable to the fund at the Federal Reserve Bank in New York. 

So the roughly $1.2 billion in United States noninterest-bearing 
dollar notes which the fund holds are tied up only in the sense that the 
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fund has the right to draw on those and demand dollars if it does 10 
wish to sell its gold in order to get dollars. 

Now, during the 5 years of its existence, the fund has made tota! 
dollar advances, as I have indicated, of roughly $725 million. A good 
deal of that, just before the ERP was approved by the Congress in 
1948, went to Europe. Some of it has gone to India; a fair amoun: 
of it has gone to Latin America. 

From the very beginning, the Congress provided in the law that you 
have cited that in its view the fund’s operations were to be stabilizs 
tion operations. Section 13 of the Bretton Woods Agreements Ac; 
provides: 

(a) The governor and executive director of the fund appointed by the Unite! 
States are he ‘eby directed to obtain promptly an official interpr ‘etation by the 
fund as to whether its authority to use its resources extends beyond current mor: 
tary stabilization operations to afford temporary assistance to members in con- 
necti>n with seasonal, cyclical, and emergency fluctuations in the balance of pay- 
ments of any member for current transactions, and whether it has authority | 
use its rescurces to provide facilities for relief, reeonstruction, or armaments, or 
to meet a large or substained outflow of capital on the part of any member. 

(b) If the interpretation by the fund answers in the affirmative any of the que 
tions stated in subsection (a), the governor of the fund representing the Unite 
States is hereby directed to propcse promptly and support an amendment to the 
articles cf acreement for the purpose cf expressly nevativing such interpretation 
The President is bereby authcrized and directed to accept an amendment to tha’ 
effect on behalf of the United States, 

An official interpretation by the fund was secured in accordance with 
the manifest wish of the Congress. 

Congress at that time was disturbed for fear the fund might in 
effect make long-term loans or make granis of money or engage i) 
rehabilitation activities or armament activities or economic develop- 
ment activities. {t clearly was thought to be a function of the bank 
to make long-term loans. But it was also clear that the Congress 
thought that the fund should specialize in stabilization operations. 

Now I should say that in my judgment that is what the fund has 
tried to do and what I believe it is in the United States interest for 
it to do. In other words, if a country has a genuinely short-term 
balance-of-pavyments problem arising out of a temporary difficulty, 
and not a so-called fundamental disequilibrium which involves the 
necessity of some basic readjustment in its economic structure, fhen 
the country might expect sensibly to borrow from the fund short-term 
in whatever currency it needs (but unhappily, as we all know, they 
all need dollars) and expect that as the short-term difficulty corrects 
itself, it would be in a position to repay the fund. 

Typically, of course, a short-term difficulty could bé a seasonal 
problem. A lot of countries have their crops moving in one time of 
the vear when they get a lot of foreign exchange; at another time of 
the year there may be deficits. Or, to take another example, a coffee 
country may hit a dry spell or a drought and practically its whole 
dollar-earning asset may be gone for a season. It is then sensible to 
draw on the fund because if there is any luck in the weather, in a 
couple of vears the country could, with economy, pay it back. 

Take the recent case of Brazil. Brazil normally gets part of its 
wheat from Argentina, quite a good deal of it. since Argentina is right 
next door. The Argentine crop has largely failed. So to meet this 
unexpected dollar need, Brazil has drawn on the fund. 
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Now, in Europe, I believe that there has been, in the last few years, 
practically no opportunity for what I would call a stabilization 
: operation. 

od : I think the fund’s inactivity elsewhere has been largely due to the 
fact that a great deal of the rest of the world in the last 2 vears has been 
having a boom, In consequence, their reserves have been such that 
they have not needed to borrow short-term. That situation could shift 
and we could find a considerable demand on the fund. 

Mr. Congressman, that leads me to say that while I feel that there 
can be opportunities in Europe for the fund, I think it is very difficult 
to forecast the extent to which, within the roughly 3 to 5 vears, with 
5 years as the outside period, which we think a fund drawing should be 
outstanding, Europe is going to present us with that kind of situation. 
> JIwould not venture to “predict that any considerable volume of fund 
# drawings by European countries could be expected. 

j Mr. Javirs. It is a fact, is it not, that the fund was designed for a 
much more normal world in terms of trade than we have today? 

Mr. Sournarp. Yes, I think it was. 

4 Mr. Javirs. That is primarily the reason why the fund is being so 
he little utilized as you yourself stated. Is it not a fact, too, that “the 
amount of money which I call tied up in the fund represents credit or 
dollars which could be used for other purposes? 

Mr. Sournarp. The gold could be taken back from the fund by 

the United States by cutting its quota down, obtaining, shall we say, 
' $25 million in gold for each $100 million reduction in its quota. I 
o ' personally think that the effect of that on the fund would be serious, 
n - and I would be glad to go into that if it is thought relevant. 
4 So far as the non-interest-bearing dollar notes are concerned, the 
k fund does not have the power to make advances to other institutions, 
- such as its sister, the bank. It has power only to permit drawings by 
' members. ‘The only way I could see for the United States to use any 
oo part of that $1.2 billion in non-interest-be “aring notes would again be 
ne to reduce its quota of the fund, thereby canceling that contingent 
. claim on the Treasury and possibly, therefore, starting in to do some- 
| thing in some other direction. 

Mr. Javirs. Mr. Southard, is it not a fact that the resources of the 
fund, if the fund’s articles of agreement permitted, could be uti.ized the 
same way as the resources of ‘the International Bank are utiized? 

y Mr. Sournarp. If the articles were modified, they could be used 
> = for purposes other than those now defined. 

Mr. Javirs. So in that sense there is a pool of capital which is not 
being used which could be used for the same purpose as the bank’s 
capital; that is correct? 

Mr. Sournarp. I would agree, if the articles were modified. 

Mr. Javirs. Now, as I understand it, the bank and the fund, have 
been under fire, have they not, in the United Nations? 

Mr. Sovrnarp. The fund has been criticized for being relatively 
inactive in the field of drawings. 

Mr. Javirs. Has our Government given any consideration to a new 
international conference to decide what to do about the fund? 

Mr. Sournarp. I would say that we have not, Mr. Congressman, 
because, although the fund’s resources have been re atively” inactive, 
we have not felt that there has been a w asting of money. 
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The non-interest-bearing notes which we have given te the fund «o 
not in and of themselves tie up any Treasury funds. All that is tiod 
up is our part of the billion and a half in gold which countries have co.- 
tributed. We think the fund has a role, an important role, in addition 
to making cash advances to countries. We also think that it has beo, 
useful in making cash advances. I believe that it is going to be more 
useful in this respect, that there are going to be more advances as thie 
years go on. The members of the fund, in Latin America, in th). 
Middle East, and elsewhere in the world, in addition to Europe, count 
on being able to turn to the fund when they need short-term foreigi- 
exchange resources in situations contemplated by the fund articles, 
Moreover, we attach a great deal of importance to the fund articles as 
a code of fair practice in the foreign-exchange field which, granted it is 
an exceedingly difficult field considering the kind of world we are 
living in, is a code of fair practice which we have never had before and, 
I think, myself, will never have again if we let this one go. 

The fund in that field will be just as strong as the set can mak: 
it and as the times permit. I do not think there is any hope of main- 
taining that code of fair practice and of maintaining the technica! 
assistance and advice that the fund gives to many of its members. 
such as some of the Latin-American members, who have turned to it 
for financial advice, unless we have alongside of it a pool of money on 
which they can draw if they really need it. I think that we are to |» 
congratulated for not having allowed unnecessary drawings on the 
fund in a time of full employment, a time of boom, in the world, and 
to be able to say now that the fund can be more active when the tine 
comes when many countries in the world can legitimately make use of 
its facilities. It has 50 countries as members; they are not all NATO 
countries. 

I am speaking freely, Mr. Congressman, as the United States direc- 
tor of the fund. It is my job to do the best I can for my own Govern- 
ment, and I am here to indicate to you what I think the fund can do. 
We have the International Bank, an international agency for long- 
term loans. We have the Export-Import Bank, a United States 
agency, Which has placed its major emphasis on long-term loans. The 
fund, it seems to me, has its place in the short-term field. It represents 
a new idea. I think it is going to take a lot of experiment and a lot of 
patience to work out the opportunities in that field. But, in the 
meantime, the only thing that is really idle is the gold and that is th: 
fund’s basic resource. 

If we recapture any part of our quota | think it would be such a vot: 
of nonconfidence by the United States that the fund would not sur- 
vive because we are regarded as the leader. If we reoriented the fund 
too much, for example, by getting it out of the short-term field, | 
would fear then that we might miss our opportunity to hammer awa) 
in this exchange field which is so difficult to handle. 

Mr. Javirs. You would agree there is a large demand for develop 
ment or other loans and there is a very small demand for the financia! 
operations of the fund? 

Mr. Sournarp. That is right, Mr. Javits. 

Mr. Javirs. Do you not agree with me, therefore, as an American, 
that we in the Congress at the time when we are considering large 
appropriations for overseas aid, which are being made largely because 
there is no other place for these countries to get the money; that w: 
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ought to consider seriously to recapture of a source which could be 
utilized for that purpose and to reduce the burden of the calls on us? 

Mr. SourHarp. I think you have to consider that, Mr. Congress- 
man. IL hope you would also consider what it might cost to an insti- 
tution which I think is also useful to the United States. 

Mr. Javits. Would you agree with me on my principle, that just 
as we should be bird dogs in cutting off any branch of the United 
States establishment in Washington that is drying up, we ought to 
be just as keen to do it with an international agency that might be 
drying up? 

Mr. Sournarp. That is right. 

Mr. Javirs. I would like to bring that to the attention of my 
colleagues and to the attention of Congress. 

You say the fund ought to be continued and you give your reasons, 
and perhaps the Treasury will give more reasons. It seems to me the 
condition of the fund’s business for the last few years certainly 
indicates we have to think about it. Would you agree that we ought 
to take a new look at it? 

Mr. Vorys. Will the gentleman yield for a minute? 

Mr. Javrrs. I yield. 

Mr. Vorys. You know, as I sit here it sounds to me as if we got up a 
fire department 5 years ago and gave it a whole lot of equipment and 
then so many fires started up that this fire department thought, ‘Well, 
the important thing for us to do is not put out the fire, but save the 
equipment. If we go to the fires, we will wear out the tires and use up 
the gasoline.”” We have gone through 5 years of the damndest time 
the world has ever seen. We have seen these countries talking about 
the balance of payments in dim distant days of Bretton Woods, when 
we were told that the bank and fund were the answer, the answer to 
prayer for the whole world. 

We heard about this balance of payments. I thought I knew what it 
meant. Here are two agencies, the bank and the fund, that have sat on 
their you-know-whats for 5 years, the reason being, not that there is 
not a tremendous problem in their field, but because they say, “If 
we attempted to solve the problem it might cost the United States 
and the bank some money.” 

For the life of me, sitting here listening to this colloquy, you have 
not given me any reason for the past, present, or future of the fund’s 
existence. That is an exaggeration. 

Mr. Sournarp. I hope so. 

Mr. Rretcorr. Off the record. 

Chairman Ricnarps. This will be off the record. 

(Discussion off the record.) 

Mr. Sournarp. Could I comment, Mr. Chairman, on that? 

Mr. Vorys. It was a question, not a statement. 

Mr. Sournarp. There were moments when I thought you might be 
on my side, and others when I could see you were not. 

Mr. Chairman, I would like to say two or three things. I have now 
spent about 3 years as the United States director of the fund. Before 
that I spent a year in the Treasury seeing these problems from that 
end. I have been watching the fund or in it during most of the period 
in which it has been active. 

First, let me say there has been, outside of the United States, a 
very considerable sentiment, right from the beginning, in favor of the 
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fund being an automatic institution; in other words, the countries 
would be able automatically to draw 25 percent of their quotas eacl, 
year, but that they would repurchase only according to the provision 
in the articles which, in effect, provides that if their hard reserves 
increase, roughly half of that increase is used to pay back the fund. 
If there is no increase, you wait and see what happens. Once you get 
to a maximum interest rate, you sit down and discuss the possibility 
of repurchase. - 

I am satisfied if that principle had prevailed, that all of the dolle rs, 
all of the gold, all of the other convertible currencies such as the 
Canadian dollars, the Mexican pesos, the Cuban pesos, together with 
all the other currencies such as the Brazilian cruzeiro which could 
have been used in recent years, to the total amount of the quotas 
that the dollar area had paid in, would have all been gone at the end 
of 4 years of activity. 

That policy would have been the easiest one in the world to follow, 
We could have shown great activity and we would have been sending 
the live equipment out in every direction. The tires probably would 
have been well down to the cord, and the mains would have been dry. 

That is not to say you would not have gotten anything back. But 
at the same time, it was the judgment of the executive branch of the 
Government, in the first instance, and of the Congress, in the second 
instance, during this period, that there was a very considerable balance 
of payments problem which was so serious that you had to have grants 
and not loans in order to deal with it, that handling it by loans would 
build up charges that could never reasonably be met. 

I think, fundamentally, that that has been the major problem. 
The resources of the fund could have been used to the full in this 
period and, of course, could have financed a certain amount of the 
import needs of these countries. It would have amounted to rather 
less than what the Congress appropriated in 1 year for foreign-aid 
programs at the beginning. It would not have made a major 
contribution. 

If the world had improved in the meantime, or if it improves some 
day, I think maybe a good deal of it might have or would come back 
to the fund. 

But whether we were right or wrong, we thought on the United 
States side, that the better approach was on the whole to confine 
drawings to those cases where the balance of payments deficit dd 
look as if it did have a reasonable prospect of being temporary. Tuis 
was not and has not been, Congressman Javits, a uniformly popular 
approach, although it has had a good deal of support in the fund by 
the directors from some countries. 

As long 2s you follow that approach, and I believe in it strongly, 
that means there are certain important countries, and certain periods 
of time, with respect to which stabilization operations, in the sense 
in which the Congress used the language, were not appropriate. 

I do believe there is increasing room for that kind of operation lying 
ahead of us. I hope there will be an increasing opportunity for 
stabilization operations. As to whether it will center in Europe, I do 
not find it easy myself to read what is going to happen in Europe in 
the next couple of years. 

Mr. Vorys. Will the gentleman yield at that point? There is a 
thing called EPU, with which I hope you are familiar. 
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Mr. SourHarp. I am generally familiar with it. 

Mr. Vorys. It was invented largely by our chairman here. It is 
the European Payments Union. The chairman invented the “PU” 
part of it. 

As I remember it, our chairman’s contribution was that there was 
some $600 million which would be available for that and other purposes, 
and he cut out the “other purposes” and added some very important 
classy language. 

I have been told by a former Cabinet officer, who is now a banker, 
that if we could simply increase the capitalization, the dollar ccntribu- 
tion of the European Payments Union, that that is all that would be 
needed to restore the economy of Europe, that that would do it. 

Is that true, or do vou have any ideas as to the value of the European 
Payments Union as a solution to their problem and maybe ours? 

Mr. Sournarp. As I see it, and understand it, the European Pay- 
ments Union is designed primarily to deal with the problem of reviv- 
ing intra-European trade, purely trade in Europe, in European 
currencies. 

But at the same time it seeks to provide, although the quotas are 
largely automatic, that the debtor country has to pay more and more 
gold, and the creditor on the whole receives more and more gold as 
the debtor goes more and more in debt and the creditor extends more 
and more credit. 

In principle, if you reached the point where extreme debtors were 
having to settle entirely in gold, and extreme creditors were getting 
settlement 100 percent in gold, then you would have a link between 
that trading area and the dollar world which would preserve the 
incentives for the debtors and the creditors in those countries to 
tackle what must remain one of their big problems, and to the United 
States of America a very important problem, namely, how are they 
going to make their currencies convertible so there will not be a soft- 
currency world and a dollar world. 

The constant effort, I believe, of the planning of the European 
Payments Union has to be to try to keep the two goals in line, namely, 
regional convertibility and full convertibility. I think that the danger 
of a regional payments union, from the United States point of view, 
is that it can be merely a means of financing more trade within the 
soft area, that is, within the incontrovertible currency area. 

From our point of view that is all right if it does not progress to 
the point where those countries have less incentive to worry about 
exporting to the dollar area, less incentive to solve their dollar prob- 
lem. There could be a good deal of trade built up in that area, and 
you gentlemen would still find once a year having a presentation made 
to vou that there is a big dollar problem. 

Mr. Vorys. I am way beyond my depth on this. 

Mr. Sournarp. I am beyond mine. 

Mr. Vorys. No, you are not. If we got through the mechanism of 
the European Payments Union convertibility over there and a com- 
mon currency, then we just would have one problem, the converti- 
bility of that into dollars. 

That problem would work itself out very rapidly if we did not have 
this inconvertibility and this is the problem that is right there on 
this table, that is where you fellows in the bank come in. When 
you talk about balance of payments, you think of whether a country 
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has some prospect of paying it back. When we talk about balance 
of payments, we are talking about somebody’s guess, some economist 
or some politician, but we have no banker’s guess, at what that coun- 
try must have or would like to have as a standard of living. 

We find here that what we are talking about, what everybody is 
talking about, in defense support and all the rest of it, what we are 
talking about is preserving Europe in the style to which they have 
become accustomed. Off the record for a moment. 

(Discussion off the record.) 

Mr. Vorys. That is the problem that lies before us here. If it 
could be transferred into a banker’s problem in some way or other, 
we would be better off. Do you have a comment on that? 

Mr. Sournarp. I only have this comment and it is only partially 
germane. You started by saying if we could solve the problem of 
convertibility within that area and, incidentally, sterling is tied into 
that, so that means sterling plus the continental European currencies, 
we would only have remaining the dollar convertibility problem. But 
I insist that the problem still remains as to how to achieve dollar 
convertibility. We have a British crisis that is worrying us all 
simply because the pound-sterling is not convertible into dollars. 
The reason you have a Belgian problem in the EPU is that Belgium has 
a dollar problem, and Belgium can only solve its dollar problem in the 
end if it can earn dollars somewhere else or stop buying from us. 

So, I am sorry to be a Johnny One Note on this, but I am convinced 
that dollar convertibility is the big problem on the financial side that 
will go on and on until we solve it. Korea and the military problem 
gets right in the middle of that. 

Mrs. Boiron. Will the gentleman yield? It seems to me from the 
very beginning of our postwar problem the UN conference in San 
Francisco failed to face the great problem that was before us, this 
financial problem. 

Apparently there was no practical meeting of the situation. Trade, 
economy, and international jealousies are the cause of wars and all 
disruptions between nations. 

It seems to me that we missed the greatest opportunity there has 
been since we have had these periodic wars when we did not find a 
way for long-term loans or some way in which we could have set up a 
situation where every nation would not have been chasing after the 
dollar and find itself unable te catch up with it. You have just been 
saying it in your words and I am saying it in mine. Is that not a 
common-sense way of looking at this thing? 

I have no understanding of your wonderful banking system and 
all that, but just plain common sense would seem to show the key 
to our present difficulties. 

Mr. Sournarp. I think you are right that during this period in 
which we had two great wars, each time we have come out probably 
stronger and some other countries not so strong. The growing 
strength of our own economy has itself meant that we have become 
a great source of capital, the great source for economic development, 
and at the same time we are the greatest exporter of goods. This 
necessarily means that everyone, as you say, needs dollars. 

Mrs. Boiron. We took all the international trade. It seems to 
me we were very shortsighted and did not attack at all the funda- 
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mental, key, basic problem of the world. Because of that we are 
in the situation we are in today. 

Mr. Javits. I have one other question. 

Chairman Ricnarps. Mr. Javits, your primary objective in calling 
Mr. Southard here was to find out whether or not we had the inter- 
national banking facilities to meet the need as it is set forth in this 
bill? 

Mr. Javits. Yes. It has now to be tied down with the rep- 
resentative of the bank, because taking the fund and bank together 
we can decide if there is anything we can put in this bill which can 
help us reduce the calls on us for the future. 

Chairman Ricuarps. You have not touched on the matter of 
private investment. 

Mr. Javits. I do not think that would be a proper subject for Mr. 
Southard. 

Chairman Rienarps. They deal with countries entirely? 

Mr. Javits. With governments, whereas the bank can testify as to 
dealing with others. I have one other question, Mr. Chairman. 

Mr. Vorys. I just want to point out that this line of testimony has 
something to do not only with mutual security as related to this bill, 
but with the technical assistance and the undeveloped area part. 

Mr. Javits. It will be of interest to the committee to know that I 
intend to develop from the bank that they run a complete system of 
technical aid missions to a good many countries. 

Mr. Sournarp. The fund does a certain amount of advising too, 
but it is strictly financial advising on matters sucheas taxation—— 

Mr. Javirs. Mr. Southard just testified on that. 

Mr. Sournarp. Commercial banking problems, inflation control. 
We send out many missions in that field. 

Mr. Javrrs. Is it not a fact that the bank could do everything that 
the fund does in terms of short-term lending? 

Mr. SourHarp. As it is now constituted? 

Mr. Javrrs. No; it might take some amendment to its articles, 
This is a banking function, to lend for the short-term just as well as for 
the long-term? 

Mr. Sournarb. There could be a bank with long-term and short- 
term departments, if you will. I hope I can leave the idea that if 
there were such a single institution, and I am myself satisfied that 
there would be no advantage in it, the code of fair practice that the 
fund administers ought at all costs to be kept intact and salvaged 
and made just as effective by the single institution as it possibly 
could be. For the long pull, if we can look ahead 10 or 15 years in 
the United States’ interest, I attach great importance to that. 

Mr. Vorys. Is all of this blocked currency, a couple of different 
kinds, that we run into in France and other places, is that all per- 
missible under the code of fair practice of the bank, or the fund? 

Mr. Sournarn. It is all contrary to the basic aim, the basic pre- 
scription in the fund that countries should have a par value and 
should have no exchange restrictions and should have one exchange 
rate. It is a very imperfect world, as Mr. Javits reminded us. We 
did have to recognize that countries in this postwar period would 
fall far short of the basic standard. What the fund has done is 
struggle along to get countries to move forward toward that objective. 
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Mr. Javits. France was actually in a position of open violation as 
to the fund? 

Mr. SourHarp. Yes, in 1948. 

Mr. Javits. What has been done about this March 1, 1952, date 
that the fund has? Will you explain that? 

Mr. Sournarp. As of that date, which ended 5 years of the fund's 
life, it became mandatory for every member having exchange restric- 
tions, and that is all but 8 or 10 out of the 50, to consult with the fund 
and explain in detail what its restrictions are. Up to now, members 
have been able to maintain restrictions under broad provisions of the 
articles without express permission from the fund. Each year here- 
after, because it is not a once-only consultation, there will have to be 
consultations, and the fund will either have to acquiesce in continued 
restrictions or else declare that the country is not judged to be doing 
all it can. 

The fund is now engaging a good deal of the energies of its staff in 
getting the information. They have sent out questionnaires to all 
these countries. They have been accumulating the data. They 
will have technical consultations with each of these countries, and 
then there will be formal consultations at the upper level. The fund 
board will have to come to a judgment as to what it thinks the situa- 
tion is with respect to each of these countries. 

This is, I think, not the ideal year to have to engage in such consul- 
tations. But it is mandatory and the fund will do its best. I think 
the important thing to remember is that every year hereafter each 
country will have to justify its failure to meet the ideal test of the 
articles of agreement. 

Chairman Ricuarps. Thank you very much, sir. 

Mr. Souruarp. I am glad to have come, Mr. Chairman. 

Chairman RicHarps. The committee will stand in recess until 
Monday morning at 10 o’clock. ‘ 

(Whereupon, at 4:33 p. m., the committee recessed until Monday, 
April 7, 1952.) 
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MONDAY, APRIL 7, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFAIRS, 
Washington, D.C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:23 a. m., the Honorable James P. Richards (chair- 
man) presiding. 

Chairman Ricuarps. The committee will come to order, please. 
We are here for further discussion of H. R. 7005. Mr. Vorys, do you 
want to say something now? 

Mr. Vorys. Yes. 1 want to point out to the committee, and to the 
witnesses we have this morning, that H. R. 7005 authorizes not $7.9 
billion, but in the neighborhood of $19 billion, and that our inquiry, 
therefore, has to be on the basis of $19 billion. 

We find on page 3, these words— 
and in addition unexpended balances of any appropriations heretofore made 
pursuant to this paragraph are authorized to be continued available for their 
original purpose through June 30, 1953. 

The inquiries so far before this committee show that up to the last 
date we were given information that there was $9} billion, in round 
figures, unexpended for military, and $2% billion unexpended for 
economic aid. That makes $11% billion. In addition, there are 
requests for $7.9 billion in this bill, which makes the total run sub- 
stantially over $19 billion. 

Mr. Cuatuam. Will the gentleman yield? 

Mr. Vorys. Yes. 

Mr. CuatrHam. You mean, obligated? 

Mr. Vorys. I am simply taking the text of the bill that we are asked 
to pass, and if it deals with unexpended balances 

Chairman Ricuarps. Just one minute. Mr. Vorys has made that 
statement. We will go into all of that later. He is making the 
statement for the record, and for our attention, and for the attention 
of the witnesses, I am sure. 

We are privileged to have with us this morning our old friend, Mr. 

C. Tyler Wood, Associate Deputy Director for the Mutual Security 
Agency. Mr. Wood has with him General Olmsted and Mr. Cleve- 
land. 
Mr. Wood has stated to the chairman that he wishes to marshal 
these witnesses in as orderly a way as possible, and I am sure he will 
attempt to do so. He knows what the committee wants out of these 
three witnesses. 

Mr. Wood, I believe you said you had about a 2- or 3-minute state- 
ment you would like to make first, as to how you are going to proceed. 
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STATEMENT OF HON. C. TYLER WOOD, ASSOCIATE DEPUTY 
DIRECTOR, MUTUAL SECURITY AGENCY 


Mr. Woop. I think it might be useful to the committee if I laid ow: 
the plan that we have developed for our presentation to you. We ar 
of course, in the hands of the committee. If the committee wishes t. 
alter this plan, we are at your service. 

We are here, the three of us, General Olmsted, Mr. Cleveland, anc 
myself, to go right down into the hardpan of the facts and figures. |) 
is our feeling, and this feeling has been expressed to me by certain 
members of the committee, that previous witnesses live thorough!) 
discussed the basic foreign policy issues involved in this program and 
explored sufficiently the various reasons why it is felt necessary and 
desirable to have such a program. I do not think that we need to 
cover that ground again. We will, of course, respond to any questions 
that the committee wishes to ask on these broader issues. 

We propose to go into detail with you on the facts and figures whic) 
are contained or lie behind this bill. We are confident we have the 
facts and figures in as great detail as you may wish to go into them 
General Olmsted will present the facts and figures on the military end- 
item program and the training program. 

Chairman Ricwarps. On the military 

Mr. Woop. Military end-item and training program. In_ the 
interest of a well-coordinated and orderly presentation, Genera! 
Olmsted is ready to deal with those programs for every area covered 
in the bill. Mr. Cleveland will present the story on defense support 
in Europe and with respect to technical and economic assistance in 
southeast Asia—the areas where the Mutual Security Agency is re- 
sponsible for the operations of the program. 

When we come to the point 4 program, Mr. Jonathan Bingham, 
Acting Director of the Technical Cooperation Administration, and 
Mr. Stanley Andrews will come before you as the witnesses. 

I would propose, Mr. Chairman, to take up the presentation in 
the following order covering the various areas and countries concerned 
in the sequence which I will indicate. First of all, 1 propose to put 
before you the facts and figures on Europe. We will start, if you 
please 

Chairman Ricnarps. Right there. Is that military defense sup- 
port and end item and all? 

Mr. Woop. That is correct, sir. We would propose to start in ou: 
presentation of Europe, title 1, with the Lisbon countries and Ger- 
many. The reason for dealing with these countries separately is the 
fact that they are the countries to which the TCC report applies. 
The programs for these countries are based on the findings and 
recommendations of the TCC, which, as you will recall, Mr. Averel! 
Harriman chaired. We would then proceed to Greece and Turkey 
which, although not among the Lisbon countries, have since been 
admitted to the North Atlantic Treaty Organization. 

We would follow Greece and Turkey with Yugoslavia and Spain, 
and conclude our European testimony with Austria, which, as the 
committee will remember from previous testimony, is the one country 
in this area which is not engaging in the military build-up, and where, 
therefore, the assistance which we propose is economic support in the 
sense of the former Marshall plan. 
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For each of these except Austria, we will take up the military pro- 
gram. of the country, the military end-item program, the military 
training program, and the defense support program. 

[ would then propose since we will at that point have only recently 
talked about geographically contiguous Greece and Turkey, to ask 
General Olmsted to discuss the military program for Iran. There fore, 
I would suggest turning to another large area, that of Southeast Asia, 
an area in which active fighting is taking place, and in which, therefore, 
a considerable program of military end-item assistance is necessary. 
We would take up first the area as a whole and then the countries in 

Formosa, Indochina, the Philippines, Burma, Thailand and 
Indonesia. We would hear first, about the military program from 
General Olmsted, and then about the economic program from Mr. 
Cleveland. 

From Southeast Asia I would then turn to Latin America for a 
presentation of the military program by General Olmsted. Finally, 

I would call Mr. Bingham and Mr. Andrews as witnesses on the 
oan 4 program, covering that program on a world-wide basis and 
tlien by titles as follows: First, title IV, Latin America, next the 
Near East and Africa which are encompasse din title I]; and then 
South Asia—India, Pakistan, Afghanistan, Ceylon, and Nepal, coun- 
tries which are provided for in title III along with those other coun- 
tries of Southeast Asia where the program is administered by the 
Mutual Security Agency. 

We would then have left insofar as the programs themselves are 
concerned, only the program for Israel and the program covering the 
Palestine refugees, the Arabs who have been displaced from Palestine. 
Mr. Arthur Gardiner of the State Department will cover these two 
programs. They are not a part of the point 4 program, but they 
are in an area in which the point 4 program operates. 

Having finished with the country program presentation, my plan, 
if it suits the committee, would be to discuss those proposed legisla- 
tive changes which have not been covered during the presentation of 
the program. Some of these legislative changes will naturally arise 
in connection with the presentation of the program. 

That is our general plan, Mr. Chairman. It is, of course, subject 
to change as the committee wishes, but I believe that if we can 
present our case in this manner it will insure an orderly presentation, 
which will, I think, give the maximum of information to the com- 
mittee. 

Chairman Ricuarps. Do you intend to present an over-all state- 
ment, a combined statement, before these different phases and areas 
are put on, yourself? 

Mr. Woop. Yes, sir; I will have a very brief statement. 

Chairman Ricwarps. Off the record. 

(Discussion off the record.) 

Mr. Vorys. Mr. Chairman, in view of the outline that Mr. Wood 
has presented, I would like to ask unanimous consent of the com- 
mittee that we give the chairman full authority to rule on the ques- 
tioning during these 3 days to the end that we may complete the 
outlined statement, and that the chairman feel free to prevent ques- 
tioning during the ‘orderly presentation of the various sections, and 
that the chairman feel free to keep members from repeating questions 
that have already been asked. 
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Mr. Lannam. I second the motion. 

Chairman Rricnarps. You have heard the unanimous consent re- 
quest. Is there any question? The Chair hears none. I do not 
want anybody in this crowd jumping on the chairman’s neck. I 
want a little support. You know how it is when a member asserts 
here that he is trying to bring out something that will be useful to 
the House, and you crack down on him. It is a tough proposition. 
I will try to use common sense, but I will have to crack down on some 
of this, or we will never finish the bill. 

Mr. Vorys. There is a quorum here. I feel sure your views will 
be accepted. 

Mr. i NHAM. Where is offshore procurement covered in the 
statement—— 

Chairman Ricuarps. I do not believe that Mr. Wood specifically 
mentioned in his preliminary statement how offshore procurement 
would be handled. 

Mr. Woop. Mr. Lanham and gentlemen, as you know, offshore pro- 
curement is to be financed by funds from the military end-item pro- 
gram. As we go along through the country-by-country development 
of this program, there will be opportunities to discuss the amount and 
nature of offshore procurement. 

Mr. Lannam. Are you going to discuss it, though, without question- 
ing? Are you avoiding that issue, or have you got it covered in your 
statement? 

Mr. Woop. I had not intended to cover the subject in my own 
statement, but rather to leave the discussion of offshore procurement 
to be dealt with in the presentation of and questioning with respect to 
the country-by-country program review. However, | am prepared to 
discuss offshore procurement at any time. I had thought that the 
preceding witnesses had generally covered the philosophy and _ pur- 
poses of offshore procurement, but I will be glad to respond to any 
further questions. 

Mr. Lanuam. We want to know what has been done about it, not 
the philosophy. I would like to know whether that is in your state- 
ment ronnie or not. I understand there has been practically noth- 
ing done. If that is true, we want to know it; if it is not true, we 
would like to know it. 

Mr. Woop. We will give you the figures on it. 

The fact is, Mr. Lanham, it has been planned to obligate funds to 
the extent of about a half billion dollars in this fiscal vear for offshore 
procurement, and a billion dollars in fiscal 1953. We will show you 
as we go along country by country how that is coming along. It is 
moving slowly. There is not any question about that. 

Mr. Lannam. Thank you. 

Chairman Ricuarps. Generally speaking, there will be a_ full 
discussion of offshore procurement in the heading ‘End items’’? 

Mr. Woop. Yes. 

Mr. Lannam. Thank you, Mr. Chairman. 

Chairman Ricuarps. Mr. Wood, go ahead with~-your general 
statement. 

Mr. Woop. In line with this plan of presentation which I have just 
outlined, I would like to start, if I may, Mr. Chairman, with title I, 
the European area. 
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There, as you will see from the documents before you, the request is 
for $4,445,000,000 in military assistance. That figure is not classified, 
but the country-by-country figures for military end-item and train- 
ing assistance are classified. In addition, there is a request for 
$1,819,000,000 for defense support. That makes the ictal of new 
obligational authority requested in fiscal year 1953 for this title, 
$5,964,200,000. 

As 1 previously indicated, I would like to cover this title in two 
stages. I would like first to take up the Lisbon countries. That 
category includes all of the countries in this title except Austria, 
Spain, Greece, Turkey, and Yugoslavia. In our presentation we 
have included Germany in the Lisbon countries. 

The total amount requested for the Lisbon countries, plus Germany, 
is roughly $5,200,000,000. Of this title, $3,800,000,000, roughly, is 
for military-end assistance and training, and that includes the, 
roughly, $1 billion which is presently planned for offshore procurement. 
Defense support for these countries—the Lisbon countries and 
Germany—represents the balance and comes to, roughly, 
$1 400,000,000. 

We have prepared for your convenience this very simple chart 
[pointing], to which I would like to refer for just a moment. 

The top bar shows the total funds required for the 1952-53 European 
program of the Lisbon countries and Germany—that is, those funds 
that are required from all sources to carry out the Lisbon plan in this 
period, a total of $17.7 billion. Our contribution would be, as pres- 
ently planned, $5.2 billion composed of (1) $2.5 billion in the form of 
end-items produced in the United States, and of military training; 
(2) $1 billion, under present plans, in the form of offshore procurement 
und included in the title I request for end-items; and (3) defense 
support in the amount of $1.4 billion. The latter is shown here as 
support for the defense expenditures of the Western European na- 
tions, which, translated into terms of dollars, would come to $13.9 
billion. 

The other witnesses have developed adequately for this committee, 
I think, the thesis that the European countries will be unable to reach 
anything like that amount of defense expenditures in this coming 
year without this defense support. I shall not go further into that 
pornt. 

If there are further questions on this subject as we go along, we 
will be prepared to show country by country how we have reached our 
conclusions as to the amount of defense support required, and will 
give you—I know the committee is eager for them—some specilic 
examples, in terms of actual things that have happened in the opera- 
tion of assistance in the form of defense support and of the multiplying 
effect of that assistance. 

Now, Mr. Chairman, I think it will save the time of the committee, 
and again make for a more orderly and understandable presentation if 
before we go into the figures for each of the countries in this Lisbon 
plan group, we first have General Olmsted, and then Mr. Cleveland, 
tell the committee—and they can cover it in 4 or 5 minutes apiece— 
exactly how these programs were developed—the kind of information 
we have received; how that information has been used: how it has 
been translated into programs; the criteria which have been applied 
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in reviewing that information; and the general screening process whic; 
we have employed. 

We will take you, step by step, through the process we have used 
in reaching the conclusions as to the amounts and types of aid whic 
we have laid before you in the present request. 

Before asking General Olmsted to proceed in this fashion, I wish to 
make just one other comment. I do not want to engage in a debate 
with Mr. Vorys on the subject which he raised at the beginning of the 
hearing. I would just like to point out, Mr. Vorys, that the figures 
you have quoted were, of course, as to the unexpended balances as of a 
date which has already passed. I would merely suggest that when we 
go into that question we get an estimate, which we have, of the 
unexpended balances as of the end of this fiscal year, which, it seems 
to me, is the pertinent fact rather than the unexpended balances as of 
now, and that we do keep in miod that the proposed new obligations! 
authority requested would have to be correspondingly larger if this 
carry-over were not provided, because the proposed fiscal year 1953 
military end-it2m program and the defense support program fits into 
and assumes the completion of the fiscal year 1952 program. 

Chairman Ricuarps. Before you get into that, Mr. Vorys made that 
statement for the record. You made your statement. Maybe he 
wants to ask you something else about that. That is a little different 
than the general rule. 

Mr. Woop. I was not trying to argue. 

Mr. Vorys. No questions, Mr. Chairman. 

Mr. Woop. May I then ask General Olmsted to proceed. 

Chairman Ricuarps. We will want to go into that a little later on. 

Mr. Woop. We should, Mr. Chairman. We are ready to, Mr 
Vorys. General Olmsted, if you would proceed with your brief 
statement and description of how the military end-item and training 
programs were developed, we can go on. 

Chairman Richards. General Olmsted. 


STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, 
MILITARY ASSISTANCE, PROGRAM, OFFICE, SECRETARY OF 
DEFENSE 


General Otmstep. Mr. Chairman and ladies and gentlemen, my 
job for the Defense Department is to give you a report of what we 
are doing with the money you have already given us, and what w: 
propose to do with the money that we are requesting. 

Mr. Jupp. That part which goes for military end items? 

General Otmsrep. Yes. 

Chairman Ricuarps. Doctor, we passed stringent rules a while 
ago that we are not going to ask any questions for awhile. The 
Committee has authorized me to chop off the head of anybody who 
tries to do that, and I will try to comply with the request. 

General Oumsrep. As you probably know, the military end-item 
program starts with a plan, a war plan you might call it, in whic! 
certain estimates are made of the problem, certain missions are as- 
signed and undertaken by the various elements. In our case, it is by 
the various partner countries and their services. 

In order to carry out those missions they must raise and train and 
commit certain forces. Those forces require certain equipment, a 
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part of which they can provide for themselves, a part of which, in 
the expediency of time and economy, can best be provided from the 
United States. We call the unit equipment the “Table of organization 
and equipment,” TO & E. 

Whether it is a tank battalion or a quartermaster truck company, 
we go into our records and our experience and ascertain the items 
that would be required for the initial equipment of that unit. 

[ might add that in terms of Europe, in fact, all of our partner 
nations, because of the more austere conditions to which they are 
experienced, the greater simplicity of their missions as compared to 
the possible missions of United States forces that might have to be 
committed on short notice in any part of the world, in any climate, 
our tables of organization and equipment for our partners are more 
austere than our own. 

[ will say that regarding those which are planned for commitment 
alongside our own forces, it would be almost tragic economy if we 
equipped them on a less effective scale from a fire-power standpoint. 
This analysis, I think, could, Mr. Chairman, summarize the progress 
that has been made to date on the program, the care with which we 
approach the matter of accepting requirements from these countries, 
what we intend to do itemwise and countrywise with the money we 
are now requesting. 

First, I would like to introduce for the record a report of Gen. 
Thomas Handy, who is our American ground commander in Europe. 
This report summarizes the procedures which are used there in terms 
of screening these requirements. He also gives his estimate about 
the progress made to date. He, being the representative of the 
Secretary of Defense and responsible for the administration of this 
program in Europe, I think you will agree with me, his conclusions 
about the progress made to date are of interest to the committee. 
May I simply read a couple of paragraphs here. General Handy says: 

The North Atlantic Treaty countries, in spite of numercus handicaps, including 
military responsibilities in other parts of the world, have made strong bids for 
leadership in Europe, and their progress toward meeting their force commitments 
to NATO on schedule is generally reassuring. 

I commend to your attention the full reading of the report of Gen- 
eral Handy. 

General Gruenther, from his vantage point of the International 
Headquarters, during the hearings here—not in this committee, but 
in one of the others—was asked two cogent questions. One was: Has 
your rate of mobilization and training been delayed by the flow of 
MIDAP equipment? To which he answered “No.”’ The second ques- 
tion was: Have there been any considerable lags in delivery of combat 
equipment that you expect to be delivered? And again his answer 
was “‘No.”’ 

General Gruenther went on to elaborate upon the fact that there 
were some units which might have progressed from the training state 
to the combat-ready state more rapidly than otherwise had they re- 
ceived their equipment more rapidly. He did not specify, to my 
knowledge, except in one instance, such a unit. 

(Discussion off the record.) 

General Otmsrep. Sometimes we are able to meet it with a ready 
solution and sometimes we are not. 
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General Kibler heads JAMAG in London, and is the senior repre- 
sentative of General Handy. We asked General Kibler to make a 
thcrough survey of all of the European countries, by service, asking 
the question, What effect has the rate of delivery of MDAP equip- 
ment had (1) on the mobilization and training in 1951, (2) on the 
progress to combat readiness in 1951, and (3) on the anticipated rate 
of calling up forces in 1952. 

I will read General Kibler’s report: 

Slowness of delivery did not, during 1951, delay materially the activation of 
units. For the most part, countries maintained activation schedules even though 
substitution items of equipment had to be used for training or units were changed 
to an arm or service other than that originallv intended. Slowness of deliveries 
had an increasingly adverse effect upon the achievement of a satisfactory degree of 
combat readiness of existing units. Furthermore, this trend is certain to continue 
unless the rate of delivery of MSA equipment improves. While the activation of 
certain types of units and installations is dependent upon the receipt of MSA 
eouipment, most countries will follow their planned activation schedules insofar as 
budgetary credits will permit. This assumes that country will be permitted to 
hold out, from first priority units, sufficient equipment to initiate unit training of 
new units scheduled for the 1952 and 1953 troop lists. 

Then in the annex there are the units which were delaved in the 
mobilization and training. I can give you off the record the specific 
units and countries which thev represent. I can put in the record the 
fact that the units that were delayed in their progress to combat readi- 
ness in 1951 add up to less than one division of ground forces. 

T would like, Mr. Chairman, if I may, to run hastily through a few 
cherts which T have here which IT think will be helpful. 

Chairman Ricuarps. Proceed, General. 

General Otmstep. It wes only 2 vears ago that we got our first 
MDAP money. The services have been able to establish their mili- 
tary assistance advisory groups now in 20 countries around the periph- 
ery. All of those missions are joint. That means they have Army, 
Navy and Air Force personnel in them. The Western European 
countries are logistical missions only. Thev sift the requirements. 
They are also responsible for training in the use, care and maintenance 
of the equipment. In addition to that, thev carry out the responsi- 
bilitv by law for the supervision of the end items to see that they are 
not diverted to other than planned purposes. 

Our missions in the Middle East and the Far “ast are not only 
logistical in cheracter, but thev also have operational training func- 
tions. So, in Greece and Turkey, Tran, Thailand, the Philippines, and 
Formosa, our American officers are out right on the ground down to the 
battalion level. They provide combat training for these forces as well 
as the logisticel functions performed by the title T mission. 

I have smell photostat copies of all these charts. They are classi- 
fied. You will be welcome to look at them, but I will have to have 
them beck when I get through. 

The screening process by which we arrive at our net deficiencies or 
requirements is as follows: Our country mission sits down with their 
opposite numbers, Army, Navy, and Air Force. 

Chairman Picrarrs. General, | am not asking a question about 
that. But I would like to know why that could not be put in the 
record, 

Geners] O_mstep. This can be, and this can be put in the record. 

(The chart referred to is as follows:) 
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General Otmstep. They sit down with their opposite numbers and 
take the untis that are in being and the units that are to be phased 
in the next 12 months. They take the assets—1I will show you a more 
graphic development of that—deduct those from, the requirements, 
and that leaves a list of the net deficiencies. 

At this point is the closest relationship between the military end- 
item progrem and the defense support program, because in here comes 
an assumption on the part of the country that there are certain things 
that they can do for themselves. As you all know, we do not pro- 
gram pay, subsisience, soft goods such as uniforms and bedding, 
housekeeping equipment, nor do we program anything that the coun- 
tries can do for themselves. But sometimes there is an issue that 
comes up. A country might make these things, but there is a budg- 
etary limitation. So at this point our military missions, and our 
defense support missions, have to make an estimate not only whether 
the couniry can do it, but whether it will do it. 

Most of the European countries, for example, are making all of 
their small arms and small arms ammunition, much of their trans- 
portation equipment and light artillery. If they cannot get those 
items in their budget, that then becomes a factor that must be con- 
sidered and the information is passed along to us for further screening. 

If they can get it into their budget, or with some defense support 
that they otherwise might not be able to produce, that is screened 
out at this point. The deficiencies go to the regional office, as far as 
title I is concerned, where in London they screen them for the pos- 
sibility of cross-help. 

‘i here is getting to be quite a little of that now. Belgium can make 
ammunition and rockets, things that other Evropean countries lack. 
Because of the nature of their economies and their financial situations, 
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they can trade with each other, and where items can be provide: 
through cross-help, they are screened out at this point. 

These tentative programs come to Washington, and are divide: 
between the services, Army, Navy, and Air. ‘There they are screened 
for the matter of the availability of the item. Sometimes an item 
is not available because of a security classification. For example, we 
provide no atomic weapons and none of the higher classifications o! 
electronics equipment to any of these people from a security stand 
point. The requirements are also screened from a pricing standpoint. 

We screen it to see what we can accept on this list within the 
possible money that we will have available for the program. These 
lists then come on up to the Secretary of Defense, where we scree 
them at that point for strategic, economic and political considerations. 
Then we go through the Bureau of the Budget and our congressiona! 
hearings and come out with an appropriation. 

That appropriation is divided then into offshore procurement from 
abroad, provision from military stocks, of which little is available 
now, and from new United States production. 

At that point, having a much reduced figure from the one with 
which we went in, we have to go back then to refinance the program 
and the whole process is repeated again. I will show you later why 
that entails some delay in the development, in the actual procurement 
and delivery of the items, as it could well be understood that it would. 

Obviously, when the MAAG is told that he will get 50 percent, or 
some percent, of what he asks for, then he has to go through and take 
out the items that he feels have the lowest priority. That is not as 
simple as it might sound, to get some of the end items to match up 
with the components or the ancillary items. 

This is a picture of the work sheets that the MAAG submits to us. 
We have this for every item, for every country. This particular one 
I picked out because it is something that is a very key item. It is a 
self-propelled 105 howitzer. This is an actual picture of the work 
sheet that we get from MAAG France on this item. This shows the 
requirements for the forces that are in being in 1952. These are the 
requirements for the forces that will be phased in 1953. 

(Discussion off the record.) 

General Otmstep. That is an actual count based upon our own 
table of organization and equipment. 

As I said, we do not try to deny these units that will be in a position 
alongside our own the essential elements of fire power. This is one 
of them. From a resource standpoint, this is what they had on hand 
prior to the MDAP legislation. This is what they have produced 
up to now. This is what we have previously programed for. This is 
what they expect to produce in 1953. Here is an illustration of 
what I said of the tie-up between the end-item program and the 
defense-support program. 

(The chart referred to is as follows:) 
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COMPARATIVE PERSONNEL COST OF FORCES 
WORLD-WIDE U.S. vs. WESTERN EUROPEAN IN NAT AREA 
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If they have the production line in being, if they do not have the 
necessary tools and raw materials, they do not get that. If they do 
not, then our calculations fall short. This is what we are programing 
for France in 1953. 

(Discussion off the record.) 

General Otmstrep. This does not include the forces of the Western 
European nations that are not in Europe. 

Mr. Vorys. What are the Western European forces that are not in 
Europe? 

General Otmsrep. I am talking about the French forces in Indo- 
china and the British forces in Malaya. ? 

As of the first of January 1952, this is the readily mobilizable 
United States strength world-wide, of which this much is on active 
service and this much can be added on the 90-day basis. The mili- 
tary personnel expenditures in 1952, for this force, is this amount of 
money, military expenditures including pay and allowances, ration- 
ing, quartering, and travel. I did not put the military construction 
or the procurement of end items in here because there your relation- 
ship becomes a little bit unfair and unrealistic. 

But the actual cost of a soldier and what it costs to feed and house 
him is quite a comparable sort of thing. You will see that the same 
figures for the first of January 1952, and the NATO forces which are 
in Europe, there are this many on active duty, so many in 3 days, 
10 days, 30 days, and that in 90 days, for a total of this amount. 

This many men will be and are mobilizable on a 90-day basis in 
Europe as compared to this cost and this number in the United 
States. In fairness, I must point out that the active strength here 
is quite a little less than the active strength here. But these reserves, 
unlike our reserves, have their equipment and unit assignment. 

(Discussion off the record.) 

Mr. Burteson. ‘The figure includes Korea does it not? 
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General Ou_mstep. Yes, sir; world-wide. The question is often 
asked, ‘‘Are the European nations doing their part? Are we making 
progress strengthwise with this program?’ ‘This is the strength of 
the European forces in Europe as of the Ist of January 1951. This 
is the strength as of the Ist of January 1952, and this is where they 
will be at the end of this year in terms of this plus 90. 

In the meantime, this is the strength of the United States forces. 
You will notice these bars break down to the Army, Navy, and Air, 
as of the Ist of January this year. 

(The chart referred to is as follows:) 
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We have for your information small pictures that will show each of 
the countries—to show the countries that are making the more rapid 
progress and the countries that are making the less rapid progress. 
The question is that you have these forces, and how many of them are 
effective. This is our own and SHAPE’s state of readiness for the 
NATO defense forces as of the 31st of December last year. On a 
D-plus-30 basis there are this many divisions, of which this many 
are United States divisions. As to Navy, where bringing it to the 
focal point takes a little more time, there are these many vessels 
committed, of which these many are United States. Air has this 
many aircraft, of which this many are United States. You will note 
they are all on the D-day basis. This is what the program has brought 
us up to now in terms of the state of readiness or combat-effective 
forces. 

If I go too fast. Mr. Chairman, slow me down. This is the same 
story in a little bit different wav. Now, we are not talking about 
combat-ready units. We are talking about units with their initial 
equipment, some of which still have to go through their training period 
and none of which have their full combat background. 

Taking the Army first, the program through 1952 provides the initial 
equipment for this many divisions. 

(Discussion off the record.) 

General Otmstep. The Navy picture, the figure on the left of the 
slant line is destroyer escorts and larger, and on the right side of the 
slant line they are smaller. That is what has been funded through 
1952. This is what we propose in 1953. 

Mr. Lannam. Calendar? 

General Otmsrep. Our fiscal 1953 program. The aircraft, you will 
see, is the same. These are funded through fiscal 1952. These are 
what we propose to buy in our fiscal 1953 program. 

Mr. Jupp. Funded means obligated, I suppose, but there is nothing 
in that chart to indicate when we can deliver? 

General Otmstep. No, sir. I will get to that. We have to start 
with the available money before we can even obligate it. [am talking 
about the end items for which we have the money now appropriated, 
and which are in the pipeline en route to these people. I will get to 
the time of delivery in a minute. 

Mr. Zasiockt. What is the footnote? 

General Otmstep. This excludes Yugoslavia; that the values ex- 
clude cost of excess training and administration. 

Mr. Zasiockt. Why does it exclude Yugoslavia? 

General Otmstep. Because the program is on a little bit different 
basis. These are forces committed to NATO, and these are not. 

Chairman Ricnarps. Mr. Zablocki, I do not know whether you 
were here a while ago. We are going to limit questioning until aiter 
the end. I do think if anyone wants to ask an explanatory question 
as to what the map means, it could be done while they go along. 

General Otmstep. I am moving very rapidly on this. If lam going 
too fast, slow me up. This is the status of the MDAP appropriated 
funds as of now. I know this matter is one of great interest and great 
concern to the committee, as it is to us. 

(The chart referred to is as follows:) 
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STATUS OF MDAP APPROPRIATED FUNDS 
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First, may I define some terms so that we are all talking about the 
same thing when we look at or use the word. 

“Allocations” in the executive branch mean the release of money 
by the Director for Mutual Security to, in our case, the Defense De- 
partment. Although, as you know, your appropriations come all at 
one time, we do not get the money released or allocated to the De- 
partment of Defense until we present, last year to the Department of 
State, this year to the Director for Mutual Security and the Bureau 
of the Budget approved country programs. Then the money is re- 
leased to the Department of Defense. 

You will see by this release or allocations line that we are still some 
$600 million short of a total release of the funds to the Defense De- 
partment, the funds that were provided through 1952. 

“Obligations,” as used in the Defense Department, is a finalized 
contract. <A letter of intent is also an obligation but a request for 
bid is not an obligation; an instruction from headquarters out to the 
field to buy is not an obligation. You will notice that the obliga- 
tions—that is, contracts—as of February were at this point. 

This chart, too, may go in the record. 

At the conclusion of the fiscal year 1950-51, you will note that sub- 
stantially all of the authorized or appropriated funds were obligated. 
We have made a very careful canvass of our services and they assure 
us again that will be true at the end of this fiscal year with the excep- 
tion, as Mr. Lovett testified, of some $300 or $400 million, which must 
be held back for contract changes or engineering changes during the 
working out of a contract. 

You will note there has been both in fiscal 1951 and in fiseal 1952 
some lag between the release of the funds and the actual execution 
of the contract. That is an understandable thing when you go into 
the processes which must be used in the services. 
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They have very strict procurement regulations. They have to 
decide first what they want in specific quantities, specific specifica- 
tions, and then they have to pass the word out to the field to their 
procurement officers. Those contracts, in most instances, are public 
bidding contracts, and so there is an inescapable delay. In our 
opinion, we cannot do better than a 90-day average, which I will show 
vou in the next chart. 
’ The green line we call “expenditures.’’ That is when the end item 
comes off the line and is actually delivered into the hands of the 
services. “Expenditures” as used here, and “deliveries”? are sub- 
stantially the same thing. Sometimes one runs a little ahead of the 
other; sometimes it is the reverse. 

An expenditure, as an advance payment, would tend to run out 
ahead of the delivery of that item. On the other hand, we often get 
the item but the expenditure, the actual cashing of the check lags 60 
or 90 days before it gets back on the books of the Treasury. For our 
purposes, we may regard the expenditures and deliveries as being 
synonymous, 

According to Mr. Lovett’s testimony, and the best estimates now 
of our services, the rate of expenditure will follow this pattern. I 
would like to point out for you here again, as you all know, charts tell 
stories vertically and laterally. The expenditure rate lagged behind 
the availability of funds, and is still lagging behind the availability of 
funds in the order of about 18 months at this time. 

By the time we get to fiscal 1953, our estimate is that the time lag 
will be about 12 months. That will mean, of course, that on the 
shorter lead time items we will have to make a much prompter de- 
livery, in order to make up for the fact that there will be many of 
these items not deliverable in a shorter time. That is shown better 
on this chart here. 

(The chart referred to is as follows:) 
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In October 1951 the appropriation for 1952 funds was made. [ 
explained to you then about having to go back to the country level 
and getting a refined program. At best, that process takes about 3 
months’ time. Having the refined programs and the money allocated 
to the Department of Defense, it then takes on the average of about 
3 months’ time to let the contract, or in other words obligate the 
funds. 

Then, dependent on the nature of the item, it can either be delivered 
promptly or it takes a period for it to be produced. Our best figures 
to date on medium tanks are 11 months, mine sweepers, 15, and on an 
F-84, 21 months. Taking a more complex item like the F-84, money 
appropriated in October 1951 will be expended in January 1954. 
That means it will be that long before we get that aircraft. That is 
the reason why in this business there must be a certain amount of 
capital funds, money appropriated, contracts in being, production 
underway. These funds, of course, will not be spent until we actually 
get the item. 

Because most of our items in the MDAP program are the heavier 
and more complex items, we have more of a lead-time problem than 
the services do themselves proportionately. If part of our money 
was. being spent for blankets or shoes, or things of that kind, our 
lead-time problem would not be quite as great. 

As Mr. Lovett testified, our present estimate is that we will have 
unexpended at the end of fiscal 1953 a little over $5 billion, about 
$5.4 billion, or just about 1 year’s appropriation. 

The reason why it will be unexpended will be because if this ap- 

ropriation is made here some of that equipment will not be available 
Seu the production line until late in fiseal 1954, or perhaps even 
early in fiscal 1955. 

Mr. Jupp. Can this chart be made public? 

General Oumstep. Yes, sir. In terms of major categories, like 
vessels, aircraft, electronics, and so forth, this is where the money 
has gone to date in terms of program obligations. 

The heavy green bar is the programs through 1952. The cross- 
hatched bar is what we propose to spend the money for in 1953. | 
think it might be of interest to you to note two or three things here. 
One is that our expenditure for ammunition proportionately now is 
going up because we are getting into a situation where we have forces 
in position, we want them combat-worthy, we want them to be able 
to hold that line until a period when resupply can take place, and they 
are going to have to have their ammunition backing. 

This chart shows you how we propose to divide the requested 
funds, $5.35 billion, between the matériel, shipping charges and 
training, between Army, Navy, and Air. Also, it shows you how we 
propose to apply these funds by country. 

We have, and at the proper time I will be able to give you, the 
back-up of what we expect to buy with each one of these funds. I can 
give it to you in detail in general categories, or by item, what we 
expect to accomplish in each of these countries with these expenditures. 

This chart, which is the same thing in terms of major items rather 
than in terms of dollars, shows how many vessels, how many airplanes, 
tanks, and combat vehicles, and so forth, what this amount of money 
will buy for each of those countries. 

Mr. Woop. Have vou finished this part, General? 
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General Otmsrep. Yes. 

Mr. Woop. Mr. Chairman, would you wish now before proceeding 
further to have questions asked of the general, or shall Mr. Cleveland 
go on to cover defense support? 

Chairman RicHarps. According to the plan we outlined, we would 
ask questions of the general, I thought, right now. 

Mr. Chatham, do you want to ask any questions of the general now? 

Mr. Cuatuam. No, sir. That is so revealing that I would like to 
study it, sir. I would like to have you go right on around, and then 
if 1 might at the end I would like to ask some questions. 

Chairman Ricuarps. Would the committee like to go under the 
5-minute rule, first? 

Mr. Cuatruam. I would like to come back to it, Mr. Chairman. 

(Discussion off the record.) 

Mr. Smiru. I would like to ask unanimous consent that the gentle- 
man from Ohio have my 5 minutes. 

Chairman Ricwarps. Is there objection? I will inform the com- 
mittee that if any member of the committee wishes to give another 
member his 5 minutes he may do so. Mr. Vorys, you are recognized 
for 10 minutes. 

Mr. Vorys. Will you stop me at the end of 5 minutes, and we can 
see about it then? 

(Discussion off the record.) 

Chairman Ricuarps. Mr. Vorys, in fairness to the witness, if it 
does not fit in, I think you should tell him where it does not fit in. 

Mr. Vorys. General Eisenhower, in his published statement, which 
I read last night, said we had less than 15 when he got there, and_ 
nearly double now what he had. 

(Discussion off the record.) 

Mr. Vorys. As I understand it, at Lisbon they agreed to take 
another look at the whole thing, in December? 

General Oumstep. This fall, probably October. 

Mr. Vorys. And presumably our people will take a look, too. 

General Otmstep. That is right. 

Mr. Vorys. But we are supposed to furnish now what the Lisbon 
countries will need, not only for 1953, but 1954; is that right? 

(Discussion off the record.) 

Chairman Ricuarps. Mr. Lanham. 

Mr. Lannam. No questions, Mr. Chairman. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Botron. General, did General Handy succeed General Me- 
Narney? Is that the position he is occupying, or how does it relate 
to him? 

General Otmstep. General Handy is our European commander, 
what we call C in C Europe, commander in chief of our ground forces 
in Europe. His predecessor was Clay. His headquarters are at 
Heidelberg. 

Mrs. Botron. What chart out of this melee will tell me how close 
you came to your goals in 1952? What they were, and how close you 
got to them? . Is that on the chart, simply? 

General Otmsrep. The report of the state of readiness, Mrs. Bolton, 
is the best answer we can give you. We are giving it to you out of 
the mouths of the three best able to testify on that. 
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Mrs. Boiron. They are? 

General Otmstrep. General Handy, General Kibler, and Genera| 
Gruenther. There has been, I know, some misunderstanding and 
some misapprehension about schedules. Might I say this word to 
you: We never promise a country either a quantity of items or a time 
of delivery. Our MAAG’s are in day-to-day negotiations with these 
people. Sometimes our MAAG’s are advised by us that we are ready 
to ship equipment, and the MAAG will tell us they are not ready. 
Nothing leaves the United States until it is called for by the MAAG. 
Sometimes the MAAG asks for expedited shipment and we cannot mec! 
the request. It is an adjustment on a day-by-day basis. 

As General Gruenther said, as I said in the beginning, there have 
been no broken promises up to now. I think the thing is we have 
not promised anything. 

Mrs. Boiron. But we here have to furnish the maximum, we, in 
the Congress. 

General Otmstep. If we do not get this procurement under way we 
will not get it at all. Yes; we have to ask you for the money in order 
to put the machinery in motion. 

Mrs. Bouron. You have constantly a figure of 3 million, nearly 
4 million, men in the United States. 

General Outmstep. This number is on active duty, a little over 3's. 

Mrs. Boiron. What are you going todo with them? Are you going 
to transport them abroad? How many are abroad today? 

General Otmstep. There are something less than 300,000 in Europe. 
There are something less than 300,000 in Korea. On the Army side, 
- I would say it is something less than half of our Army personnel. It 
is pretty close to half of the Army personnel. The percentage geis 
less in the other two services. 

I am not in the business of deploying troops. But I am quite sure 
from what I have heard said that there is no intention of any major 
overseas deployment or any —— 

Chairman Ricuarps. You have 1 minute. 

Mrs. Bouton. I will come back to it, if you do not let me finish. 
If we have 4 million men under arms and they are mostly in this 
country, if they are called on to go somewhere, what preparations are 
being made for any transportation of any American troops? 

General Otmstep. There again you have me a little out of my field. 
I presume a certain percentage could be airlifted. 

Mrs. Boiron. Could we not have some figures on that through 
somebody? ‘ 

Chairman Ricuarps. Do you want figures? 

Mrs. Botton. I want to know why we have to have 4 million men 
under arms. 

General Otmstep. Three and a half, Mrs. Bolton. The other 
500,000 are not on active duty. They are National Guard and 
Reserves. 

Mrs. Botron. Three and a half million then. 

Chairman Ricnarps. I think you will hear a lot of that down here 
in the next 2 or 3 days. If we do not, we will try to get that for you. 
Mr. Burleson. 

(Discussion off the record.) 

Chairman Ricuarps. Dr. Judd. 
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Mr. Jupp. In this chart where the last two columns have to do with 
small-arms ammunition and artillery, is that thousands? 

General OtmstepD. Yes, sir. 

(Discussion off the record.) 

Chairman Ricuarps. You have 1 minute, Dr. Judd. 

Mr. Jupp. I wish he would read again those two questions that 
General Gruenther answered no to. Have you got them there? If 
not do not bother about them now. We can come back to them. 

Chairman Ricuarps. Mr. Zablocki. 

(Discussion off the record.) 

Mr. Zasxockt. On this chart you said, this is what our money will 
buy and this is what we are getting. It is difficult for me to compare 
the amount you have with the chart that pointed out the number of 
end items that were obligated but not expended due to lead time. I 
am speaking of the number of tanks and aircraft and minesweepers, 
and ships which we are purchasing by 1952, fiscal 1953. What 
happens to the rest of the end items that are obligated? You said 
they were paid for by that time. What happens to them? This 
seems to be a fairly good picture you have here, so many divisions, 
so many ships, and so many aircraft. However, the aircraft, tanks, 
and ships that are in the process of being made, but are not available, 
what happens to them? 

General Oumstrep. I did not make myself plain. These things 
will not be delivered this year.‘ They are programed and funded. 
They are flowing as rapidly as they become available. The dis- 
crepancy, and this, plus the United States forces, which will bring 
you up to here, is the stuff that is still in the pipeline, en route and 
will be, some of it, delivered yet this calendar year, some of it will 
slip over to 1953 and some of the airplanes to 1954. 

(Discussion off the record.) 

Chairman Ricuarps. Your time has expired. I am going to take 
my 5 minutes here, if I can. General, you have said that General 
Kibler’s organization screens these country deficiencies in this set-up. 

General Outmstep. That is right. 

Chairman Ricuarps. Have you made any effort, or has General 
Kibler made any effort that you know of to have one European 
nation that could supply this deficiency, make it up as to the other 
countries over there? 

General Otmstep. Yes, sir. 

Chairman Ricnarps. Have they obtained any results out of it? 

General Otmstep. Yes, sir; some. 

Chairman Ricuarps. In what instances? 

General Otmstep. As I mentioned, Belgium has an excess capacity 
to produce small arms ammunition and rockets. 

Chairman Ricuarps. To what country over there? 

General Outmsrep. Italy, for one; the Netherlands for another. 
On the other hand, Italy has a capacity to make some automotive 
equipment. We are trying to work out a program now for them to 
make spare parts to support the automotive equipment in the hands 
of some of the others. 

Chairman Ricuarps. And they kick every time you do it and say 
that they need it for the dollar balance, and so forth, do they not? 

General Oumstep. If I might make a comment on that, without 
seeming facetious, they want to make the best deal they can. We 
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should not hate them for that, but hate ourselves if we let them get 
away with it. On the whole, they feel they have been quite earnest 
and quite cooperative. 

Chairman Ricnarps. Where they have kicked, have there been 
instances of General Kibler’s organization saying, “You bave to do 
so and so’’? 

General O_mstep. Yes, sir. General Kibler, I might add, at this 
regional level works closely with the senior representative of MSA 
and our diplomatic people. They have been effective there. They 
have full consultation with the Defense Production Board. They 
are well advised about the capabilities of these countries now. They 
put plenty of pressure on. 

Chairman Ricnarps. I think it would be well to get into the record 
some instances where they are furnishing deficiencies for each other. 

(The information requested is as follows:) 


OFFICE OF THE SECRETARY OF DEFENSE, 
Washington 25, D. C., April 12, 1952. 
Hon. James P. RicHarps, 
Chairman, Committee on Foreign Affairs, 
House of Representatives. 

Dear Mr. CHarrMANn: With reference to the questions you asked me at the 
April 7 hearing on the Mutual Security Act extension, I have summarized below 
certain instances in which members of NATO (other than the United States) have 
offered assistance to one another. No formal record of mutual aid outside our 
own Mutual Defense Assistance Program is maintained in the Department of 
Defense. Generally speaking, equipment provided or in prospect through 
self-help and mutual aid is screened out of deficiency lists by the nations con- 
cerned before requirements are submitted to United States agencies. However, 
the following examples are illustrative of mutual aid within NATO in the field of 
military end-items and training. 

The United Kingdom has transferred large amounts of matériel to its NATO 
partners, gratis or at nominal cost. Over 100 ships and craft, including destrovers, 
submarines, and minesweepers have been passed to Belgium, France, and the 
Netherlands. Warships have also been transferred to Denmark, Norway, Por- 
tugal, and Italy. France, Canada, Italy, and Norway have been supplied with 
Vampire fighters, while Belgium, the Netherlands, and Denmark have received 
Meteors powered by Rolls-Royce Derwent and Nene jet engines. In addition 
the British have granted licenses and other production assistance for manufacture 
of aircraft and jet engines on the Continent. Matériel has been contributed for 
equipping a large number of continental radar stations. Since the end of the 
war, thousands of machine guns, mortars, antitank guns, artillery and rounds of 
ammunition have been transferred. Outside NATO, the United Kingdom has 
supplied massive military assistance to the Commonwealth and has contributed 
$8,100,000 worth of arms aid to Yugoslavia. Vacancies are allocated to NATO 
nations at a wide range of United Kingdom staff and technical schools. 

Canada, sharing with the United States the favorable position of creditor 
nation, has committed itself to an extensive program of grant aid. Three divi- 
sional sets of equipment have already been furnished for continental armies, and 
several hundred howitzers and antiaircraft guns have been reported to the De fense 
Production Board for distribution. Canada has also proposed a contribution 
of airframes for F—86 aircraft, if the United States or Britain can provide the 
engines. 

French military ome is so completely absorbed in Indochina that no surplus 
French matériel has been available for distribution to the other nations. How- 
ever, France has participated with the United States and the United Kingdom 
in furnishing aid to Yugoslavia and has provided considerable training together 
with some military matériel to Syria. 

Norway has offered NATO a quantity of ex-German, aiteeaea which can 
be utilized by nations still equipped with similar matériel. 

France, Belgium and the Netherlands have cooperated in setting up joint 
schools for tank and antiaircraft tactics, technique and firing practice. 

Belgium and Italy have contributed substantially to the common pool of 
arms by organizing and cataloging various stores of World War II surplus 
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matériel which has been offered to NATO nations, primarily as a source of spare 
parts. Even the United States forces have availed themselves of this service. 

The foregoing outline, based largely on incidental knowledge of Department 
of Defense officers, is by no means exhaustive or even definitive. Should the 
committee desire a complete report on this subject, the Department of Defense 
will undertake to obtain data from the nations and international agencies con- 
cerned. 

Sincerely yours, 
Georce H. O_msren, 
Major General, United States Army, 
Director, Office of Military Assistance. 

Geveral Otmstep. Might I say in the case of the Low Countries, 
a large part of their unit equipment is provided by the British. There 
is quite a broad area there where there is cross help. 

Chairman Ricwarps. You said the Low Countries. You mean 
the—— 

General O_mstep. Holland, Luxemburg. 

Chairman Ricuarps. I do not know whether Mr. Wood would like 
to answer this question or you. I want to know if the authorization 
for appropriation for military items in fiscal 1953 involves a judg- 
ment as to how many end items foreign nations should receive in 
1953, 1954, and 1955, is that right? 

General OtmstTeEp. Yes, sir. 

Chairman Ricwarps. Will the number of end items delivered in 
fiscal 1952 be influenced by this authorization at all? 

General Otmsrep. Wiil the number of end items delivered in 1953? 

Chairman Ricwarps. Yes, 1953. 

General Otmstep. Be influenced by this authorization at all? 

Chairman Ricuarps. Yes, sir. 

General Otmstep. Yes, sir. Very much. 

Chairman Ricuarps. In what respect? 

General Otmsrep. As Mr. McNeil testified here the other day, if 
our funds available for procurement are cut back, then there is a 
tendency to keep these production lines running, and in order to do 
that we have to slow down their rate of delivery. 

Chairman RicHarps. It is the same old pipeline argument, is it not? 

General Oumstep. Yes, sir. We had this case not long ago of a 
light tank, where the producer under his existing schedules could run 
out the present contract before we had any assurance that we would 
get more money. So we told him to slow down. We did not want 
the line to come to a standstill and the labor to be dissipated. We 
are having that same thing, as Mr. McNeil mentioned, on jeeps. We 
could get jeeps faster than we are getting them. We do not want to. 

Chairman Ricuarps. This is not so original, but I hear it every 
day down here. Is it not a fact that deliveries for 1954 and 1955 
may be affected by other factors, such as Korea and a whole lot of 
things? 

General Otmstrep. That is right. 

Chairman Ricuarps. The question is why should we go that far 
today. I know the answer is and has always been that you have to 
keep the stuff moving; unless you did, you would have a hiatus in 
there and right at a critical time you might not have the stuff. We 
are going to run up on that thing down here on the floor when we 
bring up the matter. The defense bill is going to run against the 
same situation here today, tomorrow, and the next day. 
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General O_tmsrep. Suppose there is no appropriation in 1953 and 
this running up like this runs out like this. 

Chairman Ricuarps. But would it? 

General O_msrep. If we get no more money. ‘This is the allocation 
line. So, suppose this line runs out like this——— 

Chairman Ricuarps. Could not the other lines run on 

General Oumsrep. This line instead of being up here would fal! 
down like this. So our deliveries would slow down to our partner’s. 
It would fall down because we want to keep these production lines 
alive and in motion. The longer this goes the lower this rate of 
delivery would become, the longer we go without appropriations of 
funds. 

Chairman Ricuarps. That is all lam going to ask. I do not know 
how long we will be on this. We are going in for unlimited question- 
ing. We will stay here a little longer this morning and then take it 
up again in the morning. Mr. Vorys is next and then Mr. Lanham. 

Mr. Lanuam. I did not have any questions. 

Chairman Ricuarps. How about now? 

Mr. Lanuam. No questions. 

Chairman Ricuarps. Mr. Vorys. 

(Discussion off the record.) 

Chairman Ricuarps. Mr. Lanham. 

Mr. Lanuam. No questions. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Bourton. No questions. 

Chairman Ricuarps. Mr. Burleson. 

Mr. Burueson. No questions. 

Chairman Ricuarps. Dr. Judd. 

(Discussion off the record.) 

Mr. Jupp. Mr. Chairman, I wonder if I can go back pretty soon to 
the question about delays. I asked this question of Mr. Lovett and I 
have brought it up two or three times since. Mr. Lovett said there 
had been considerable delays in deliveries beyond what had been 
expected or hoped for. I asked if that was percentagewise or other- 
wise, and of what magnitude have been the delays in deliveries 
beyond what had been expected or hoped for. I was going to say 
“promised,” and you said we did not promise anything. The word 
“expected” is better. How much did you really expect? 

General Outmstrep. We have made three successive major forecasts 
on our medium tanks which they have been unable to fulfill. “‘ Ex- 
pectations” is a good word. 

Mr. Jupp. Each forecast was less than the preceding one? 

General Oumstep. Yes; because of the production difficulty which 
Mr. Lovett told you all about. 

(Discussion off the record.) 

Mr. Vorys. Would the gentleman yield? As I understand it, the 
whole infrastructure part of this program is on the floor now; is that 
not correct? So if we pay attention downstairs, we will find out about 
the whole infrastructure thing, will we not? 

General Otmsrep. I believe that the infrastructure is not in this 
bill; am I right about that? 

Mr. Woop. That is right. 

General O_msrep. It will be in the military-construction bill, not 
in this one. 
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Mr. Jupp. The $4 billion bill we had last vear. 

Mr. Vorys. You are not talking about that this year in this bill? 

General Oumstep. No. 

Chairman Ricuarps. Dr. Judd, could I just say that that is a 
quorum call. We will stay here as long as we can. 

Mr. Jupp. I wanted to get an answer to these questions. 

General Otmstep. This is a transcript before another committee. 
| was warned it was not proper to introduce it verbatim into the record. 

\lr. Jupp. Let us go off the record. I did not think when I heard it 
read that it squared with what Lovett said here. 

General Otmstep. May I give it to vou and ask that you return it? 

Mr. Jupp. Let me discuss it here, because I think it is of some 
value. Have there been any delays in organization and training of 
vour European armies through failure to deliver equipment that was 
planned to be delivered? The answer to that is, ‘No; no delay in 
training.”’ Where is the next one? 

General Otmstep. It is on the lower part of the second page. 

Mr. Jupp. Have there been any considerable lags in the delivery 
of combat equipment that you expected to be delivered? He said, 
“No, I think that is wrong,” unless it was a play on the word “ex- 
pected.”’ Could he have answered, ‘‘No,” if the words had been 
“scheduled to be delivered’’? 

Chairman Ricwarps. Are you referring to General Gruenther’s 
testimony here or before the Senate? 

Mr. Jupp. I am trying to reconcile what he said to the other com- 
mittee with what I understood him to say here. 

Chairman Ricnarps. You could put the question in another form, 
not in the form asked by another witness. 

Mr. Jupp. General, have there been considerable lags in the delivery 
of combat equipment that was scheduled to be delivered? 

General Otmstep. Dr. Judd, | explained we made no promises or 
commitments timewise. If you mean by the word “‘schedule’”’ that, 
then I would say 


Mr. Jupp. Or planned. 

General OLmstrep. We do make periodic forecasts to our MAAG 
and we have not kept up in some instances with the rate of delivery 
we have forecast to our people in our country missions. 

A major example of that would be the shortfall in the delivery of 
our medium tanks. 

Mr. Jupp. The point is that Lovett said in his written statement, so 
it was not offhand, that there have been considerable delays, and 
Gruenther said there have not been considerable lags in combat 
equipment that was expected to be delivered. | just do not think the 
two things square atall. — ~ 

Chairman Ricuarps. Have you anything further to say, General, 
about that apparent conflict in the testimony? Was Secretary 
Lovett, would you think, talking about over-all plans and General 
Gruenther taiking about what the military thought reasonable over 
there? ; 

General Oumstep. I think, Mr. Chairman, that is exactly the 
explanation. I think we have been hoping to do better, and those 
people at the receiving end of the line, recognizing they never get 
exactly what they hope, have been less optimistic than we have been 
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hopeful about our performance. I think that is probably the dis- 
crepancy between the two positions. 

Mr. Jupp. That is all I have to ask. 

Chairman Ricuarps. Mr. Burleson. 

Mr. Burteson. No questions. 

Chairman Ricuarps. Mr. Zablocki. 

(Discussion off the record.) 

Mr. Zasviocki. I have no further questions. 

Mr. Jupp. May I just pursue this one thing for a moment? 

Chairman Ricuarps. There is a roll call. It is the second bell. 

(Discussion off the record.) 

Mr. Jupp. You do not need to pursue that further. TI am not 
satisfied. I do not think there is any answer to it. We are out of 
balance. Probably it is inevitable and inescapable. 

Chairman RicHarps. Perhaps in the morning the General might 
have something on that. 

Mr. Jupp. We either got ahead on training or our side —— 

General O_mstep. Let me read one more sentence. 

Mr. Jupp. There is bound to be that difference there. 

Chairman Ricuarps. Thank you, General. The committee stands 
in recess until 10 o’clock in the morning, Tuesday. 

(Whereupon, at 12:37 p. m., the committee recessed until 10 a. m., 
Tuesday, April 8, 1952.) 
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TUESDAY, AFRIL 8, 1952 


House or RepresENTATIVES, 
CoMMITTER ON ForeEIGN AFFAIRS, 
Washington, D. C. 

The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:17 a. m., Hon. James P. Richards (chairman) presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we will proceed with the hearings on H. R. 
7005. Yesterday morning—lI want to say this for the benefit of some 
of the members of the committee who could net be here—we heard 
\Ir. Wood, Associate Deputy Director for Mutual Security and 
General Olmsted, Director, Military Assistance Program, Office, 
Secretary of Defense. I think General Olmsted had about finished his 
testimony vesterday. 

I do not know whether all the members are finished with asking him 
questions. He will be here through the entire hearing as presented by 
this teamwork. If you want to, we will go on to Mr. Cleveland, on 
the defense support now. If later on we want to ask some additional 
questions, we can do thet. 

We will call Mr. Cleveland, Assistant Director for Europe, Mutual 
Security Agency. Mr. Cleveland, we are glad to have you with us. 


Have you a speech vou want to make? 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR FOR 
EUROPE, MUTUAL SECURITY AGENCY 


Mr. CLeve ann. I do not have a speech that I want to make, but 


[ have a few charts that 1 want to present to you. 

Mr. Vorys. This is about the fourth or fifth time we have had this 
chart. These bearings have been going on for 3 or 4 weeks, and | hope 
there is something we have learned by this time. 

Chairman Ricuarps. You are not chart-drunk, are you? 

Mr. Vorys. No; I am just allergic to the same chart. 

Chairman Ricwarps. Maybe he wants to tell us something different 
about that chart. Perhaps Mr. Cleveland will not keep it up there 
too long. 

Mr. Vorys. There is one thing I want to make clear. I am not 
going to start working nights, because we have heard the same thing 
over 75 times and did not get the answers to the questions we wanted. 

Chairman Ricnarps. We may make you work some nights. 
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(The chart referred to is as follows:) 


THE MILITARY BALANCE SHEET: 
MOST OF THE RANOS NEEDED TO NANCE THE [282-53 
PROGRAM WW EUkOPE Wie a BORNE BY WESTERN EUROPE 
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Mr. CLEVELAND. Mr. Vorys, this is just up here to be taken down! 
It is simply to remind you once again of the over-all logic of this 
military balance sheet as a whole. It is to remind you of what Genera. 
Olmsted said yesterday, of the big piece of this whole enterprise, the 
NATO enterprise, that is represented by Europe’s own defense ex- 
penditures—which have to come true if the forces that he was talking 
about yesterday are really to be built. 

There have to be defense expenditures for Western Europe, running 
up close to $14 billion equivalent in their local currencies, supported 
by our defense support and supplemented by the end-item program, 
end items bought by the United States in Europe (the offshore pro- 
curement program), and end items from the United States. 

These are the actions that are being presented to the various 
congresses and par iiments of all of the NATO countries as a result o! 
the Lisbon plan. This is our request for obligational authority and 
here are the defense expenditures which the executive branches of the 
various European governments will, and in some cases already have, 
presented to their own parliaments. 

I would like to say a word, before we get to the details of the figures, 
about the procedure for the development of this program during the 
whole period from last summer to the present. 

(The following chart was submitted for inclusion in the record at 
this point:) 
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First, you remember that in Ottawa the Temporary Council 
Committee (TCC) was formed, with Mr. Harriman as Chairman. 
It met in Paris. The first thing it did was to ask each country to 
develop a statement of its capacity to increase defense expenditures 
and also a statement of the status of its military forces. We deal in 
this chart only with the economic side of the affair, and not with the 
military steps which were taken concurrently, some of which General 
Olmsted mentioned yesterday. 

So, each country developed its own statement of what it thought 
it could do. The United States Government, then, as one of the 
members of the TCC, took a look at each country’s statement, con- 
sulted to some extent with each country through the missions in the 
field, United States Government missions, particularly the Mutual 
Security Agency mission in each country, on the economic capa- 
bilities of the country. 

We came up with a position on what each country could do, which 
was presented through Mr. Harriman to the TCC. 

The third step that the TCC took was this: The three main coun- 
tries, the British, the French and Mr. Harriman representing the 
United States reviewed each country’s submission and related it to 
the military requirements that were coming up to the same body 
through General McNarney’s Screening and Costing operation. 

The TCC recommended then a preliminary plan of action which, 
in the case of most of the countries, proposed amounts of military 
expenditure by those countries somewhat in excess of what the 
countries themselves had proposed. 

Then the plan of action was put back to the countries for review 
by their own governments. During that interim period, between 
the TCC draft plan of action and the Lisbon conference, once again 
all the United States missions, the MSA, the MAAG’s and the Em- 
bassies in each country, working as a team, were instructed to consult 
with each country and try to make the TCC plan of action come true, 
try to persuade the government insofar as possible to adopt the plan 
that had been put before them by the draft recommendation of the 
TCC. 

Each country’s cabinet was simultaneously reexamining its own 
capabilities and finally coming to a decision as to what plan of defense 
expenditure, in effect what military budget they would decide to put 
up to their own parliaments and what forces, therefore, they were in 
a position to commit firmly at Lisbon. 

At the Lisbon conference you remember firm force goals were 
adopted for the end of 1952, and provisional goals for the period after 
that. The firm force goals are the goals that General Olmsted was 
referring to vesterday, the 50 divisions, and so forth. 

Once this foree commitment had been made—the Lisbon conference 
did not give rise to direct commitments measured in terms of money, 
but rather commitments measured in terms of forces, so many di- 
visions and so many aircraft, and so on—each country was responsible 
for going back, as we are going back in the course of these hearings, 
and getting final approval of the steps that each government has to 
take in order to make the Lisbon plan really come true over the next 
few months and into 1953. 

So each country is following its own procedures for securing approval 
for its own expenditures. The timetable and procedures vary a good 
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deal. Some countries are on a calendar year basis with their budgets, 
as the French are; some are on an April-to-March basis, as the British 
are; some are on the same kind of fiscal year that we have. 

After the Lisbon Conference, the United States Government, the 
executive branch, developed a program for defense support to assist 
the Europeans in making these $13.9 billion of defense expenditures 
happen. The form of the analysis, the procedure for that analysis, is 
referred to briefly here. I can go into it further later if you want. 
It involved an analysis for each country of the so-called internal 
accounts, what the size and shape of the economy ought to be, how 
much consumption, how much investment, and how much govern- 
ment use of resources, and, finally, how much defense expenditure, 
was going to be possible. 

Second, what imports are needed to support an economy of that 
size, devoting its resources in the way that will be necessary if the 
defense program of the given size is going to really come true. 

These commodity import programs, are the result of very detailed 
work, first, by the MSA missions with the countries in the field, going 
over their imports—their total import program, not just the part we 
finance—and then, secondly, a further screening by commodity 
experts in the MSA headquarters bere in Washington. 

Simultaneously, a projection of what dollar earnings each country 
can be expected to make is considered. The analysis actually covers 
the whole account, not just the dollar account, but also the nondollar 
account. But for the defense support program the primary thing is 
the dollar account—what dollar imports they need, what dollars they 
can earn on their own hook without any assistance at all. 

Then, finally, a defense support program—providing funds for the 
purchase of commodities which cannot be purchased with their own 
resources, but which have to be purchased if the defense expenditure 
is really going to be able to be as much as it has to be to meet the Lisbon 
plan of action. 

That defense support program is developed country by country, 
with a commodity breakdown as well, reviewed by the other agencies 
of the United States executive branch, by the Bureau of the Budget, 
and finally winds up here. 

That is, very briefly, a statement of how we got from early last 
fall to where we are today. 

What does this term ‘defense expenditure’? mean in real terms? 
This is a picture of the defense expenditures broken down into five 
categories, with the hardware broken down into nine further sub- 
categories. 

We are inclined to think of a military effort as consisting pre- 
dominantly of production of hard goods. In fact, of course, most of 
the European effort today is concentrated in the nonmatériel category, 
in personnel recruitment, pay and maintenance, in construction, and 
other operating costs (such as gasoline for vehicles) and all of the 
things that it takes to keep an army and an air force and a navy 
going. 

This “other costs” is a rather distorted category because the biggest 
part of it is occupation costs paid by the Germans. The occupation 
costs are projected to go down next year, and that is why this is the 
only category that does not show an upward trend for the third year. 
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Each of the other categories is projected to go up considerably next 
year. 

The total defense expenditure in 1950-51 was something over 
$7 billion. This current fiscal year it is projected to be about $11 
billion for this group of countries, which is NATO, plus Germany, 
minus Greece and Turkey. 

Next fiscal year it is expected to be up to the $13.9 billion of defense 
expenditure. Once you get the men that General Olmsted was 
mentioning yesterday, the manpower recruited into units, once you 
begin to get on a basis where the forces themselves are not expanding, 
you can begin to devote the marginal increases in defense expenditure 
to military production, hardware production, to a disproportionate 
extent. This is projected to happen next year, with the total expendi- 
ture going up from about $11 billion to about $14 billion. Hardware 
production is expected to go up a billion and a half, or about half of 
the increment is expected to be devoted to hardware production in 
Europe. So for this whole group of countries, where they produced 
about $1 billion worth of military expenditure in 1950-51, this year 
they are producing about $2 billion, and next year they should produce 
about $3 billion, partly because their own production will go up, but 
partly because you will add Germany next year to the list of countries 
that are producing hardware. 

You get a very much bigger increase in production than you do in 
any of the other categories. The other categories are beginning to get 
on a basis where you can carry them along. Your increments can be 
devoted more and more to the production side. 

It isimportant to emphasize that the purpose of our defense-support 
program, which is assisting the Europeans to get some imports that 
they would not otherwise be able to pay for, applies not only to this 
category of hardware production, but to the process of making the 
= eS economy big enough so that it can really turn out an amount of 
military effort measured at about $14 billion, which, in turn, is required 
in order to meet the Lisbon force plan on the European side. 

Mr. Jupp. Could I ask an explanation of one point in that chart? 

Chairman RicuHarps. Yes, about the chart. 

Mr. Jupp. Those four brown columns added up come to about 
$12.5 billion. Therefore, do you get your $13.9 billion by adding in 
the $1.4 billion of defense support for the United States? 

Mr. CLevetanp. These five columns here, five brown columns, are 
supposed to add up to $13.9 billion. 

Mr. Jupp. But is the $1.4 billion from us in them? 

Mr. CiLeve.anp. The $1.4 billion from us helps to get more than 
simply $1.4 billion of defense expenditure. 

Mr. Jupp. I know that. But in order to achieve those five columns 
there is included $1.4 billion of American dollars to buy raw materials; 
is that not right? 

Mr. CLEvELAND. That is right. To put it perhaps a little more 
accurately, Dr. Judd, the position is this, and this is the next point I 


wanted to go to: In order to get this defense expenditure rise of about 
$3 billion, the whole economy of Europe has to be bigger, that is to 
say, the gross national product has to rise. It is our hope that the 
gross national product can rise next year by $5) billion, measured 
in this year’s prices; in terms of next year’s money, it will probably 
be a rise somewhat higher than that. But measured in constant 
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prices, this year’s prices, it ought to go up about $5% billion from 
about $148 billion to about $153 billion for this group of countries. 

In order to make that increase possible, it is our calculation, and I 
will show you how we get that way in a moment, that $1.4 billion 
for this group of countries has to be available to them to pay for 
imports that they would not otherwise be able to pay for. 

So, the $1.4 billion is a component of the total increase in produc- 
tion. With that total increase mn production it is realistic to project 
this increase of about $3 billion in defense expenditure from this year 
to next year. Actually, if, after you allow for the amount of that 
increase in total produc tion, which is necessary in order to cut down 
the foreign deficit—the British particularly have run a very huge 
foreign deficit this year—if you allow for about $1% billion of that 
increment which w ill have to go to cutting that teveiggn deficit down 
you have left an increment of about $4 billion of additional resources 
that will in fact be available to the Europeans next year, compared 
to this year. 

You will see that three-quarters of that $4 billion is represented by 
defense expenditure. In other words, the governments, we project, 
should be able to capture about three-quarters of the whole increment 
in their production available for domestic use in the form of defense 
expenditure, which is a very good showing. 

It is a somewhat larger portion, for example, than we captured out 
of the total increase in production from last year to this year in our 
own country. 

Does that answer the question, Dr. Judd? 

Mr. Jupp. Yes. 

Mr. Cievetanp. Moving from the internal side of the picture, 
and this concept of the total production increase necessary in order 
to get an increase in defense expenditure, this chart is the story on 
the imports needed from the dollar area by this group of countries, 
taken as a whole, and the resources that are or may be available to 
the governments of Europe to meet the cost involved in these total 
dollar imports. 

The total dollar imports for next year ought to be about $5% billion. 
The fact that this figure and the increase in gross national ‘product 
are both $5.5 billion 1 is just a coincidence. 

When I sav “ought to be,.’’ I mean that in order to get to and 
maintain a gross national product of about $1535 billion, and in order 
to devote about $14 billion of that to defense expenditure, we figure 
that it will be necessary for the Europeans to import about this much 
from the dollar area. This is, of course, not their total imports by « 
long shot. Their total imports exclusive of their own territories run 
at about $25 billion. So the dollar imports are just a little over 
one-fifth of their total imports. Most of these dollar imports come 
from the United States and Canada, where you can only buy stuff if 
you have a dollar bill. 

A small margin of it comes from dollar settlements that the Euro- 
peans have to make with certain countries, particularly in Latra 
America, for commodities or for trade arrangements that the Latin 
Americans simply will not make except for dollars. For example, if 
they want to go to Chile and buy some copper, they will have a 
difficult time, if there are dollar purchasers for Chilean copper, in 
getting that Chilean copper for anything except dollars. 
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Let me say a word about this import program, because the defense 
support, as you know, largely takes the form of commodities, or dollars 
for commodity imports into Western Europe. Western Europe, as 
you know, is an industrial workshop. You can compare it perhaps 
to that part of the United States east of the Mississippi if you take the 
cotton and tobacco out, because they do not have much cotton and 
tobacco growing in this area. It is an industrial area primarily. 

Most of its exports, something like 85 or 99 percent, are manufac- 
tures. It imports raw materials. It does not have a whole lot of 
indigenous raw. materials. It has coal, iron ore. It has some small 
amounts of nonferrous metals, and so on, but they are pretty small. 
It gets some from its colonies, but there is a big deficit in raw materials 
that it has to import. 

It also runs a deficit in food. These dollar imports of food, of course, 
are not the total of its food deficit. This is nearly a billion dollars of 
food. This is mostly bread grains and coarse grains that have to 
come from this country. They also get fats and oils from Africa; 
and various other imports for currencies other than dollars. 

As you would expect, since Europe is a workshop, when it is working 
at reasonably full capacity, it has to import the raw materials with 
which to operate. It has to import food for the people who work in 
the workshop to eat, beyond the extent to which they make the food 
themselves on their farms. 

This workshop, in its import program, concentrates on importing 
food, cotton, other agricultural commodities, fuels, industrial raw 
materials, and a relatively small amount now of machinery and 
equipment. 

You remember at the beginning of the Marshall plan the Europeans 
were importing a lot of machinery. But they have their own work- 
shop. They should turn out most of their own machinery and machine 
tools. They do now, after the recovery they have experienced. 

There are some nonferrous metals, hides, and skins, from areas other 
than the United States and Canada that have to be paid for and settled 
in dollars. 

Where will they get the money to pay for this $5.5 billion worth of 
imports? If they get the $2.9 billion of dollar exports from this grou 
of countries, the United Kingdom, Germany, and the other NAT 
areas, they will be doing very well indeed. Our feeling is that this 
is an optimistic projection of what they will do. They are exporting 
now at the rate of $2.6 billion. 

This assumes that in spite of the fact that they are diverting factor- 
ies and manpower and materials from civilian to military production 
of hardware—that means taking resources out of precisely those 
types of production that are useful for export, because they are mostly 
exporting manufactures out of the products of their agama and 
mechanical industries—they will be able to find slightly more exports 
to sell to the dollar area next year than they are doing this year. This 
will be a Herculean effort in itself. That is why I say this is an 
essentially optimistic projection. 

If you take the rest of the settlements, all the capital that flows both 
ways, the earnings that England derives on account of the fact the 
the sterling area is tied up to it and has about a $425 million surplus 
with the dollar area, which is deposited in London in the dollar pool, 
if you take into account the respects in which the colonies of these 
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countries are assets, and other colonies are a net drain on the countries 
that own them, all the settlements and capital transactions other than 
the regular trade balance between exports and imports of the dollar 
area, you find that they can expect to earn net about $800 million, 
which is this little block here. 

This includes, and very importantly includes, United States mili- 
tary expenditure in Europe. As a matter of fact, if it were not for the 
United States military expenditure in Europe, the Italian vegetables 
and the Danish bacon that the United States troops in Germany eat, 
the post exchange purchases, payments on account of ‘“‘iafra- 
structure,”’ about which you have been hearing so much, and payment 
by the Defense Department to build United States airfields here and 
there in Europe, and its dependencies, all of those payments measured 
as a dollar earning for Europe add up to somethiag over $800 million— 
without those expenditures, this block would disappear and would be 
a little bit negative. 

But the fact that the United States is spending a good deal of money 
in Europe does give them a favorable balance to apply to their dollar 
accounts. 

Mr. Jupp. Does that include tourists? 

Mr. CLeve ann. Yes, and all shipping and freight, payments and 
receipts, netted out into this big net figure here. So they wind up 
with a deficit of about $1.8 billion for this group of countries. 

They have a pipeline of materials that ECA and MSA have financed 
in the past that can run down a little bit. A few of the countries can 
use their reserves; again, only a little bit. Bear in mind this last year 
has been a year of tremendous loss in reserves, particularly by the two 
major countries in this group, and the two major recipients of defense 
support and assistance next year. 

The British, you remember, were up to about $3.8 billion of reserves. 
They are down, according to the announcement yesterday, or the 
day before, to $1.7 billion. They have lost more than $2 billion, 
conside rably more than half of the whole of their reserves over the 
last 14 or 15 monthis. 

The French are similarly down to rock bottom. They are down to 
the point where any further use of reserves would mean dipping into 
the gold holdings of the central bank—that is, dipping into a fund 
which is regarded by the French Government, and regarded even 
more by French speculators, as an index to the ultimate health of the 
French economy. 

In dipping into that, if you take a dollar out of that it produces 
many dollars in speculation, and it just does not add up as a way of 
meeting this import bill next year. 

So the amount that is left, if this import bill is to be met, is the 
$1.4 billion of defense support in commodities. The form of this 
defense support is (with the exception of a small portion which is used 
to assist countries which are very large debtors in the EPU) mostly 
the procurement authorizations of a familiar sort, buying familiar 
types of commodities, whether it is working for civilian or military 
purposes. 

I would like just to reemphasize that point. The fact that Europe 
is a workshop, is now working on a lot of defense orders, as well as on 
regular investment and consuming goods, does not significantly change 
the pattern of its imports. 
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If you have a machine shop with three men working in it, its import 
requirements for a year may be a new lathe and some imported steel, 
copper, and what not, and some food for the three workers to eat. If 
you take that same workshop and say that you cannot make hubcaps 
for Chevrolets any more, that you have to make a component for a 
tank, iis import requirements for the next year will still be a new 
Jathe, some industrial raw materials, and food for the three workers 
to eat. 

The import pattern does not change with the change in purpose 
where you already have an industrial economy pretty well tooled up. 

Mr. Jupp. How much of that top line of $5.5 billion is made neces- 
sary because of the rearmament effort? How much less would it 
be if they were not rearming? 

Mr. CLeveLanp. That is a question that is very hard to answer, 
unless we include in the question also an indication of what else they 
would be doing. If they are going to have an eeonomy that in sta- 
tistical terms is measured by a gross national product of $153% 
billion, and if it is going to produce about the same proportion of 
industrial goods, agricultural goods, services, and so on, it would not 
make any difference whether that economy is working on defense or 
that economy is working on civilian purposes. 

If you say that without defense they can get along with an economy 
that is only $145 billion, then they do not need as many imports. 

Mr. Jupp. This gets back to the point that John Vorys has been 
making again and again, that that $1.4 billion is really the old 
Marshall plan. 

Mr. Crevevanp. The $1.4 billion is for the purpose of making it 
possible for the European countries—— 

Mr. Jupp. To rearm? 

Mr. CLevetanp. Yes. To have an economy big enough to get 
this defense expenditure. 

Mr. Jupp. If they were not rearming, you would have it in some 
other form? 

Mr. CLevetanp. If they were not rearming, we would not be 
giving most of them the assistance. Therefore, their economies 
would probably be smaller and they would not have this large an 
increment of production from this year to next year. 

Mr. Javits. Is it not a faet—-— 

Chairman Ricuarps. Mr. Javits, the rule we made yesterday was 
that if anybody wanted to ask any questions, he should wait until 
afterward, unless you wanted to ask a clarifying question about the 
chart. Everybody wil] have an opportunity to question later on. 

Mr. Javits. I wanted to ask a question in line with Dr. Judd’s 
question. 

Mr. Jupp. Mine had to do with the chart, the breakdown ot the 
chart. 

Chairman Ricuarps. That is right. Every member will have an 
opportunity to ask questions. 

Mr. Javits. Is it a fact that you would not have the chart at all 
if they had no rearmament at all? 

Mr. Cuatuam. There would not be an MSA. 
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Mr. Cieve ann. If they had no rearmament effort this year, for 
next year we would not have a program here, with probably a couple 
of exceptions that you are familiar with, Austria--— 

Chairman Ricuarps. Go ahead and tell us anything else you have 
about the chart. 

Mr. CLevetanp. That is the end of this chart. I might supple- 
ment this by adding to the pipeline story that General Olmsted 
gave you yesterday. 

The pipeline, in our nomenclature, is defined as the difference be- 
tween obligations (that is, procurement authorizations issued by our 
organization, the MSA) and expenditures, that is, checks issued by 
the United States Treasury to some supplier. 

This is the history of the pipeline since the beginning of the Marshall 
plan to the end of ECA, and on into the present period. 

Mr. Risicorr. May I ask what “PA” stands for? 

Mr. CLEVELAND. “Procurement authorizations.’’ That is the basic 
document we issue to a foreign government that enables that foreign 
government to authorize an importer to import something with the 
use of formerly ECA and now MSA funds. 

At present the pipeline, the difference between obligations and 
expenditures, is just over $900 million. At the end of June, it will 
be probably slightly under $900 million, out of a program that is, now 
on an annual basis, about a billion and a half. That represents a 
pipeline of 6 to 7 months. If you consider next year’s program, 
assuming the amount of money that is before vou for consideration 
would be $1.8 billion, this is for Europe as a whole, that would be 
about a pipeline of a little less than 6 months. 

For example, it takes about 4 months, based on experience, to get 
from the procurement authorization for coal at one end to the Treasury 
check on the other. It takes up to a year or 18 months or more on 
an item that has to be manufactured, a machine tool in this British 
machine-tool program, for example. So this 6 months averages out 
at about the lag that you would expect. 

There is one other thing about this story. The total amount un- 
obligated today of this year’s funds is just about $500 million. That 
$500 million will be obligated before the end of this fiscal vear. So 
that the amount unobligated at the end of the fiscal year will be sub- 
stantially zero. The amount unexpended at the end of this fiscal 
year will be rather under $900 million. 

I think that is all I need to say, Mr. Chairman. 

Chairman Ricnarps. Have a seat, sir. We will proceed under the 
5-minute rule. Mr. Mansfield. 

Mr. Mansrtrip. I have no questions, Mr. Chairman. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. Mr. Cleveland, as I understand vour statement, thy 
hardware goes up a billion and a half and we put in $1.4 billion; is 
that right? 

Mr. CLevetanp. That is right. 

Mr. Vorys. I think we all ought to bear that in mind when we 
hear about our contribution being multiplied two or three times. 

Mr. Cieve.tanp. Might I comment on that? The multiplier ef- 
fect that we have talked about so much is, of course, not a proportion 
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between the $1.4 billion that we have put in and the increase in 
military production. It is the difference between what you would 
get in the way of defense expenditure in Europe with this $1.4 billion 
of defense support and what you would have in the way of defense 
expenditure—that total of not only production but pay, mainte- 
nance, construction, and the rest of it—without the $1.4 billion. We 
figure that you would probably have about $10.6 billion worth of 
defense expenditure instead of the $13.9 billion that was on that 
chart. - 

Mr. Vorys. On the multiplier effect, you are including troop pay, 
accounts, and stuff like that, are you not? 

Mr. CLEveLAND. Including all of the things that the Europeans 
have to do in the way of defense in order to make the plan as a whole 
come true, given a contribution by us of equipment, yes. 

Mr. Vorys. I have tried to tie in the chart here, the $5.5 billion, 
with the charts we have gotten before, and I cannot do it. We get a 
new one every so often. I want to see if the new one cancels out the 
old one, or if it is a new way of doing the same thing. 

For instance, | have got one that says, “Total commodity im- 
ports—”’ I do not know how to identify this; it is a March 27 chart— 
“United States, $3,973,000,000.”" That is, United States. The total 
of all imports is $26 billion. I am trying to see how that fits in with a 
total dollar import of $5.5 billion. Can you tell me? 

Mr. Cievetanp. Yes. In the first place, the thing that you are 
looking at is a summary of the import programs for all currencies— 
not only dollars, for all currencies—for 14 participating countries, 
that is, not just NATO, plus Germany, minus Greece and Turkey, 
which was the group of countries involved there, but all of the countries 
with whom we deal in Europe, with the exception of Yugoslavia; 
including Austria, in other words, and Greece and Turkey. 

This is the total import program, which, for that group of coun- 
tries —— 

Mr. Vorys. Let me interrupt. One table is made up with a 
different set of countries than the other; is that the difference? 

Mr. CLevevanp. Yes. That is one of the differences. ‘The other 
difference is that vou were locking at the total import line, whereas 
what we were talking about a minute ago in that chart was the dollar 
imports, which is, of course, only one-fifth of the total imports. 

Mr. Vorys. When you say “dollar,’’ is that the same as United 
States, or is that United States and Canada? 

Mr. CLeveLanb. United States and Canada, plus dollar settlements 
with other countries. 

Mr. Vorvs. Let us take this table here with the table on defense 
support. Let us take aircraft, an item we are all interested in. 
There are $739 million worth that would be produced with defense 
support, and $448 million without. Would you explain that? 

Chairman Ricuarps. Can you explain that in half a minute? 

Mr. Cievetanp. What you are reading, Mr. Vorvys, is a part of 
the bigger picture of a total defense expenditure next year, with 
defense support, of $13.9 billion, and without defense support, of 
about $10.6 billion. 

I might say that is a purely economic calculation, and the political 
and other effects would be more serious. 
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Chairman Ricwarps. Mr. Ribicoff, you have 5 minutes. Mr. 
Vorys’ time is up. He can come back directly to that if he wants to. 
That is going to take a good while. 

Mr. Risicorr. I was just wondering, as I heard you explain the 
pipeline and the lag of some of these items, how much of these 
expenditures go by way of interest payments. In other words, I 
would assume that the average European manufacturer, like a manu- 
facturer here, gets an order and has to produce X million dollars 
worth of goods. I assume he does not have the capital to do so. 

If you pay him after the goods are delivered, where does he go to 
get the working capital to produce the goods? How does that work 
out? 

Mr. Cievetanp. You mean, when the European manufacturer 
gets a defense order? 

Mr. Rretcorr. Yes. 

Mr. CLEVELAND. He goes to his own banking system. The credit 
that he needs, of course, to carry him, the production credit that he 
needs, is a local currency transaction, not a dollar transaction. Foreign 
exchange does not enter into it at all. 

Mr. Risicorr. How does he work then? He needs certain raw 
materials. Where does he get the raw materials? The raw materials 
are exported from the dollar countries. 

Mr. CLevetanp. If he needs raw materials, he will go to his govern- 
ment. If he is a French manufacturer and needs some dollar raw 
materials, he will go to his government and trade the franes that he 
has for the necessary permission to use French Government dollars 
to make that purchase in the dollar area. 

Those French Government dollars may be free dcellars that they 
have themselves, that they have earned from exports, or they may be 
dollars that we are making available through aid. 

Mr. Ristcorr. I notice on your chart here, commodities from the 
United States and Canada. How much is Canada giving to the 
NATO? 

Mr. CLieveLtanp. Canadian defense expenditure, as I remember it, 
will be about $2 billion. 

Mr. Rrercorr. That is their own expenditure within Canada? 

Mr. Cievetanp. That is their expenditure for their whole defense 
establishment. 

Mr. Risicorr. Does Canada have a similar arrangement as we 
have in the United States, a Mutual Security Program? 

Mr. CLeve.tanno. They do not give what we call defense support. 
They do make some contributions in military end items. And, of 
course, they make a small force contribution. 

Mr. Risicorr. How much in the way of end items are they giving? 

Mr. Cievevanp. | think General Olmsted can give that. 

General O_mstep. I have never seen a figure on that. 

Mr. Risicorr. | wonder if you are aware at the present time that 
the dollar is selling for a discount in Canada? In other words, you 
have to pay $1.02. It takes $1.02 to buy a Canadian dollar. Are 
you aware of that? 

Mr. CLEVELAND. I believe that is right. 

Mr. Risicorr. Are you aware that there has been quite a flight of 
American capital to Canada? 
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If Canada is in such a fortunate position, I am just wondering what 
contribution they are making to the whole picture? 

Mr. CLeveLanpb. They are making a very sizable contribution in 
the form of defense expenditure. 

Mr. Risicorr. For themselves. We are making one. We are 
voting about $46 billion today. I am wondering what they are 
doing from their surpluses. 

Mr. CLevevanp. I do not know that they have a surplus. 

Mr. Risicorr. My only guess is that if the dollar is selling at a 
discount in Canada, my hunch is that Canada has a pretty good 
surplus or they would not be in that fortunate a financial position. 

Mr. Fuvron. In Canada it might be due to good governmental 
procedures, as well as the size of the defense program. 

Mr. Cievetanp. The Canadians, as I say, are not making this 
kind of a contribution. They do make an end-item contribution, and 
they make a contribution of forces to Europe as part of the NATO 
plan. 

Mr. Risicorr. I have read, and it comes across to me on numerous 
occasions, that the United States offshore procurement is inflationary. 
Can you explain the rightness or wrongness of their conclusion, and 
why that is so? 

Mr. CLevevanp. Inflationary in this country or Europe? 

Mr. Risicorr. I think they say it is inflationary in both. I have 
read much about it, but I have not found a really definitive article. I 
am curious as to what they are talking about. 

Mr. CLevevtanp. The net effect is not inflationary in Europe. It 
causes additional orders, increases the level of business activity as a 
whole in Europe. 

But it also provides the governments an opportunity to earn dollars 
through that arrangement. It provides the governments, therefore, 
with dollars with which they can buy commodities to take the curse 
off inflation. The net effect of offshore procurement in Europe should 
not be inflationary. 

Chairman Ricuarps. Your time is up. Mr. Smith. 

Mr. Smirxu. What is the distinction between defense support and 
economic aid? 

Mr. CLeveianp. It is a distinction of purpose. 

Mr. Smiru. Why do we not call it all economic aid? 

Mr. CLeve.anp. We have tried to define the thing in terms of a 
purpose for which it is requested. 

The term “economic aid,’ which is a term which is descriptive of a 
tool, of a particular procedure and type of activity, became associated 
during the period of the Marshall plan in people’s minds, and very 
rightly so, with a set of purposes, purposes of recovery, of raising 
living standards, and so on, in Europe. If you continued to use the 
term “economic aid” to describe this program this vear, for this dif- 
ferent set of purposes, for the purpose of getting defense expenditure 
up and not for the purposes of continuing a long-term recovery pro- 
gram, or for the purpose of current rises in living standards, you would 
confuse people into believing that this year’s aid has the same purpose 
as last vear’s aid. 

In fact, this year’s aid uses the same technique, that is, it is buying 
commodities for Europe. But the purpose is so different that it was 
our feeling that the name should be changed to reflect that shift in 
purpose. 
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The idea was not to try to persuade people that this was a different 
technique that was being used, but the same technique that has proved 
very useful—and which we have gotten somewhat skilled in operating 
through the period of the Marshall plan—-was now being turned to a 
different purpose in Europe, and, therefore, the name should be 
changed to reflect it. 

Mr. Smirx. Actually, it is only a matter of purpose? 

Mr. CLevevanp. It is a matter of purpose. That is the crucial 
change. 

Mr. Sairu. So far as the items are concerned, it is the same kind 
of goods they are getting that they were getting under the Marshll 
plan? 

Mr. CLevetanp. Well, Europe is a workshop. It is an industrial 
economy. It imports food and raw materials, and exports manufac- 
tures. Whether it produces its manufactures for the purpose of 
shooting them at people, or whether it produces them for the purpose 
of washing their own clothes in them, or any other kind of consumer 
goods, they are going to need the same imports. 

The difference is not a difference of import requirements, except 
that they need more import requirements if their total level of business 
is going to be higher, as it will have to be in order to make these 
defense expenditures come true. The difference is in what they pro- 
duce at the other end of the factory. 

Take a Fiat factory in Turin. It needs coal and power and non- 
ferrous metals and steel, whether it is going to make those little Fiats 
or whether it is going to make a military vehicle. It is the same 
thing which goes in one side of the factory. The difference is what 
comes out the other. 

Mr. Saurrn. In setting up these figures for the other countries, as to 
what they can do, I notice there is always considerable apprehension 
about not compelling them to do too much, that their economies can 
only go so far, and that is it. 

In figuring out what we can do, have we taken into consideration 
what the United States can do? 

Mr. CLEevELAND. Yes, we have. Of course, the program that we 
are concerned with here, $1.4 billion of defense support, or even the 
total program, the whole Mutual Security Program of $7.9 billion, is 
only part of the total expenditures and total budget. 

But the Council of Economic Advisers, and other people who are 
concerned specifically with the domestic economy, with the health of 
our own economy here, have looked at the situation that would result 
from the President’s budget as presented to the Congress, and have 
come to the conclusion, as the President indicated in his budget mess- 
age, that if our economy grows fast enough—the same principle that 
we apply to Europe—if our own economy grows fast enough, we can 
take this total load, including the total domestic program and the 
Mutual Security Program. 

Mr. Smiru. There is still that “if.”’ I wonder if you could furnish 
that for us. I would like to ask, Mr. Chairman, that we might have 
inserted in the record at this point the recomimendation of the 
Economic Advisers to support the statement that has been made? 

Chairman Ricnarps. Would you supply that? 

Mr. CLeveELAND. The information requested is as follows: It was 
prepared by the Council of Economic Advisers to the President in 
cooperation with the Office of Defense Mobilization. 
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IMPACT OF THE NATIONAL SECURITY PROGRAM ON THE UNITED States Economy 
IN 1952 ann 1953 


The foreign aid contemplated in the mutual security bill of 1952 bas been 
designed as an integra] part of our total national security program, of which the 
largest part, in terms of money, is the domestic military defense bill. These bills 
represent two aspects of a comprehensive program; cach has been designed with 
reference to the other. For that reason it is not possible to identify, separately 
and fully, the impact of the foreign-aid programs on the domestic economy, at 
least not by any simple process. A full evaluation of the separate economic 
effects of the foreign-aid program upon the United States economy would have to 
consider not only the cost of this aid but also what it would cost us to get the same 
security in other ways. If we confined our considerations to comparing the posi- 
tion of the economy with and without foreign aid on the assumption that all other 
things remain the same, we would be ignoring the fact that other tl ings could not 
remain the same. Without the aid program, our security would be less or, if this 
result were to be avoided, our domestic defense program would have to be greater. 
Fcr this reason, the question of the economic impact has to be approached in 
terms of t'e impact of the combined foreign and domestic aspects of the total 
security program. 


THE TOTAL NATIONAL SECURITY PROGRAM 


The present national security program is by any peacetime comparison an 
enormous one. In the years before Korea the Government was spending some 
18 to 20 billion dollars annually, measured in terms of 1951 prices, on national 
security programs, including foreign economic assistance. In 1951 these security 
programs cost 37 billion dollars. Under the program proposed by the President, 
these expenditures will rise to 56 billion dollars this year, and further in 1953. 

A program of this size cannot be carried out without some economic dislocations, 
inflationary pressures, and other economic consequences which in turn create the 
need for a strong system of economic controls. “ But the strain on the economy 
caused by the program so far has been surprisingly small; and though we shall 
have to expect a larger impact this year, it is well within our economic capabilities. 

From 1950 to 1951, while security expenditures increased by 17 billion dollars 
in 1951 prices, total output increased by 26 billion dollars, as table 1 shows. 
Investment in construction, equipment and inventories and net foreign investment 
was more than 20 percent above 1950, and at an all time record. Consumer 
expenditure, measured in real terms, was slightly lower than in 1950, but higher 
than in any other year. The decline was only partly, if at all, the result of 
shortages; actually, demand for many commodities did not keep up with output. 
Sales of consumer hard goods fell from the extraordinary record levels of 1950. 


TABLE 1.—Gross national product or expenditure in 1951 prices 
[Billions of dollars, 1951 prices] 
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1 The projected total gross national product and its components shown for 1952 and 1953 are to be regarded 
as indications of feasible levels pl: within a range, which in the case of gross national product is in the 
magnitude of 5 billion dollars. 


Source: Council of Economic Advisers, 
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Of course, the requirements of the defense program are seriously affecting some 
sectors of the economy. From the fourth quarter of 1950, when production of 
civilian durable goods was near peak levels, to the fourth quarter of 1951, housing 
starts declined by 20 percent, less essential types of private nonresidential con- 
struction by 32 percent, passenger car output by 37 percent, output of major 
household appliances by 31 percent. To some extent these declines were the 
result of a decrease in demand; but to some extent they resulted from credit and 
other anti-inflationary controls and materials shortages. Rising military require- 
ments for materials as well as for defense-supporting industries made necessary 
during the first quarter of this year contractions in allocations of metals for 
consumer durable goods, and in some types of public and private investment, 
but significant expansion from the first quarter level was possible in the second 
quarter. 

Over the next 2 years we should be able to increase total output by around 5 
percent annually. Such increases would bring total gross national product to 
approximately 345 billion dollars in 1952 and approximately 363 billions in 1953, 
compared with 273 billions in the year 1947 and 328 billions in 1951 (all measured 
in terms of 1951 prices). With such increases in total output, consumer supplies 
can in general be expected to expand beyond any levels previously reached in this 
country. Total investment is now declining, primarily as a result of the contrac- 
tion in inventory accumulation, but materials will be available this year for a 
level of investment in plant and equipment close to the highest levels ever reached 
in this country. However, this investment will be much more concentrated in 
expansion of capacity in key industries. Other types of investment have been 
curtailed. 

Over the next 2 years, despite some cut-backs necessitated by materials short- 
ages, total investment and consumption together could be 75 percent above the 
1939 level, 65 percent above the wartime level and at about the peak levels reached 
in the past 2 years. 

Partly because of the stretching out of the military program and partly because 
of other factors, it now appeavs that the intensity and duration of the metals 
shortage will be much smaller than was previously contemplaved. We are ex- 
panding metals and other basic capacity rapidly and the present outlook is that 
materials shortages will have been largely overeome by 1953. Moreover, the 
shortage this year is not likely to be severe. New supplies of steel and aluminum 
available for nonmilitary uses in 1952 are expected to be within a few percent of 
the record amounts available in 1950 and 1951. Supplies of copper available for 
civilian uses are expected to be within 10 or 15 percent of the 1951 levels. The 
large accumulation of metals inventories that took place in 1950 and 1951 is 
available as a supplement to current supplies. Aluminum is being substituted 
increasingly for copper, the searcest of the controlled materials. Moreover, 
military requirements for metals are expected to begin declining in the second half 
of this year. Thus, the maximum materials impact of the military program is 
being felt in the first half of the year. 

The temporary curtailments in the use of scarce materials will not involve 
sacrifices for the general publie which can be regarded as severe in the light of the 
gravity of the international situation. Passenger antomobile production, which 
was about 6.7 million units in 1950 and 5.3 million in 1951, is expected to exceed 
4 million units this vear. In the vears 1948 and 1949, which were regarded as 
vears of high automobile production, an average of 4.5 million units was produced. 
Nonfarm housing may decline from 1.1 million starts in 1951 to a volume not less 
than 900,000 starts this year. Although this rate will fall short of providing for 
housing needs, it will follow a 6-year period in which nearly 6 million nonfarm 
housing units were started. Present indications are that by next year sufficient 
materials will be available so that we could produce well over 1 million units. 
As far as other types of output are concerned—types, that is, that do not use scarce 
metals—all present indications are that supplies will be abuncant to meet con- 
sumer needs or consumer demand. The prospects for food production are very 
good. Demand will probably be the only factor limiting clothing output. 

The basie reason why we are able to undertake this large security program 
with so little strain upon the economy is that our industrial capacity has been 
and is expanding at an enormous rate. At the end of 1952, steel production is 
expected to be more than 15 percent above 1950; by 1954 capacity is scheduled to 
rise above 120 million tons, or 20 percent above 1950. The aluminum expansion 
program will give us about 50 percent more supplies by 1953 than we lad in 1950. 
It will permit an increasing amount of substitution of aluminum for copper, sup- 
plies of which cannot be expanded appreciably. An electric power expansion 
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program which will increase capacity 40 percent by 1954 is under way; petroleum 
and other basic capacity is also being expanded at a substantial rate. It is 
estimated that by the end of this vear, total manufacturing capacity will be about 
twice the 1939 level and more than 50 percent above manufacturing capacity 
at the end of the war. Since the beginning of 1946, steel capacity will have ex- 
panded by more than 25 percent, petroleum refining capacity by 56 percent, 
machinery capacity bv 100 percent, and chemicals capacity by 108 percent. 

Although this mobilization can be carried forward without severe curtailment 
of supplies for civilian use, this does not necessarily mean that there will be no 
inflationary pressures. The danger of inflationary pressures depends not upon 
the supply situation alone, but upon the relation of supply to demand. The 
further progress of the defense program will tend to increase demand and will 
therefore be a factor making for inflationary pressures. Although there has been 
a lull in these pressures, this lull has resulted partly from an unusually high rate 
of saving by consumers and from the availability of supplies from previously 
accumulated inventories, both of which may be temporary factors. We are in a 
period of uncertainty about international developments and also about the future 
buying of American consumers. In view of these uncertainties, and of the further 
facts that some inventories are being reduced and that the defense program is 
still in an expanding stage, a resurgence of inflationary pressures is an ever- 
present danger. In this situation it is necessary to maintain effective anti- 
inflationary controls, even if only on a stand-by basis. 

Moreover, some of these controls are needed, while shortages still exist or 
threaten, to direct resources into the necessary uses as well as to contribute to 
the restraint of price increases. 

Instruments to stabilize prices and direct resources into high priority uses are 
an essential part of our strategy of building up material strength so that we can 
meet whatever military requirements the international situation may impose on 
us and at the same time meet basic civilian needs. 

The financial aspect of the burden on civilians is indicated, though only in 
part, by the proportion of gross national product devoted to taxation. In the 
current fiscal vear the total tax receipts of Federal, State, and local governments 
in the United States are expected to be about 25.8 percent of gross national 
product. This is the highest percentage rate since the war, the average for the 
preceding 5 years having been about 21% percent. It may be noted that in the 
United Kingdom the corresponding proportion is about 35 and has been between 
34 and 37 percent of the gross national product in all of the past 6 years. Among 
other countries in which tax receipts are estimated at a perce itage of gross na- 
tional product as high or higher than in the United States are Austria, France, 
the Netherlands, and Germany. (No figures are at hand for Iceland, Ireland, 
Sweden, and Switzerland.) 

This proportion of course does not indicate the ‘“‘real’’ burden of the security 
program, which depends on the physical resources, the goods and services and 
work it diverts from other uses rather than on methods of financing and which, as 
shown above, is being borne without excessive strain. This proportion should 
be regarded rather as one of the factors affecting the development of inflationary 
pressures and the growth of liquid assets. 

The ratio of total taxation to gross national product of course does not throw 
any light on the distribution of the total real burden within the country. Its 
recent growth in the United States also tends to obscure the fact that income after 
taxes has remained high. 

There is a lecitimate concern about the impact of the tax burden on the pro- 
duction incentives of our producers—bhbusinessmen, workers. and farmers. Taxes 
have been rising at a rapid pace. There is no real evidence, however, that 
taxes actually have vet impaired productive incentives Our production and 
investment records and the way business generally is pressing to make new 
investments certainlv argue to the contrary. 

A deficit is in prospect because of a combination of two things: (1) The top 
priority attaching to carrving out the Nation’s securitv program, which has been 
tightlv budgeted; and (2) the difficulty and undesirabilitv of trving to enact, in 
one fell swoon, both tax increases requested but not enacted last vear and those 
additional taxes which would be needed this vear to stay on a pav-as-we-go 
basis. If taxes are raised, the deficits will be limited in size and will soon be 
eliminated. 

If taxes are not raised, the resulting deficits will not pose a serious threat to 
the economy if we retain our anti-inflation program. During World War II we 
had annual deficits of 50 billion dollars without significant effects on prices or 
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wages. Deficits of one-third that size in a much larger economy will create far 
less inflationary pressure and, even in the delayed, postemergency sense, will 
have only a fraction of the impact. 

A large security program of course requires direct controls. A somewhat 
smaller prozram does not greatly change the need for a good, stand-by controls 
apparatus in a period of uncertainty about both the intentions of the Kremlin 
and the buying of American consumers. The potential unstabilizing effects of 
unforeseen developments when the economy is operating at full steam were 
demonstrated after Korea and presumably are generally recognized. The stabili- 
zation agencies are keeping controls as flexible as is consistent with effectiveness, 
and are decontrolling where clearly safe. This is the proper course for the present. 
After we are past the expenditures hump and with continued growth, extensive 
decontrol should be possible. 

FOREIGN AID 


A full evaluation of the separate economic effects of the foreign-aid program 
upon the United States economy would have to consider not only the cost of this 
aid but also what it would cost us to get a comparable degree of national security 
in other wavs, if indeed the same security can be obtained in other ways at any 
price. While it is not possible to give this full evaluation in brief form, it is 

ossible to indicate the size of the program in relation to other aspects of the 
Inited States economy, recognizing that this indicates only a limited aspect of 
the full economic effects. 


Foreign aid in relation to United States production 

Of the total expected national security expenditures of $65 billion in the fiscal 
year 1953, approximately 10.5 billion is expected to consist of foreign aid. This 
aid amounts to about 3 percent of the total output we shall be able to produce, 
about one-eighth of total Federal budget expenditures, and about one-sixth of 
national security expenditures. 

From the point of view of its real cost to the United States the best measure of 

the burden of this aid is the quantity of goods and services that the American 
economy will give up by providing it. This is best expressed by the figure of 3 
percent just mentioned, which indicates the relation of this aid to the potential 
gross national product. From 1947 to 1951, our total annual national production 
expanded by 55 billion dollars (in 1951 prices). As a result of the vast expansion 
of output, it has been possible, despite the increase of total national security 
expenditures, to expand production left over for domestic civilian uses by 16 
ercent. 
By 1953, the further expansion in our production potential will permit total 
annual output to exceed the 1947 level by 99 billion dollars, almost nine times the 
amount of expected aid expenditures. An expansion in output left over for 
domestic civilian uses will also be possible between 1951 and 1953, despite higher 
foreign aid and other national security expenditures. 

Since 1939, the expansion of total production has amounted to 159 billion dollars 
in 1951 prices, or 80 percent. The increase in production for domestic civilian 
use between 1939 and 1951, on a per capita basis, was 38 percent, dospite large 
increases in population and the devotion of a vastly increased volume of goods to 
national securitv. For per capita personal consumption alone, the increase was 
34 percent. This experience is in striking contrast with the experience of the 
United Kingdom, where per capita consumption of good; and services rose by 
only about 6 percent from 1938 to the year ending June 30, 1951. In Western 
Europe as a whole the corresponding change in per capita consumption was about 
2 percent. 





MUTUAL SECURITY ACT EXTENSION 525 


TABLE 2.—Gross national product available for domestic civilian use in the United 
States, total and per capita, in 1951 prices 
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Projected: 2 | | | | } 
a 288. 0 162 | 115 | 156.4 | 1,841 135 | 106 
 Dbehenteaant | 995.0 165 | 117 158.3} 1.860 | 137 | 107 
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Consists of personal consumption expenditures, gross private domestic investment, and Federal, State’ 
and local government expenditures for goods and services other than national security expenditures. 
3 See footnote | to table 1. 


Source: Council of Economie Advisers. 


TaBLE 3.—Personal consumption expenditures in the United States, total and per 
capita, in 1951 prices 
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1 See footnote 1 to table 1. 
Source: Council of Economic Advisers. 


Chairman Ricuarps. Mr. Hays. 

Mr. Hays. Mr. Cleveland, it is sort of elementary, but I do not 
quite see how we follow the $1.4 billion into specific commodities. 
How is that channeled? What are the mechanics for earmarking and 
distributing it? 

Mr. Cuevetanp. Well, Mr. Hays, in the first place, you have to 
distinguish between two kinds of activity. One kind of activity is 
that the United States Government, through the MSA missions in 
each country, reviews with each country its total import program 
particularly the dollar component of that program—that is $5.5 billion 
for the group of countries—because the important thing is to see that 
the whole of that import program be essential. 

If they are buying bubble gum with any part of that $5.5 billion, 
we are indirectly Sioking up the check, whether we buy the bubble gum 
through our program or not. So our eye has to be trained on the total 
import program. 
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It is our effort, through the missions and in working very closely 
with the governments, to make sure that everything that they have to 
import from the dollar area really has to be imported from the dollar 
area, and that it cannot be switched to nondollar procurement some- 
where in the Far East, Africa, or somewhere else, or cannot be bought 
from one of their neighbors in Europe, and does really represent the 
squeezed-down minimum of dollar imports. 

Then, once we have decided that is sufficiently squeezed down, and 
once we have projected the other elements, and come out with an 
amount of defense support that is necessary if this squeezed-down 
import program is to be wholly covered, we then have to face the 
problem of which part of the $5.5 billion we are going to take up. 

If we are going to pick up $1.4 billion of the $5.5 billion, which part 
will it be? From a purely economic standpoint, it does not matter a 
whole lot which part we pick up. But there are a number of good 
reasons, partly reasons of administrative convenience, and partly 
reasons of policy, that dictate trying to put our money mostly on 
certain kinds of commodities. 

For next year, we are emphasizing particularly the picking up with 
United States funds of industrial raw materials and other raw materials 
that go into making this workshop work for the different purposes that 
I have mentioned. But, in point of fact, you will recognize very 
quickly, of course, that when we pick up the food, or when we pick 
up the copper, that is not the significant thing. The significant thing 
is how much food and how much copper are they going to be able to 
buy with their funds and our funds put. together. 

Mr. Sairx. We will get that in the country-by-country estimate. 

Chairman RicuHarps. Pardon me. Mr. Mansfield, have you 
answered the roll? Mr. Hays? Dr. Judd? 

Mr. Jupp. Yes. 

Chairman Ricuarps. Will you take the chair? The gentleman 
has one more minute. 

Mr. CLevevanp. I am afraid I took most of Mr. Hays’ minutes. 

Mr. Hays. I was asking about this country-by-country presenta- 
tion. That has already been documented for us, has it not? 

Mr. CLevetanp. We have submitted to the committee staff a list 
of the total imports by countries and by commodities, a list of the 
imports from the different areas of the world, United States, Canada, 
Latin America, the sterling area, and so forth. 

We have also submitted a list of that part of the total import pro- 
gram that we would expect to buy with the funds requested in this 
bill. Once again, I would like to emphasize what we buy is not the 
most significant element. The significant element is the total that 
is bought. 

Mr. Hays. Thank you. 

Mr. Jupp (presiding). Mr. Fulton. 

Mr. Fuuron. Rather than have casual definitions, if you could, I 
would like to have submitted here definitions that are carefully con- 
cise covering several terms. Then we need a short statement as to 
the differences between the terms. It is not just for myself alone, 
but z is going to be the thing upon which a lot of debate will turn on 
the floor. 





MUTUAL SECURITY ACT EXTENSION 527 


Unless we can readily come up with an accepted definition of terms, 
which is a mutual security definition, which will hold water and not 
be subject to attack, there will be much attack. 

I think you need a specific short and clear definition of “offshore 
procurement.” I do not ask for it now. 

Secondly, I think you need a specific and clear definition of “defense 
support”; thirdly, “economic aid.”’ It cannot be long. It cannot be 
involved. But it must be something that can be easily understood, 
easily said and easily read. 

I think you must also show the differences among them to highlight 
the differences as to why there are these different categories. There is 
no doubt that on this committee there are members who are confused 
as to these changes of purposes; and outside in the country, as well 
as in Congress, there is great confusion on these points. 

You will find much debate, I think, centered on the fact that this is 
the old economic aid under a new name. Without stirring up sectional 
prejudices, there are certain consumption items in these programs on 
which an attack will be made, I think. For example—lI can put this 
off the record—there is cotton, tobacco, foods, textiles, these are 
obviously consumption items. 

If this program is to be defended, we must have some way of 
defending the group of items and classifying them under one of our 
definitions. It is still not clear to me, and I would rather not have it 
answered right at this particular time. 

Mr. CLeveLANb. Mr. Fulton, I would like to give you not a casual 
but a quick definition. 

Mr. Futron. I am just saying you can submit it later. 

Mr. CLevevanp. If there is confusion about the terms, it seems to 
me this is probably a pretty good time for us to clear it up. 

Mr. Futron. I would rather have it submitted to us with some 
thought given to it, rather than do it casually. 

Mr. Jupp (presiding). There is no objection to his giving his quick 
statement, as well as his more considered one. Maybe he has it now. 
It appears he does. 

Mr. CLevetanp. Mr. Fulton, on the offshore procurement, I think 
that is very easy to define in one sentence. Offshore procurement is 
the procurement by the United States Defense Department of military 
hardware in Europe for the NATO forces. 

Mr. Futron. With our dollars? 

Mr. CLevetanp. With dollars; that is right. On defense support, 
we have submitted a statement which does not, I am afraid, have the 
advantage of brevity, but it does contain in the first sentence a one- 
sentence definition of defense support, as follows: 

Defense support consists of raw materials, equipment, and commodities which 
the European countries must import in order to expand their total production 
to the degree necessary to carry out their agreed military programs. 

Mr. Futon. I believe that does not say very much. 

Mr. Cievetanp. It is hard to say a whole lot in one sentence. 

Mr. Vorys. It says too much. 

Mr. Futon. It is not a concise thing on which you can see the 
square edges. 

(The following material has been supplied by the Mutual Security 
Agency for inclusion in the record at this point:) 
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DEFINITIONS OF DEFENSE Support AND Economic Arp 


Defense support takes the form of raw materials, equipment, and commodities 
which Europe must import in order to expand its production to the extent neces- 
sary to sustain the desired level of European military effort. By and large, the 
same kinds of goods were financed by economic aid under the Marshall plan. 

Defense support and economic aid are thus the same means of achieving entirely 
different ends. 

Under the Marshall plan, economic aid was used to finance imports of dollar 
commodities as the means of achieving the end of economic recovery in Europe. 
Under the Mutual Security Program, defense support uses the same means to 
achieve a very different end, the maximum European defense effort. 

Under both the Marshall plan and the Mutual Security Program, we have 
given dollars to buy goods which Europe needs, which can only be bought for 
dollars, and which Europe cannot pay for by itself. In both cases these goods 
go to increase the total level of production in the countries which receive them. 
The inereased production under the Marshall plan went mostly to expand civilian 
consumption and investment. ‘The increased production under the Mutual 
Security Program goes mostly to expand European defense programs. This 
difference in the end result of the two programs explains the difference in name. 

Some of the goods which we provide with defense-support funds go directly 
to increase production of military hardware (tanks, guns, planes) or military soft 
goods (uniforms, POL). Others go to replace goods which have been diverted 
to military uses and also make an important defense contribution. On the aver- 
age, each $1 of defense support makes possible, directly or indirectly, a $2.40 
increase in the Kuropean defense effort. 


DEFINITION OF OFFSHORE PROCUREMENT 


Offshore procurement under the Mutual Security Program is the purchase by 
the United States Government of military supplies and equipment abroad for 
foreign military forces. 

The main purpose of offshore procurement is to broaden Europe’s rearmament 
base so that Europe can provide adequate logistic support for the NATO forces 
and ultimately be self-sufficient in the maintenance and replacement of its military 
equipment. The dollars which Europe earns through offshore procurement help 
to pay for some of the necessary imports. These dollar earnings have been taken 
into account in calculating Europe’s need for defense support. 

Mrs. Kexuy. Will the gentleman yield? 

Mr. Jupp (presiding). Yes. 

Mrs. Ketuiy. If defense support was not included in the program, 
how much greater would our military end-item be? 

Mr. CLEVELAND. You could not substitute end-items for the kind 
of effort you get by the application of defense support. What you 
get by the application of defense support is European forces, their 
recruitment, their pay, their maintenance, the construction that goes 
with them, and a part of their hardware, part of the military weapons 
they need. 

If you did not have the defense support, you would have a much 
smaller European force. With the smaller European force, you 
could not substitute for them, for that force, a shipment of more 
hardware to Europe. There would not be anybody there to use it. 
So in that sense they are really not substitutable in quite the way I 
think your question implies. 

Mrs. Ketty. I realize they are not substitutable. However, as I 
understand it, this $1.8 billion must help the Europeans tremendously. 
Would we not have to substitute in some way for that help and would 
it not be greater than the $1.8 billion? 

Mr. CLEVELAND. It certainly would be. We figured at one stage 
about like this: That a dollar of defense support gets you about 
$2.50 worth of military effort in Europe. If you did not have the 
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$2.50 worth of military effort in Europe, and you decided to substitute 
for that American forces which you would send over, it would probably 
cost you $5.50. That is about the way the proportion runs. 

Mrs. Keutuy. Actually including it as a defense item is great 
economy to us both in the amount we would have to supply militarily 
and possibly in consumer goods? 

Mr. CLevevanp. That is absolutely right. 

Mrs. Ke._iy. There is no reason for worry over the definition. 

Mr. CLeveLANb. We have defined it as carefully as we can. If 
there is definition trouble, though, I think we ought to figure out 
what it is and see if we can clarify it. 

Mr. Futron. On this side of the table there is great definition 
trouble. ‘There is not on the other side. 

Mrs. Keuuy. I am as much worried about true definitions as you 
are, but let us not discuss it. No more questions, Mr. Chairman. 

Mr. Jupp (presiding). Mr. Javits. 

Mr. Javirs. Mr. Cleveland, if we do not give Europe the defense 
support, what armed forces could Europe mount with the end-items? 
Can you answer that question? 

Mr. CLeveLANp. I am afraid you have to answer it in several 
stages. One, from purely an economist’s standpoint, the economic 
effect of not giving the $1.4 billion would be a defense expenditure 
of about $10%6 billion instead of $14 billion next year. But I think 
vou have to add to that the fact that the lack of defense support, which 
finances more than half the total imports for Greece, and finances very 
crucial imports for Britain and France, and the rest, the real effect 
would go far beyond that economic effect. You would certainly lose 
Greece. You would probably lose next year’s Italian elections, and 
so on down the line. 

So, in that sense, whether you would have any forces left, particu- 
larly on the continent of Europe, when you got through is, | think, 
highly debatable. Even the purely economic effect would cut down 
the total forces very significantly. 

Mr. Javirs. You say it would produce a force equal to the expendi- 
ture of $10.9 billion? 

Mr. CLEVELAND. $10.6 billion. 

Mr. Javits. As compared with forces equal to the expenditure of 
$13.9 billion. That isa precise answer. 

Mr. CLeve.tanp. You do have to qualify it by the political effects 
as well. 

Mr. Javits. You have done that. Is it possible at all to run the 
NATO program without defense support? In view of your explana- 
tion to Mrs. Kelly that soldiers eat beans that the civilian population 
does not get, that the soldiers have to be paid, housed, and clothed, 
could you conceivably run the NATO program without defense 
support? 

Mr. CLevevanp. I do not think you could, Mr. Javits. 

Mr. Javirs. Are the State Department and Defense Department 
prepared to say that advisedly, that the NATO program stands or 
falls on the defense support, which is as integral an element of it as 
the end items? 

Mr. CLeve.anp. I think they are. I think the several Cabinet- 
level witnesses who have been before you have said that in one way 
or another, 
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Mr. Javirs. You represent the Mutual Security Administrator; do 
you not? 

Mr. CLEVELAND. Yes. 

Mr. Javirs. You state that affirmatively and categorically? 

Mr. CLevELAND. Yes; I do. 

Mr. Javirs. We asked the same question of the Defense Depart- 
ment. Obviously, is it not a fact then that the trouble with Europe 
is that its wealth base is too small? 

Mr. CLeve.tann. Yes. That is why you need the increase in total 
production. 

Mr. Javirs. What is the Administration trying to do about in- 
creasing the wealth base, knowing that the armament effort is not 
going to end this year? 

Mr. CLeveLanp. You mean by “wealth base,” the total output of 
production and services? 

Mr. Javirs. I accept that. 

Mr. CLevetanp. The purpose of the defense-support program and 
of various other activities in Europe that go along with it is precisely 
to get the largest possible increase in total production, with special 
emphasis on some of the basic production, such as coal and power and 
other basic kinds of production that limit the rate of growth of the 
whole economy. 

It is precisely for that reason that our eye is on the total wealth 
base, as you put it, total production of goods and services, that we 
do not feel you can limit the focus of a defense-support program sim- 
ply to producing munitions, or even to producing other goods that 
are going to be directly concerned with troops. 

Mr. Javirs. Mr. Cleveland, my question is not the one you 
answered. 

Chairman Ricwarps. You have 1 minute. 

Mr. Javirs. The program reveals an insufficiency in Europe’s 
wealth base comvared to what it should be of $1.4 billion. 

What is the administration doing to try to see that the wealth base 
is expanded on a permanent basis so it does not have a continuing 
demand from the United States, while adequate Armed Forces have 
to be marshaled or maintained? 

Mr. CLevetanp. We have a whole series of activities. I will refer 
to one of them, the so-called production assistance program, produc- 
tivity program, the purpose of which is to get European labor and 
management to adopt some of the kind of thinking that has made it 
possible for our wealth base to expand so rapidly, to think in more 
competitive terms, to think in terms of rising productivity and of 
sharing the benefits of that productivity among labor and consumers 
by higher wages and lower prices, instead of its all winding up in 
profits. 

That program, which does not cost much money because it is mostly 
a technical-assistance effort, and to some extent uses local currency 
to support the productivity centers in Europe, exists precisely for the 
purpose that you are referring to. 

We could add to that. Country by country, I could run through 
with you the activities that we are promoting, investment in coal- 
mining machinery, for example, which will assist total production, or 
the total wealth base, to grow year after year, fast enough so that 
Europe can really take on its whole responsibility. 
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Mr. Javirs. Will you catalog that when you come to answer the 
question in the record? 

(The information referred to appears in the appendix, p. 1058.) 

Chairman Ricwarps. We may go back to that if you want to,Dr. 
Judd. 

Mr. Vorys. Former chairman. 

Chairman Ricuarps. Yes, ex-chairman. 

Mr. Jupp. I did not take my 5 minutes. 

Chairman Ricuarps. | am recognizing you right now. 

Mr. Jupp. It has been said here this morning, Mr. Cleveland, that 
if we do not have the rearmament program there would not be any 
contribution at all for Europe. 

On the line there where it showed they need total dollar imports of 
5.5 billion, how much less would that need of theirs be if there was 
no need for rearmament? 

Mr. Cievevanp. Well, again, Dr. Judd, the crucial question is: 
How big would their economy be if they did not have the rearmament? 
If what vou are saying is, if they were not spending $14 billion worth 
of their substance on defense, and also were not spending it on any- 
thing else, their total economy would be—instead of nearly $154 
billion, it would be considerably less than that. 

The result of that would be a considerable reduction in their dollar 
imports. 

Mr. Jupp. You mean, they could then get along without what we 
are calling defense support, this $1.4 billion? 

Mr. CLeve ann. They could get along without it. There would 
be a number of other effects. One would be a great increase in fear, 
of course, and therefore speculation and therefore inflation. There 
would be a tremendous increase in unemployment, in Germany and 
Italy in particular, which would get you a social problem which 
would be very difficult to deal with. So, again, vou cannot measure 
it as a matter of pure economics. 

Mr. Jupp. The fact is, then, that actually they have not recovered 
enough to get along without Marshall plan aid even if they did not 
have the rearmament program? 

Mr. CLeve ann. No, | think, if they had been able to go along 
without diverting as many resources as they had to divert to defense 
in the last year or so, that by about now they would be in a condition 
where extraordinary outside assistance would not be required, with 
the exception of Greece and Austria, and perhaps one or two other 
cases. 

Mr. Jupp. What would their gross national product be? 

Mr. Cieve.anp. I do not know. Probably a little under where 
they are now. Perhaps next year they would be up to $150 billion. 

Mr. Jupp. You think that would be enough for them without the 
rearmament effort, enough to give them internal security, which was 
the original objective of the Marshall plan, to give them a good enough 
economy so that they could resist the subversive efforts of the Com- 
munists to take them over from within? 

Mr. Cievetanp. I do not think they would be completely over the 
hump by a long shot. But they would be able to deal with their 
problems on the basis of a more normal external relationship, rather 
than a special-aid program. That is the point. 
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Mr. Jupp. I want to make two more comments, if I have time. 
One is along the line of Mrs. Kelly’s question, and Mr. Fulton’s 
discussion. I think if you can make your case and actually carry out 
your operations, in terms of using that $1.4 billion for products that 
are obviously necessary for rearmament, you are in a much stronger 
position. I grant you that the total effect is the same whether the 
aid is added to the bowl on this side for food or on the other side for 
copper. 

But, from the standpoint of the psychology of the American people 
and the Congress, if you show they cannot get the copper, steel, or 
machine tools or other essentials for their military production, it is 
much more palatable. 

Mr. CLEVELAND. To some extent, Dr. Judd—— 

Mr. Jupp. Sellable is a better word. 

Mr. CLEVELAND. We have emphasized the industrial raw materials 
in the shopping list, the MSA-financed list, that has been prepared to 
go with this $1.4 billion. 

The purpose of that has not been so much palatability in this 
country as through having a great deal to do with the financing of 
those commodities we can influence the production and investment 
ofa in Europe more than if we were concentrating more on buying 
ood. 

Chairman Ricwarps. The time of the gentleman has expired. 
What Members have not been called upon? Mrs. Kelly. 

Mrs. Keuriy. I have only one question. I would like, if we have 
not gotten it, to have the list of commodities for countries under this 
$1.4 billion. Have we got that? 

Mr. CLeveELaANpb. The staff has that. 

Mrs. Keuuy. The list of what it might be, but not what they antici- 
pate to send to a particular country? 

Mr. Crawrorp. It is before you, Mrs. Kelly. It is No. M-84. 

Chairman Ricuarps. Are there any other questions besides that, 
Mrs. Kelly? 

Mrs. Ketiy. No, Mr. Chairman. 

Chairman Ricuarps. Mr. Lanham. 

Mr. Lanuam. I have no questions. Unfortunately, I could not be 
here this morning to hear the testimony. I have no questions, now 
Mr. Chairman. 

Chairman Ricnarps. Can I ask to have 5 minutes for a question 
or two? 

Mr. Lannam. You can have my 5 minutes. 

Chairman Ricuarps. Thank vou. I think I can finish. I want 
to go back to this thing that Mr. Vorys was talking about. You were 
talking about the $1.4 million and the $1.5 billion. Then you made 
the point that really what you got was the difference between $10.5 
billion and $13 billion, I believe. 

Mr. CLevELAND. That is right. 

Chairman Ricuarps. Will you amplify that? In other words, the 
ratio would be 1.4 to about 24%? It would be the difference between 
10% and 13; would it not? 

Mr. CLEVELAND. 13.9. It is about 3%. 

Chairman Ricuarps. About 34? 

Mr. CLeveLanp. That is right. 
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Chairman Ricuarps. If that is so, will you reconcile that with the 
1.4 ratio to the 1.5? 

Mr. CLeve.LAND. The only way, Mr. Chairman, you can measure 
the difference between what you would have with and what you would 
have without defense support is to take the same year—that is to say, 
next year—and try to figure out what kind of situation you would 
have if you did not have this $1.4 billion in the picture. 

As near as we can figure it, from a purely economic standpoint and 
not taking into account all the political troubles and would also have, 
your defense expenditure would go down to about $10.6 billion. 

What Mr. Vorys was referring to was the increase in the production 
of hardware in Europe from this year to next year, which is something 
entirely different. You have a time question, an increase from one 
year to the next, which is an interesting subject of discussion, but is 
not the same subject. 

Chairman Ricuarps. On the surface, would you say that you are 
not going to produce so much hardware this next year, one-tenth of 1 
percent maybe, more than you would produce without it? That is 
pretty hard to explain. 

Mr. CLeveLanb. Actually, if you did have a $10.6 total defense 
expenditure, you would probably get a whole lot less than $2 billion 
of hardware production. In fact, what you probably would get 
would be very little hardware production except what could be done 
by the United Kingdom. Even their hardware production would 
go down greatly. Total defense production would go down probably 
by a billion and a half. 


STATEMENT OF HON. C. TYLER WOOD, ASSOCIATE DEPUTY 
DIRECTOR FOR MUTUAL SECURITY 


Mr. Woop. I think what Mr. Vorys is concentrating on is an im- 
portant element, but it is only one element of the defense expenditure. 
He is comparing defense support and the amount of increase in the 
actual production of hard goods. In addition, there are the items 
of pay, maintenance, and construction. All those items, in addition 
to the hard-goods production, are included in the total picture. 

Chairman Ricuarps. He is talking about end results. 

Mr. CLeveELAND. He is talking about one of the five categories, 
the hardware production. 

Chairman Ricuarps. Of course, when you talk about military end 
items, you are talking about hardware production? 

Mr. CLEVELAND. No. As a matter of fact, out of the whole $11 
billion they are doing this year, of defense effort, $2 billion is hardware 
and the rest is pay, maintenance, construction, gasoline, and the rest 
of it. 

Chairman Ricuarps. I cansee that. But I am just trying to recon- 
cile that in relation to all the arguments which I have heard advocating 
defense support here, that it is going to decrease the need for those 
items being produced in this country and that it will put them this 
much further along the road; in other words, you talk about $1 for 
two and $1 for three, and that kind of thing. 

I see where you are talking about the other factors besides hardware. 
There is no question about that. But the thing that we are driving at 
is hardware for these troops. 











534 MUTUAL SECURITY ACT EXTENSION 


Mr. Woop. The way to put it is this way, Mr. Chairman: For $1.4 
billion of defense support vou get $1.5 billion increase in production of 
hardware in Europe plus the increase in their expenditures on all these 
other items which are equally important, if you are going to have men 
under arms to fight. They have to have barracks. They have to 
have airfields. They have to have food to eat. 

You get slightly more than 1 for 1, in hard goods production, but in 
addition you get all these other things. 

Chairman Ricuarps. You do not get all of that from the $1.4 
billion? Do you get airfields? 

Mr. Woop. Yes; you do. 

Chairman Ricnarps. You get some? 

Mr. Woop. They are also building airfields. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. On this matter of eating, it is perfectly obvious that 
the people in Europe, the young men are going to eat whether they 
are working in a factory, unemployed, or in the army. Is not that 
the reason why Mr. Cleveland could not answer Mr. Judd by saying 
that there would be any substantial reduction in the necessary imports 
whether or not they increased the number of men under arms? 

Mr. CLEVELAND. It makes a great deal of difference whether a 
man is unemployed or not in how much he eats. Consumption will 
go up in Italy next year with a rising defense program. The main 
reason it will go up is that the industries of northern Italy will be 
turning out more defense goeds, and they will be employed instead 
of standing idle. An unemployed worker, once he goes to work, the 
first thing he is going to do is buy more spaghetti for his family, and 
at the margin that spaghetti is going to be dollar wheat. 

Mr. Woop. It makes a great deal of difference, Mr. Vorys, whether 
a man is producing wheat on a farm or whether he is in the army. 
The armed services are taking the productive men out of production. 
The total production, therefore, which those men could engage in is 
being reduced by the mere fact that they are in the army. 

Mr. Jupp. Not if they were previously unemployed. 

Chairman Ricuarps. In my 5 minutes, your contention is that for 
$1.4 billion you are getting the difference between possibly $10.5 
billion and $13.9 billion? 

Mr. CLeveLaAND. That is right. 

Chairman Ricuarps. That is about-—-— 

Mr. CLEVELAND. 3.4. 

Chairman Ricuarps. Mr. Chatham, you did not get your 5 minutes. 

Mr. Cuatuam. I want to call attention to the chart headed, ‘The 
earnings of Western Europe are insufficient to pay for essential 
dollar imports.” This for me is the clearest and most revealing 
chart we have had on this subject. 

I want to stress for the record that from the dollar area, food of 
$942 million, cotton of $632 million, other agricultural commodities 
of $595 million, fuels of $655 million, industrial raw materials of $959 
million, machinery and equipment of $492 million, which I take is for 
the great part machine tools of which Mr. Verys’ Cleveland is a great 
producer, other industrial commodities of $360 million, IT would like 
to compare the effect on prices here if we lose these markets in relation 
to the $1.4 billion. . 
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But this Government, or whatever administration is in power, is 
going to support farm prices, in my opinion. ‘This food covers every 
segment of the food producing section of the country, not only the 
South, but the great Midwest. The cotton, of course, comes out of 
the South; other agricultural commodities come out of the Midwest. 

There is a world-wide shortage coming up of coarse grains. Corn 
is the coarse grain which they do not produce in Europe in any 
quantity. They are trying to do better with their fuels, but we have 
reduced our optimism about their producing much more. Raw 
materials and machinery hit every segment of our industrial economy 
in those States where those things are produced. 

It seems to me, aside from getting this increase from $10 billion to 
practically $14 billion, the Government of the United States will 
probably be as well off because of the effect on the markets for a lot 
of this stuff which may be running out of our ears, and which they 
desperately need. 

As was stated here a while ago, a man cannot produce machinery or 
anything else when there is that problem. In Britain today, there is 
a great scarcity of workmen. It has been testified that Britain is 
doing more than all the rest together. 

I think the effect on prices here, if we lose these markets, will be 
great. When vou do good it comes back to you in some way. I 
wanted to get that in the record. 

hairman Ricnarps. Has everybody been called on in the 5-minute 
questioning? Mr. Zablocki. 

Mr. Zasiockr. I have no questions. 

Chairman Rienarps. All right, Mr. Vorvys. 

Mr. Vorys. Did we promise $1.4 billion defens se support at Lisbon? 

Mr. CieveLaNnb. No, sir; we did not promise any. 

Mr. Vorys. Is that included in any way in the commitment that 
we made at Lisbon? 

Mr. Ci EVEL inp. No. The commitments at Lisbon were entirely 
in terms of forees. Our force commitment was the fivure of divisions 
and aircraft, and so on, that General Olmsted referred to vesterday. 

Mr. Vorys. Why is our commitment at Lisbon marked secret, or 
do vou know whether it is? 

Mr. Woop. There was no dollar commitment at Lisbon. 

Mr. Vorys. I will not say “commitment,” our program. 

Mr. Woop. There are no secret figures in this except the military 
end-item figures. 

Mr. Vorys. I have asked for the Lisbon figures and have obtained 
them from Mr. Harriman’s staff, but they are marked in big red letters 
“SECRET.” Ido not want to reveal any secrets. 

In any case, you are sure that nobody on behalf of the United States 
Government has promised $1.4 billion defense support to anybody, is 
that right? 

Mr. Cieveianp. I am sure of that. 

Mr. Vorys. I have the cartoon book here which has some inter- 
esting t tables i in the back of it. I note that for the United Kingdom 
“Government use of resources, nonmilitary” is to remain the same for 
this year, 1952 and 1953, that nonmilitary is to go up $50 million in 
Italy, and is to ¢o up $21 million in France. 

We have been attempting to reduce our nonmilitary use of Govern- 
ment resources here. Do I understand that is going up over there? 
35 
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I note for Germany they are going to go up $127 million. Greece 
is going up, the Netherlands, Norway, Portugal. Glancing through 
here, I find that every country over there intends to spend more out 
of its national budget for nonmilitary purposes than last year, except 
for Turkey. 

These are published figures. How can we explain the basis on 
which we should reduce our nonmilitary expenditures in order to 
obtain funds to support economies that will in each case increase 
their nonmilitary expenditures next year? 

Mr. Cieve ann. Mr. Vorys, first I want to say these projections 
in this book are our projections and do not represent the sum total 
of submissions by the governments themselves. They are calculations 
of what we think probably will happen. 

Mr. Vorys. What they ought to do? 

Mr. CLEVELAND. Yes; what they ought to do. The term “non- 
military expenditure” in the budgetary sense is really quite a deceiving 
one because it includes some elements that are absolutely essential to 
the increase in total production and to the increase in defense pro- 
duction in Europe. For example, they include civil defense. Nearly 
all of these countries are greatly increasing their civil defense prepara- 
tions. Civil defense is excluded from the defense expenditure under 
the NATO arrangement. Other nonmilitary expenditures are ex- 
penditures for Government enterprises. In Italy, for example, the 
Government owns a good part of the heavy industry of the country. 
They own some of the biggest steelworks, some of the shipbuilding, 
and some of the others which were taken over when the banks whi 
owned them went bust in Mussolini’s time. 

If they are to get an increase in steel production, they are going to 
have to do some additional investment in steel. That investment, 
on a Government-owned enterprise, is going to show up as a non- 
military expenditure in the Government’s budget for next year. So 
the difference between their situation and ours is partly the civil 
defense thing and partly—— 

Mr. Vorys. Partly that they have a socialistic government that is 
in business and paying a long series of benefits which it is considered 
unwise to attempt to reduce at this time; is that not it? 

Mr. CLeve.anpb. They run more of the total product through their 
budget than we do, except during this defense period. In addition 
to the civil defense and this nationalized production factor, they do 
have welfare benefits. I do not know of any country which is in- 
creasing the welfare benefits to its population at any rate greater 
than the total increase in the output of their population. It would 
take a detailed study to find out, but my guess is that is the way it 
works out. 

1 think these small increases in most countries in nonmilitary ex- 
penditure reflect the things that the governments have to do in order 
to support—it cannot be defined as strictly military expenditure— 
= total production increase which is essential for the rising defense 
effort. 

Mr. Vorys. Mr. Chatham mentioned machine tools. While in 
Europe last winter, I met a businessman from my home town of 
Columbus, Ohio, who was on his way to Germany to buy machine 
tools because he said he could get them more cheaply than he could 
in the United States, with better deliveries. So he was buying them 
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and importing them to Columbus. Is that a typical situation? Is 
there any money in the $1.4 billion p m for machine tools? 

Mr. CLEVELAND. Yes; there is some for machinery and equipment. 
Some of that would be for machine tools. I do not know how much. 

Mr. Vorys. Why would not those countries over there be obtaining 
machine tools from Germany, if what this businessman said is correct? 

Mr. CLeveLtanp. To the extent possible they should and can. 
But the farm machine tools, as you know, cover many thousands of 
different items. There are a lot of machine tools, particularly for 
the production of American-type machinery, that would not normally 
be made in Europe. 

Mr. Vorys. Does anybody on your staff have a list of the projected 
machine tools, the kinds that are to be obtained in this program so 
that we could determine whether it is for military production or for 
increased civilian production? 

Mr. CLEVELAND. We have projected the import program in terms 
of commodity categories. We have not tried to identify the particu- 
lar branded items that would in fact be bought for a particular end 
use 12 months from now in Europe. In eter words, we have not 
tried to predict the future in that great detail. 

Mr. Vorys. By the same token—I am looking at table 1 in your 
statement of defense support—that table as I understand it, is illustra- 
tive only and does not purport to be a list from which you could 
determine how much materials and machinery we intend to export to 
Europe for aircraft, for the manufacture of aircraft, artillery, and so 
forth; is that not true? 

Mr. CLevELAND. You understand this is not a list of imports. 
This is a breakdown of the European governments’ defense expendi- 
tures. 

Mr. Vorys. Yes; but you cannot, for instance, subtract from air- 
craft of $739 million with defense support the $448 million without 
defense support and say that difference is the amount the United 
States intends to send to Europe in materials and machinery in order 
to produce aircraft. I had at first thought that was this sort of a 
table, but I understand now that it is not. 

Mr. CLEVELAND. This is a breakdown of what you would get with 
and without the defense support in the way of production of various 
kinds of items. 

Mr. Vorys. I wonder if you could just answer the question that I 
stated. Does the subtraction of the with and without defense-support 
items for aircraft mean the amount of aircraft materials and ma- 
chinery we would send to Europe? 

Mr. CLEvELAND. No, sir. This table does not have anything to 
do with imports of materials into Europe. This is a breakdown of 
how the European governments spend their defense budgets, a certain 
amount on military personnel cost, a certain amount on matériel, a 
certain amount on operating costs, and so on, for the whole group of 
NATO countries and Germany. 

We projected next year, with defense support, and with a total 
defense expenditure of $14 billion, and with a total procurement of 
matériel within that of about 3%, about $3.6 billion, you would get 
production of aircraft which measured in money would be worth 
$739.5 million. If you did not have defense support—in other words, 
if the countries were not able to import as much and, therefore, their 
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GNP was not as big and their defense expenditures went down—vyou 
would get a total defense expenditure which would be considerably less 
than that, which would in turn have its effect on the amount of air- 
craft that they would be able to finance the procurement of. 

Mr. Vorys. That figure that is so precise here is simply extra- 
polated? There is no military estimate of aircraft production from 
which these figures can be taken? 

Mr. Cievevann. This is our estimate of what aircraft is now being 
produced in Europe, what they would probably produce next year 
if they had more money, and they would have more money according 
to the projection with defense support, and represents our idea of 
what would happen to that production program if they had to cut 
back their total defense budget. ‘ 

The effect of that, of course, would be either we would have to 
make up the difference in sending them aircraft from this country 
or there would be less aircraft for the NATO forces. 

Mr. Woop. Specifically, Mr. Vorys, while we cannot give the exact 
figures, it is perfectly clear that the increase in aircraft production 
which can be achieved with defense support over and above aircraft 
production without defense support would be very much larger than 
the value of the materials or tools that we furnish with our dollar aid 
to aircraft production as such. 

We have a very interesting set of specific examples. And I gather 
you did remark at one point earlier in the hearings that you had no 
specific examples of the multiplier effect of the defense support. We 
have some specific examples here, one or two of which we could now 
read to you, or which we could put into the record if you prefer. 

Mr. Vorys. I would like to have them. 

Chairman Ricuarps. How about putting them in the record? 
Will you put those in the record at this point? 

Mr. Woops. Yes, sir. 

Chairman Ricrarps. Without objection, they will be inserted in 
the record at this point. 

(The material referred to is as follows:) 


EXAMPLES OF THE MULTIPLIER Errect or Unitep Srates DEFENSE SUPPORT 
on EvrRopPEAN PRODUCTION 


Defense support has a multiplied effect on the economic base in Europe, and 
thereby makes possible an increase in the European defense effort of several times 
the amount of defense support. The commodities and equipment which the 
United States supplies are critical items which are essential to the production 
process and which the Europeans cannot pay for with their own earnings of foreign 
exchange. These materials and equipment are combined with domestic ma- 
terials, industria! plant, and labor; the end-product is always a multiple of the 
value of the resources which we provide. 

1. In the Netherlands, the contribution of $1 million worth of essential Ameri- 
can-made parts has made possible the production of 25 electric locomotives of 
United States design. These locomotives, now being completed by Heemafin 
Hengelo & Werkspoor in Zuilen, have a total value of $5.3 million. The multiplier 
in this case is 5.8 to 1. And, as in all of the examples given here, the final, real 
addition to national income and to the defense effort, is actually much greater but 
impossible to measure, for these locomotives will be used to help speed delivery of 
vitally needed coal from southeast Holland to industrial centers in the western 
part of the country. 

2. In France, approximately 2 million tons of coking fines imported from the 
United States in the past 12 months went directly to the French steel industry, 
where otherwise plant capacity and laber would have remained partly unused. 
The cost of the coking fines including freight was approximately $50 million, 
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most of the financing coming from MSA. The resulting production of steel, 
approximately 1.5 million tons, is worth about $150 million. The multiplier is 
therefore 3 to 1. With this amount of steel, about one-eighth of total French 
output, France could cover the entire requirement for steel in military matériel 
preduction of last year. (Incidentally, the counterpart funds accruing from the 
shipment cf the coking fines, about 17 billion francs, are used to support French 
defense expenditure. This amount of French francs would buy 13,000 French- 
made jeeps or 12 million rounds of 20 mm antiaircraft ammunition.) 

3. Again in France, United States aid in the form of $250,000 worth of hybrid 
seed corn last year greatly improved French corn production, with an estimated 
net gain in yield of 25 percent, or 25,000 metric tons. The net gain in this case is 
worth approximately $2 million, so that the multiplier is 8 to 1. If this corn had 
not been produced in France, it would have had to be imported in order to make 
possible the maintenance of livestock production. The necessary foreign exchange 
to pay for these imports would have been diverted from other important uses 
including defense uses; alternatively, France would have had to export more, but 
again at the expense of domestic defense production. This is an example of the 
way in which American aid in forms which seem unconnected with defense, can 
indirectly benefit the cause of military preparation. 

4. In Norway, the Sydvaranger iron mine, located in the northern part or the 
country, was completely destroyed by the Germans during the war. United 
States support has been provided to place this mine in operating condition. As 
of January 1952, about $2 million in machinery and equipment had been delivered, 
thereby assuring during calendar year 1952 production of approximately 500,000 
tons of iron ore concentrate, valued at about $7.5 million. The multiplier in this 
ease is about 3.7 to 1. 

5. From Norway too, comes a very striking example of a small American con- 
tribution yielding a very large defense dividend: De Norkiske Fabrik, A/S, is 
receiving approximately $30,000 worth of equipment for the construction of a 
fat-splitting glycerin plant. The annual output of glycerin is expected to be 
about 500 tons, valued at over half a million dollars, and the entire production 
is earmarked for the Norweigian explosives industry. The multiplier in this case 
is more than 15 to 1. 

6. In Italy, the munitions industry, just now regaining a substantial level of 
output after vears of inactivity, depends heavily on the materials provided under 
the United States defense support program. For each million dollars of output, 
the industry requires directly the following United States imports: $60,000 in 
copper, $35,000 in cotton linters, $15,000 in toluene and explosive materials, and 
$25,000 in coal—a total requirement of $125,000. The multiplier of this aid is 
8 to 1. 

7. In Denmark, the United States supplied equipment at a cost of $16,500 for 
a poultry dressing plant. This machinery created capacity to permit tripling of 
output of quick-frozen poultry, from about $570,000 to $1,500,000, so that the 
multiplier for our aid is more than 60 to 1. Of course, in this instance, not only 
machinery, but American productive know-how was responsible for the extra- 
ordinary results. It is interesting to note that of the output of this plant, about 
$200,000 a year is exported for use by the United States Air Force in the United 
Kingdom. 

8. One further example. Two companies in one country produce engines for 
aircraft. Before 1950, one produced 80 engines a month, and the other produced 
35. To make possible the expansion of aircraft production the United States 
supplied 61 machine tools valued at $1,540,000 for one company and 27 machine 
tools valued at $680,000 for the other. Production at the former rose to 180 
engines a month and at the latter to 55. A little over $2 million in equipment 
provided through defense support is helping to produce approximately $60 million 
worth of additional engines a vear in these two factories. 

Some of these examples, and many more that could be cited, represent direct 
production of munitions. Others are examples of production increases which, 
in one way or another, enable our NATO partners to increase total output; with a 
larger output and a broader economic base, these countries can undertake further 
increases in their defense efforts. The increases in output made possible by 
defense support also have effects which extend far beyond the direct increases in 
physical production. Increased production in a primary industry makes possible 
increased production in other industries dependent on its output. For example, 
improved mining machinery not only results in a multiple expansion of coal and 
iron-ore production; it also increases the output of steel and metal-fabricating 
industries as well. Where the transportation system is a bottleneck, improvement 
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will make possible increased or more efficient production in a whole host of indus- 
tries. Workers with more adequate food consumption become more productive. 
And more employment (in countries with unused labor like Italy and Germany) 
also helps combat Communist propaganda which alleges that European govern- 
ments are unable to put all of the employable people to work. All these effects 
are additional to the kind of direct production increases described above. The 
importation of dollar goods under the United States defense-support program, 
therefore, actually is multiplied in many ways that cannot be measured by 
arithmetic. ‘ 

Mr. Vorys. Still looking at your table on defense support, you 
apparently estimate that without defense support these countries 
could do just about as well, within $300 million, this coming year as 
they did last year; is that right? 

Mr. CLEVELAND. Somewhat less. 

Mr. Vorys. That is, if the Marshall plan were terminated as per 
schedule, the countries could produce the sort of defense contemplated, 
$10.620 billion worth; is that right? 

Mr. CLevELAND. That is right, from what I have referred to earlier 
as a purely economic standpoint. It does not, of course, tell the whole 
story. In France, the reduction of something over $1 billion in their 
defense effort might be so serious that they would have to consider 
whether to pull out of Indochina. You do not see thet from this kind 
of table, but that is really what it would mean. In Greece it would 
mean 
Mr. Vorys. Just a second. For France the amount of defense 
support is $420 million, which is not a billion dollars. 

Mr. CLevetanp. The effect on their defense expenditure of not 
having that $420 million would be something over a billion dollars. 
Our projection is that next year they would be able to do about $3.9 
billion of defense expenditure, maintenance production, and the rest 
of it, and without defense support they would be able to do about $2.9 
billion. So they would lose about a billion dollars of defense expendi- 
ture in losing the $420 million of imports. That is this multiplier effect. 

Mr. Vorys. Your projection on the France chart is that military 
would go up from $3.460 billion to $3.890 billion. That is a plus 
change of $430 million, and we put up $420 million. There is where 
you get exactly 1 for 1. 

Mr. CLeveLanp. We keep getting into this problem. The figures 
that you are using are the figures of the change from this year to next 
year. 

Mr. Vorys. I am using your figures. 

Mr. CLeve.anp. The figures I am using represent what you would 
get next year with, and what you would get next year without, defense 
support. That is really the way you can tell what multiplier you 
would have, not the change-over time, which was the figure you used. 

Without the $420 million you would get—from a purely economic 
standpoint the,difference that would make in the French economy— 
about a billion dollars less of military expenditures. In addition to 
that you would get a great inflation and a lot of other social and 
political effects, and the French might have to reconsider their position 
in Indochina. 

Even measuring it from a purely economic standpoint, you would 
get a multiplier of something over 2 to 1. 

Mr. Vorys. This figure of $1 billion you are mentioning for France, 
is that reflected, that reduction, in that total of $10.620 billion for 
these countries without the defense support? 
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Mr. CLEVELAND. It is part of the reduction from $13.9 billion to 
$10.6 billion. 

Mr. Vorys. Thank you. , 

Mr. Woop. One further comment. In that connection you must 
also remember, when examining the defense expenditures for this 

resent fiscal year, that a part of Thien expenditures were made possible 

y the assistance given to France this year. So the size of their defense 
expenditures this year is affected by the defense support that we gave 
them this year. 

Chairman Ricwarps. Are there any questions on this side? 

Mr. Hays. Mr. Cleveland started to say something about Greece, 
Mr. Chairman. You were speaking of France, and then you started 
to say something about Greece as an illustration of the effect of not 
having the $1.4 billion. Is Greece in the $1.4 billion? 

Mr. CLEVELAND. Greece actually is not in the $1.4 billion chart, 
but it is in the $1.8 which is the total for title I 

Mr. Hays. You do not recall what it was you started to say? 

Mr. CLeve.tanp. What I started to say, I believe, is this: You 
can say that the purely economic effect of taking away all of the 
defense support from Greece would be that they would only import 
about half as much, and that that would have certain calculable 
effects within the Greek economy. In fact, the effect you would 
get would be a wild inflation, tremendous fear, tremendous oppor- 
tunity for the Communists, which they have not had for years now 
in Greece, to move in, and the 10 divisions that the Greeks have 
that actually exist on that flank, would cease to be of any use at all 
and would probably cease to be present if the situation in Greece 
went into the chaotic condition that it would go into if they were 
not able to buy imports from the outside. 

The first thing that would happen would be that the inflation, 
which is already very dangerous, in Greece would get completely out 
of hand, and you would have the kind of inflation in Greece that you 
had in China. 

Mr. Hays. That is all. 

Chairman Ricuarps. Are there other questions? 

Mr. Jupp. Mr. Chairman, a member of the staff has submitted a 
couple of sentences on this matter of definition which I think may help 
clarify the matter which was discussed when you were out. 

I think there is confusion over this word “purpose.” As he wrote it: 

The Marshall plan was economic aid for an economic purpose with an economic 
objective; whereas defense support is economic aid for an economic purpose with 
a military objective. 

He makes a distinction between the words “purpose” and 
“objective.” 

I think that is a clear definition of both Marshall plan aid and 
defense support being for an economic purpose, but in one case it was 
for economic objective, and a political objective, perhaps; whereas in 
the other case it is more for a strictly military objective. 

Mr. CLEVELAND. I think that is quite a good way to put it. 

Mr. Jupp. In the next sentence he said that both types of aid are 
for an economic purpose, but the end result sought is different. I 
think that differentiates as well as anybody has said it yet the kind of 
thing that this program is trying to do this vear in contrast to previous 
years, 
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Chairman Ricwarps. I am not ready to say that all defense support 
here is for economic purposes. 

Mr. Jupp. Its purpose is to improve their economy for a military 
objective. 

Chairman Ricuarps. Some of it is directed, as I understood it, to 
increasing military production, and some of it is closely tied to military 
snag yg and some of it goes through the economic purpose channel. 
Some of it directly affects military production itself. Therefore, I do 
not see where your definition would apply to it at all. 

If you want a certain machine tool or a certain kind of a steel- 
hardening agent, or something like that, or sheet metal or something to 
increase production itself, that would——— 

Mr. Jupp. If you take his whole chart, the purpose of the defense 
support is to fill in this $1.4 billion so they can build up their economy 
by $5.5 billion, in order to increase their military strength and military 
production. But the $1.4 billion operates to improve their economy 
and strengthen their productive capacity, as I see it. 

Chairman Ricnarps. I would like, Mr. Wood, to have you say 
something about that now. 

Mr. Woop. I think you have a point there, Mr. Chairman. Again, 
it depends on whether you are looking at the purpose or the form. It 
is certainly true that the objective, if we define that term precisely, of 
defense support is to make possible an increase in military 
expenditures. 

When you look at the form, it is also true, as the chairman has 
pointed out, that in some cases the commodities that are imported go 
directly and identifiably into actual production of defense goods. So 
that I think your definition, if you want to get onto the question of 
form rather than objective, in some way recognizes that fact. In 
other cases the commodities imported with defense support do not go 
directly into the manufacture of shells or guns. 

Chairman Ricuarps. Most of it does not. That is admitted. 

Mr. Woop. I had tried my hand at a simple definition here, which 
may not be as good as the staff’s, or Dr. Judd’s. I would put it to 
myself this way: defense support consists in financing the import of 
necessary commodities required to make possible a given level of 
defense effort. And then the definition of economic aid starts out the 
same way: It is the financing of imports of necessary commodities 
required to make possible recovery and rising standards of living. 

That, to me, makes the distinction clear. Perhaps it is not good 
enough for your purposes, Dr. Judd. 

Mr. Jupp. I had earlier said that I had hoped you would be able to 
have more and more of this defense support labelable as going into 
military end items, because it makes it more sellable. 

But the fact is, within our own room here, and as Mr. Cleveland 
said earlier, it does not make any difference whether it goes for copper 
for a weapon, which lets them use more of their own money for food, 
or whether it goes for food which allows them to use more of their 
own funds for copper. The net result is the same. It is an economic 
purpose. 

Mr. Woop. In that sense, you are quite correct. 

Mr. Jupp. But the more you can identify as going directly into 
military end items the better off we are. 
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Mr. Woop. We have tried to be just as honest with the Congress 
as we possibly could. We are not trying to masquerade under false 
colors. We want to try to explain to you as honestly and forthrightly 
as we can what we are talking about. 

Chairman Ricuarps. To be perfectly frank, there is no doubt that, 
from the recipient country’s standpoint, 1 think your argument is 
sound; that it will do just as much one way as the other. From the 
standpoint of the United States and the Congress, they are simply 
not going to give any economic aid unless it does go to increase military 
power in Europe. That is all there is to it. 

I think we could stand on the assumption that Europe might 
need this stuff, but the Congress would consider it economic aid that 
has not been ended if it was not for the purpose of new military 
strength in Europe. 

Mr. Vorys. I want to jog the gentleman’s recollection in that 
definition he read off. He said that the Marshall plan was for an 
economic purpose. 

Mr. Jupp. Yes, an economic purpose with an economic objective. 

Mr. Vorys. As to this “objectives” business, | think we should 
remember that the report on interim aid, which was the first install- 
ment of the Marshall plan which they had to rush through in the 
fall of 1947, included for the first and last time in our history the 
Army official statement of Russian forces—175 divisions—which we 
still have with us. 

The reason that was presented was that this committee told the 
Army that unless we could show the Congress that this aid involves 
our security they were not going to pass it. When it came a little 
later to the official Marshall plan, we were urged to keep away from 
talking about security because they had Ireland and Sweden and 
Switzerland temporarily tied in. So, in the law, we avoided any 
reference to security, and so forth. 

Mr. Futon. Or Communists. 

Mr. Vorys. Or communism. On the floor we presented this as a 
proposition that involved our security in building sufficient economic 
strength to promote resistance against force and resistance against 
infiltration. So, it was identically the same purpose as we had in 
mind. 

It seems to me we ought to sort of remember that, and by the time 
we get to the floor—— 

Chairman Ricnarps. I do not agree with that, John. 

Mr. Risicorr. I have been listening to this conversation with much 
interest. 

I do not mind going in defending this program for what it is. I 
think, whether you call it defense support or not, it is economic aid. 
# Just to paint this as a military security measure in its entirety is 
not entirely correct. I think the great weakness, and where we get 
in trouble all the time, is that we ourselves go along with the admin- 
istration, painting these things as short-term proposals and short-term 
objectives. I do not think any of them are. I think every time we 
put a date on the program and go on the floor and sell it, then the 
committee has to eat its own words the following year when it goes 
back on the floor and somebody will recall something like John pointed 
out, “Did you not say so-and-so last year?” It puts us in an embar- 
rassing position. I do not think we are in a good position. 
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Mr. Jupp. I am not in an embarrassing position. I said it could not 
be justified except on the basis of national defense and I did not swallow 
the economic part. 

Mr. Fuitron. Would the gentleman yield? Unless the program is 
for our national security, we are then engaged in a charitable enterprise 
abroad on a New Deal program. Some of us, because of the Marshall 
plan, have felt it would build competition abroad to our great United 
States industrial areas. If we come to the point where we are further 
building, as Mr. Vorys says, machine-tool competition, or steel 
competition, so they are able to lay down the steel in the Caribbean 
with no overhead, and with no great debt that we have because of war, 
and their low wages, transportation on the most modern ships built 
with our money, Mr. Ribicoff will come to the time when he has his 
local people in Connecticut say, “Maybe this is a plan for going beyond 
bringing up an emaciated Marshall plan fellow until he is a fine speci- 
men or handing him a shield to defend himself, but giving him a pair 
of brass knuckles to knock out some of our business.” 

When the project comes to that point, then you come to a dividing 
line in this committee. 

I would disagree with Mr. Ribicoff, as I do not think it is a false- 
hood or a questionable position, but rather one of judgment as to where 
the break-off point comes. The division between us is this: On the 
Republican side it so happens that we look at the program as a matter 
of security. When we get beyond the basic argument of our Marshall 
plan man whom we have gotten back on his feet above the 1938 level 
of production, then we look at it as more of a business question, while 
on the New Deal side, of course, it is very fine to be Lady Charity 
around the world. 

If we have a separate compartment, the point IV program of aiding 
backward areas to progress and to become industrialized, then, in 
effect, some of us are making new customers, so we can trade with 
newly opened areas, and we will be for that. 

But the dividing point is not one of either truth or falsehood, but 
one of judgment when the United States comes to the leveling-off 
point on any program that we in Congress have started as a security 
program. Mr. Ribicoff’s expanded program has been suggested by 
some people for the future, but it certainly has not been the program 
in the past or at this date. 

Chairman Ricuarps. I do not think there is any intellectual dis- 
honesty in taking the position you would not support this bill if it 
were not for the fact that the world faces the situation it does; that 
Europe has not got the material, that we are building a great defense 
force ourselves, and that we can get $3 for $1 in Europe by doing this 
mutual benefit. 

I would not go to the floor this year otherwise. I do not know what 
we will have to do about the economic situation. Taking the condi- 
tion of our budget, taking the conditions over there, I would never 
go to the floor and defend defense support this year if it was not solely 

or the military build-up. 

Mr. Futron. I agree with you. 

Chairman Ricuarps. What is going to happen in the future is 
another matter. You will never get by with this program on defense 
support on the floor of Congress. ! be'ieve it is the most important 
part, and the cheapest part of this bill, to build up the military in 
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Europe, but I will never go down there with a proposition like Abe 
is ing about. 

Mr. Rrisicorr. I am not afraid to tell the people of the United 
States and the Members of Congress that to a great extent this is 
what we are doing. I think one of the reasons we have gotten into 
this cul-de-sac and the administration has its nose in the wringer is 
that they have been constantly raising this urgency, and the money 
is being spent. 

Mr. Fuxron. Will the gentleman yield? Mr. Vorys, Mr. Richards, 
and I have been fooled badly to date if that be the case, or you have 
been fooled badly, because this committee has felt thoroughly that 
the basic approach to the problem was the security of the United States 
of America, and that the charity abroad 

Mr. Risicorr. I do not think it is charity. I think the economic 
welfare of this country 

Mr. Fuutron. If just economic welfare, we in Congress have not 
been putting it on that basis at all. 

Mr. Lanuam. I think it depends on whether you mean military 
security or economic security. You use the word “security,” and you 
do not say what you mean by it. 

Mr. Javirs. We are in what we call in New York 

Chairman Ricuarps. You clear that up for us, Jack. 

Mr. Javirs. The United States just has not the money to do what 
Mr. Ribicoff and I would like on both fronts. The Marshall plan was 
a move in the direction of stopping communism, because communism 
would have taken over Western Europe if Western Europe collapsed 
economically. Now we are giving assistance because communism 
could take over Europe if Europe is inadequately prepared militarily. 
At the same time we are putting out some resources In economic and 
technical assistance in other areas where communism would have an 
opportunity in the case of their economic or social collapse. 

The over-all design for free-world industrial and technical develop- 
ment needs to be developed today. I have been one of the most 
ardent advocates of developing it today, because it takes 2 years or 
more to plan something that you are not going to invest in until some 
years hence. 

Chairman Ricuarps. What about China, Walter? 

Mr. Jupp. You folks will discover her importance eventually. I 
hope it will not be too late, if it is not already. 

I agree with what Abe has said within the family here. But I 
do not think it is necessary to say it publicly. I do not think it is 
dishonest. That is not dishonesty, it is a matter of discretion. 

During the last half of the thirties we got the appearance of a re- 
turn of prosperity and got people back to work even though it was 
not all productive. We did it by public works and relief. Then 
during the first half of the forties it was by a war, production of mili- 
tary goods; the second half of the forties it was by European and 
world relief and recovery. The first half of the fifties it is by ex- 
penditure for a world rearmament program. Suppose we come to 
1955 and we are secure. What are we going to do in the second 
half to keep so overexpanded an economy in full operation, if these 
extraordinary expenditures are cut off? Whether we have Republi- 
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cans or Democrats in power, we will have a tailspin here that neither 
side will tolerate. But we do not need to discuss that on the floor. 

Mr. Rreicorr. I think our responsibility requires us to look into 
the future. 

Mr. Jupp. We need to face it here, but we do not need to argue it 
there. 

Mr. Futton. None of us on this committee has deceived anybody 
on the floor. I have been sincere for building up Europe’s economy 
for defense as well as their armed forces because of our United States 
security. I will have no part, I hope, of any subterfuge of going on 
the floor and really having a card up my sleeve that was this other 
idea. ‘To me that is an impossible situation. I could not participate 
in the debate on this suggested basis at this time. 

Mr. Jupp. What we ought to have in the last half of the fifties is 
a secure world in which we can carry out enormous investments 
abroad, the kind of thing that England was doing during the last 
century. 

Chairman RicHarps. Deacon Smith wanted to say a word there. 

Mr. Samira. I think it is foolish for us to sit here and say we are 
going to take care of this problem today without thinking of the future. 
People are saying in this country, “How long? How long?” Mr. 
Harriman says he does not know how long. Mr. Acheson said a 
year ago that it would be a 3-year program, and perhaps we might 
spend $25 billion. This vear he says he does not know how long. 
The United Nations Organization is advocating now that we are going 
to spend from $10 to $14 billion. When? From now on? 

That is what the people of this country are concerned with. How 
long will this continue? 

Mr. Fuvron. It is unusual to find you and Mr. Ribicoff taking the 
same basic position. 

Mrs. Ke_iy. There is one question I would like to ask. I wonder 
if a statement I read is true that $98 billion a vear is exported by the 
United States all over the world, whereas the imports of the United 
States are about $25 billion? These amounts sound colossal to me. 

Chairman Ricuarps. | did not know it was that much. I thought 
the ratio was about 2 to 1. 

Mr. Fuuron. We only have a spread of 6 or 7 billion dollars between 
our exports and imports at the present time. 

Chairman Ricuarps. We can all make our speeches down on the 
floor. The thing in my mind is—! cannot get down into this deep stuff, 
but in this cornfield business we are trying to stay out of communism 
and a show-down with them on the battlefield, and we think we can 
do it by making an investment here instead of throwing it all in the pot. 

If a war came along with Russia now, we would be saying, “Handle 
that today, and talk about something else later on.’’ You would 
want to know if there was going to be a world to save, and not what 
you would want to do in the line of charity he!p and point IV. 

We are just scratching the surface with point IV, but it is about 
all we can do with the condition of the budget. The question right 
now is whether this is the best way to combat communism. 

If it is necessary for the United States Government to be strained 
by spending the money, and if we are to contribute this much, what 
is the best way to contribute it, a sma!l portion in these end items or 
in defense support. 
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What is going to happen tomorrow and what the good Lord has 
in store for this world we do not know. We have a mission in this 
world, and all. This thing is going to be tough enough anyway. 
If Abe wants to worry about the moon clashing with the earth, and 
the moon might get cockeyed in one way, why, Abe has the ability 
to take care of that. But I will be darned if I will say that. 

Mr. Vorys. I have not made a speech for about 5 minutes. 

eR Ricnarps. You have done that. I thought you were 
sick. 

Mr. Vorys. Mr. Smith brought up the United Nations report of, 
I think, $19 billion. They finally cut it down. 

Mr. Woop. You are confusing that with the figure you use for 
our program. 

Mr. Vorys. In any case, I want to remind you that following the 
report the United Nations adopted a plan for study for an interna- 
tional development fund to include grant-aid, over the vigorous 
objection and resistance of the United States delegation, the spokes- 
man being our colleague, Mr. Mansfield, who fought, bled and died 
on that one. 

Mr. Malik of Lebanon referred to it yesterday. We have heard 
it from the Far East people. They say, “All you care about is Europe, 
and these people who have the higher standard of living. You insist 
on pouring out your billions to preserve them in the style in which 
they have been accustomed to live. We are not going to stand for 
it.” You say, “What do you mean?” They say, ‘We are pot going 
to stand for it. We are against it.” 

Mike and I felt the tremendous power of these underdeveloped people. 
They read about these bills, with five-sixths for Europe. They feel 
that the overwhelming part of it shows that our interests and our 
obsession is with that little peninsula of Western Europe and that we 
do not care anything about the rest of the world. As proof of that 
they might get from these hearings the fact that we have spent about 
3 weeks on this one spot where there is no war going on, and we have 
not spent 15 minutes on the rest of the world where there is a war 
going on, and a lot of them liable to break out any time. That is 
another angle we have to consider. 

Mr. Futon. Is Europe right now not the biggest threat? If we 
lose it, we lose the most. Right now we, therefore, should help 
Europe, as well as the Near East and Far East and the others in 
order, but not forgetting the biggest industrial area outside of our 
own. 

Mr. Jupp. Your assumption is that the way they will get Europe 
is by attacking Europe, which I do not think there is a shred of 
evidence to support. 

Chairman Ricuarps. I do not think we are supporting the other 
parts of the world. 

Mr. Woon. We are ready to go into great detail on that. 

Chairman Ricuarps. This group is going into great detail on that. 
That was planned. Let me say this to the committee. 1 wish all 
members of the geographic area subcommittees would study particu- 
larly questions involving their areas so they will be informed when 
the bill comes to the floor. I hope they will know the funds that are 
appropriated for their areas. 

Mrs. Botton. What areas? 
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Chairman Ricnarps. All of them. That does not mean you are 
to be excluded on the other parts of the bill, but particularly in the 
area which your subcommittee covers. 

We could call on the different ones to go into that. There will 
probably be one or two committees appointed on the question of the 
amounts to go into that and explain it on the floor. Of course, the 
whole committee will go into that, but particularly this figure business 
on defense support. Are there any other questions? 

Mr. Woop. Mr. Chairman, could I just say one thing briefly in 
respect to some of the matters that were discussed. I, as you know, 
from long experience, have a simple mind. It is so simple that I have 
never had any doubt, referring now to some of the statements of the 
members here, that the purpose of the Marshall plan and the purpose 
of this Mutual Security Program are both ultimately and finally the 
security of the United States. 

It seems to me neither the Congress nor the executive branch has 
any apologies to make for having presented the Marshall plan as 
primarily for the purpose of promoting the security of the United 
States. At that time we had not had the warning of the urgent 
necessity for building weapons which Korea gave us. Now it seems 
to me we can all take pride in the fact that we have adjusted the 
purposes and the methods of what we are proposing to do in fiscal 
1953 to the new conditions which we meet. But in each case at the 
root, the purpose was, the objective was the security of the United 
States. 

Furthermore, my mind is so simple that the only way I can explain 
what we ought to do and the validity of these propositions which we 
have put before the Congress is by asking one question: What happens 
if we do not? And whether it is a matter of cotton or copper to go 
into making some rounds of ammunition does not seem to be so 
important. Maybe it is on the floor. I would take your judgment 
on that. 

The question is, what happens if we do not do it. That seems to 
me the way to test this all the way through. 

Mr. Cleveland has indicated and I agree with his opinion, what 
might happen and what is likely to happen if we do not carry out these 

roposals. I would like, however, to point out that perhaps he has 
loft you with the conclusion that if we did not have defense support 
everything would collapse and we in the executive branch and our 
allies would not do anything at all. 

I think it is perfectly clear, speaking for Mr. Harriman, and I 
think I can speak for the administration, that whatever you do here 
we are going to do the best we can, and I believe that in spite of the 
fact that we would get a great deal less defense than we could get if 
you granted our requests—that we would get fewer boys fighting 
alongside our own boys if trouble came—I still think we would have 
some kind of a defense in Western Europe and some in this country. 
I do not think it would be adequate in the long run. 

You heard Churchill when he was over here. Churchill said, 
“We will do our darnedest.’”’ That is the spirit of the British. You 
have the spirit of the French, which David Bruce presented to you. 
I do not want it assumed from what we have said here about the 
very serious results of not having an adequate program for our own 
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security and for the strengthening of our allies, that if, perchance, the 
Congress in its wisdom should not give us what we ask, we would all 
toss in our marbles and go home and would not have anybody in 
Western Europe doing anything whatever. 

What we want is a maximum defense for the least cost. The pro- 
gram put before you is designed, as best we could design it, to reach 
that objective, Horne h the use of our own resources and through 
stimulating the use wal the resources of our allies. And in each case 
we have asked ourselves, what is the best way, what is the cheapest 
way to promote our own security. Excuse me for making a speech. 

Mrs. Botron. Tell me if these things have been asked before. 
I have been reading in a statement given us called Statement on 
Defense Support, that there is $160 million for defense support for 
Germany. How can she qualify under the definition given in the 


Statement? 


Chairman Ricuarps. What country? 

Mrs. Bo.tron. Germany. 

Mr. CLeveLanpb. There is not, Mrs. Bolton. Germany does not 
have any defense program as such, although they are making a number 
of millions of dollars worth of occupation costs available. However, 
next year the Germans have agreed, at Lisbon, although they were 
not a member officially of the club, to make a contribution of 11% billion 
deutschemarks during the fiscal year that is involved here. 

Mrs. Boiron. Does that qualify her? 

Mr. CLeve.anp. It qualifies her in the sense that in order to make 
that possible the Germans are going to have to import a larger amount 
of dollar goods than, as far as they can see it, and we can see it, there 
is going to be money available to purchase currently. The difference 
is $160 million for 1953 

Mrs. Botton. In the earlier bill we had a transfer of funds per- 
mitted up to 10 percent. As I understand it, this bill cuts it to 
5 percent. Do you not want 10 percent transferability? 

Mr. Woon. Last year we originally proposed that the Congress 
grant us 5 percent transferability within title I as between the mili- 
tary appropriation and what was then called the economic aid 
appropriation. As you recall, the Congress took a disproportionately 
large slash out of what was then called economic aid. Certain Mem- 
bers of the Congress, and we also supported the proposal in view of 
this disproportionate cut that it would be necessary to increase the 
amount of the transferability to 10 percent. 

It proved necessary to use that authority because of the very cir- 
cumstances which led to its increase. This vear we have asked again 
for 5 percent transferability which, unless we get the kind of dispro- 
portionate cut that we got last year, should be adequate for this pur- 
pose. 

Mrs. Botton. It seems to me an unwise thing to do. With the 
temper of the Congress, it would seem as if it might be more realistic to 
have a little more transferability, which would make it possible to 
protect from destruction some areas of the bill which might have tough 
going. 

Mr. Woop. It was our thought that we would present a program 
which was thoroughly screened down and as tight as possible, and a 
program which was distributed between the various forms of aid in 
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the best proportions that we could determine. We would hope that 
the Congress would in its wisdom deal with that in a way that would 
carry this out. 

If there is a substantial and a disproportionate slash, I would then 
advocate that this committee increase that transferability percentage. 
But at the same time we are often charged, and you have heard this 
charge as I have, with asking the Congress for a blank check, with 
asking for more flexibility than we need. We thought it was sensible 
to come here and tell you what we felt we needed. 

Chairman Ricuarps. Can you gentlemen be here in the morning 
at 10 o’clock? 

Mr. Woop. Yes, sir. 

Chairman Ricuarps. The committee stands in recess until 10 
o’clock in the morning. 

(Whereupon, at 1:03 p. m., the committee recessed until 10 a. m., 
Wednesday, April 9, 1952.) 
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WEDNESDAY, APRIL 9, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON ForeiGN AFFAIRS, 
Washington, D. C. 

The Committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:23 a. m., Hon. James P. Richards (chairman) presiding. 

Chairman Ricuarps. The committee will come to order, please. 
We will proceed with the hearings on H. R. 7005. We are going into 
the country-by-country figures. 

First, | want to call on General Olmsted. General, will you follow 
the procedure of taking it up country by country, or do you want to 
make an opening statement? 

General Otmstep. I have no opening statement. 


STATEMENT OF HON. C. TYLER WOOD, ASSOCIATE DEPUTY 
DIRECTOR FOR MUTUAL SECURITY 


Mr. Woop. I would suggest that General Olmsted start with the 
United Kingdom and give the military program figures for that coun- 
try, and, then, that Mr. Harland Cleveland proceed to give the 
defense support program figures on the United Kingdom. By that 
procedure the committee will get a good example of how the two 
forms of aid, the military end item assistance and defense support, 
fit together to make a program. Then we could go to France and 
follow the same procedure there. Those two countries account for 
a major portion of the amounts requested in this bill for title I. 

Then the committee can decide whether it wishes to cover each of 
the other countries in the same detail or would prefer to hear only a 
very brief statement about each country, giving the figures as to each. 
I think you can decide that better after you have heard the presen- 
tation on the United Kingdom and France, which are good examples of 
country programs. General Olmsted will proceed, then, and Mr. 
Cleveland will follow him. 

Chairman Ricuarps. We will make our questions as short and as 
precise as possible, and will hope that the witnesses will make their 
answers in the same spirit. 

There is a roll call. I think perhaps we had better answer that 
before proceeding. 

(A short recess was taken.) 

Chairman Ricuarps. General Olmsted, I beheve you wanted to 
start with Great Britain. Will you handle military end-items and 
defense support? 
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STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, 
MILITARY ASSISTANCE PROGRAM, OFFICE, SECRETARY OF 
DEFENSE 


General Oumsrep. Just the end-items. The chart in the corner, 
Mr. Chairman, shows our breakdown, moneywise, for the United 
Kingdom. 

Mr. Woop. May I say the totals by titles of military assistance are 
figures that are not classified. The amounts for each country of 
military assistance are classified. The defense support figures are not 
classified. The total, however, of the two, which appears in the third 
column in this paper, is obviously classified, because you could reach 
the country-by-country military figures merely by subtracting the 
defense support from the total. 

Chairman Ricuarps. Before you go into this thing, General, | 
notice on the schedule here you have Spain’s name, but there is nothing 
in there for Spain. Why do you not have anything in there for Spain? 

General Oumsrep. First, the $100 million provided in the 1952 
appropriation will probably not be expended, practically none of it, 
in this fiscal year. 

Our negotiating team just arrived in Madrid last Friday. There 
are all of the preliminaries to go through with their opposite numbers 
in Spain, both diplomatic and military. It is our estimate that those 
discussions will last for a month or two at the very minimum. 

a Ricwarps. That is the $100 million you are talking 
about? 

General Otmsrep. Yes, sir. If our estimate on that is incorrect, 
and if we find that money can be made available to Spain usefully in 
fiscal 1953 within the funds appropriated for title 1, we have the 
authority, as you know, to transfer, and we could through the reduc- 
tion of other country programs, and then proceed with whatever 
seemed to be the most desirable program to work out as far as Spain is 
concerned. 

Chairman RicHarps. You know we have never had any authoriza- 
tion for Spain, but you know what Congress has been doing every time. 
They have gone on and appropriated money and indicated what their 
thinking is. I just do not understand why if you are going to do 
anything there you do not have some planning for Spain in advance. 

(Discussion off the record.) 

General Otmsrep. We did have a mission over there last fall to 
take a preliminary look. This mission that arrived there last week is 
authorized to proceed now and finalize the necessary mechanics so that 
we can move out on the military and economic program. 

Mr. Woop. Mr. Chairman, we are asking that this $100 million be 
carried over so that it will be available in the coming fiscal year. 

Chairman RicHarps. I know you are doing that. 

Mrs. Keury. I would like to brine to the attention of the committee 
that while so manv missions have been sent to Spain this policy has 
not been followed in all countries. 

Mr. Jupp. This is just another case like China—if I mav speak out 
in church—where they do not want to do the job, as in China. 

Chairman Ricwarps. I am convinced if they reallv wanted to do 
it, they could have. Every military man has said they could have 
done something a while ago. 
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Mr. Zastocki. Our representative in Spain pleaded that somebody 
build a fire under somebody here to see that we avail ourselves of the 
possibilities of the contribution that Spain has to make to the mutual- 
security effort. Who is dragging their feet? Is it Spain? If we are 
dragging our feet, somebody is going to pay for it some day. 

Mrs. Boiron. The Spanish situation does have many convolutions. 
There is a great deal of feeling in Spain, as you no doubt know, that 
anything we do for Franco is not too good. Is it wise for us to give 
the impression that we are backing Franco. It would seem as if 
most of our friends in Western Europe are not friendly to him or his 
regime and would like to see him out. 

Mr. Zasiockt. Who wants to get rid of Franco? 

Mrs. Botton. Many very thoughtful people in Spain. 

Chairman Ricuarps. There are a lot of people in every country 
over there who want to get rid of the existing government. 

Whether they should or should not receive help, and whether 
Franco is a good man or a sorry head man over there, the fact remains 
that every single military man who has been asked the question has 
testified before this committee that Spain would be a great help in 
this defense build-up. 

The other thing is that the Congress of the United States, has 
appropriated money for Spain although there has been no testimony 
before the Foreign Affairs Committee, or the Foreign Relations Com- 
mittee of the Senate by the executive branch in favor of anything for 
Spain. 

PThat shows how strong the feeling is that something should be done 
about Spain. It is my opinion they would not have a mission in 
Spain now if that $100 million was not there. 

Mr. Jupp. Where there is the will, they find a way. Where there 
is not the will they can find 500 excuses for not doing it. We lost 
East Asia that way. We would have lost Greece and Turkey. I 
wish we had better government in the United States than we have, 
but I am not going to walk out on the United States until I get the 
better government. 

Chairman Ricwarps. What other government do you suggest? 

Mrs. Kerry. Will the gentleman yield? Could we find out the 
terms of the negotiation, or the terms that our negotiators have taken 
with them to Spain in an endeavor to get agreement with Spain? 

Chairman Ricnarps. I think you could get something out of that. 
How far have you proceeded with negotiations, and what you want? 

General O_mstep. I can give that to you in a general way. 

Mrs. Keviy. We had it generally when we were over there. 

Mr. Zasiockt. When we were over there, they said, ““You can get 
it over there,” and over here they said, “It is over there.” 

General O_mstep. 1 do not know what you were told when you 
were over there, but the final instruction to the negotiating team was 
not decided upon until about three weeks ago. ; 

(Discussion off the record.) 

General O_mstep. To my knowledge, there is no instruction what- 
soever that can be interpreted on the part of our negotiators as any 
warrant for them to drag their feet in speeding this to a conclusion. 

Mrs. Ketiy. What is the total cost of that, the anticipated cost? 

(Discussion off the record.) 
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Mr. Zasuockt. Is it fair to say that what we have heard in several 
instances in Europe is true in Spain also, that if Spain could import 
several hundred thousand Communists from Italy she would be 
getting aid from the United States much faster? 

General Otmstep. That story has been going around here for 
quite a while. The last time I heard of it, it applied to Brazil. 

May I make one other comment? Mrs. Kelly mentioned Yugo- 
slavia. It is true our initial discussions with the Yugoslavs were 
started in Washington instead of Belgrade. We entered into no aid 
program with them until after we had the bilateral agreement signed, 
our mission in place over there, and an examination of their facilities 
and a tactical inspection by the Chief of Staff of the Army of what 
they had and what they could do before we finalized the program for 
them. 

I do not believe the administration of our Yugoslav matter has been 
either careless or sloppy. 

(Discussion off the record.) 

Chairman Ricuarps. General Olmsted, will you go ahead with your 
original plan on the breakdown of the military end-item program? 
I believe you were going to take Great Britain up first. 

General O_tmstrep. On the chart in the other corner are the major 
end items that are envisaged for the Great Britain program for 1953. 
I have in front of me here a detailed program with the general state- 
ment of the purposes of the 1953 program for the United Kingdom. 
That is backed up by the dollar costs of items by cat gory. 

Then we have in further detail in the office a total schedule of the 
items, how many of each, and the cost of each, to support our asking 
for the United Kingdom item. In a general way, the program with 
the United Kingdom has been one of maintenance and replacement 
for United States type items which they do not have the facilities to 
provide for themselves. 

Our Army program for 1953 for Britain, the general purpose, is as 
follows: 

The basis for the matériel and equipment proposed for the United Kingdom is 
a list of net deficiencies submitted by the United Kingdom authorities to the 
Department of the Army through the MAAG and the Joint American Military 
Advisory Group in London. All resources available from sources other than the 
United States, including indigenous production, budgeted for fiscal year 1953 
and intercountry transfers were considered in arriving at the net deficiencies. 
The list was screened by the Joint American Military Advisory Group, and 
agencies of the Department of the Army. 

The fiscal year 1953 objectives of this program are: 

(a) To provide maintenance support not otherwise available for United States 
equipment on hand including that furnished under previous MDA programs. 

(b) To provide additional quantities of high priority initial equipment for com- 
mitted forces in fiscal year 1952, plus limited quantities of initial equipment for 
support units. 

(Discussion off the record.) 

General O_Mstep (continuing): 

(d) Fund limitations preclude provision of authorized allowances for peacetime 
attrition as well as war reserve for operating equipment, in previous and proposed 
program. Only selected items of ammunition have been programed. 

(Discussion off the record.) 

General Otmstep. The appreciation of the situation in Britain, or 
the analysis of it upon which we base this programing is as follows: 
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From a program and organization point of view, United Kingdom armed forces 
are being developed in accordance with NATO and world-wide commitments. 
The balance of forces is appropriate, and no one service appears to be overempha- 
sized at the expense of another. 

(Discussion off the record.) 

General OLMsTED (continuing): 

Significantly, actions taken during 1951 toward an improved defense posture 
are: Defense expenditures were increased by approximately 31 percent; from 
$2,453 million to an estimated $3,316 million. The effective term of national 
services was increased from 18 to 24 months. 


(Discussion off the record.) 

General OLMsTeD (continuing): 

The British Navy is engaged in an extensive modernization and construction 
program. Modern equipment is being introduced into all RAF commands to 
improve effectiveness. 

(Discussion off the record.) 

Chairman Ricnarps. General, we are taking all of this in the record 
here. We want to have it for the information of the committee. 
Some of them cannot be here. You will have the authority to look 
it over and cut it out. 

General O_mstep. We will leave as much of it in as we can. 

(Discussion off the record.) 

General OLMsrep (continuing): 


The national service period is excellent—24 months. 


(Discussion off the record.) 

General OLMsrep (continuing): 

The national morale and the attitude of the British people toward NATO is 
good. The British would undoubtedly fight, and fight well, to maintain their 
security. The morale of the armed forces is good. Tradition and pride of service 
and unit combine to make the British serviceman one of the most tenacious 
fighters in the world. 

Then we go on in our own evaluation and take each one of their 
units, where they are located, what their percentage of equipment is, 
what their state of training, judged by our own standard, is. 

It is on the basis of this type of information and analysis that our 
services have come up with this particular type of program, every 
dollar of which is supported by an individual item which will go into 
either the maintenance or the additional unit of equipment which is 
now in being. 

Mr. Jupp. Those facts and figures are assembled by our MAAG 
group over there, not just taking it from a British report? Our 
people go and look, too? 

General Otmsrep. That is right. I might add off the record. 

(Discussion off the record.) 

Chairman RicHarps. What do you do first? Do you say, “Look, 
we are proposing so much to the Congress for help for end items’’? 
Then what is the next step? They say what they need and you 
analyze that; is that right? 

General Otmsreb. In the case of Britain, our MAAG sits down 
with their opposite numbers in the army, navy and air, and make 
up the deficiencies. The British was substantially more than twice 
the amount of money we are asking you for. We cut it back in order 
to be within our budget limitation. In fact, our total deficiency from 
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all countries was just about twice the money that we are asking the 
Congress for. 

In some countries we have cut more than 50 percent to get down to 
the 50 percent average. In the case of Britain, because of the type of 
evaluation we have here, should we encounter a cut now in our total 
title I funds, we will have to go back to our MAAG’s in these countries, 
after taking the Joint Chiefs of Staff’s best judgment about how to 
spread this cut, both servicewise and countrywise, go back to our 
British MAAG and say, “You are not going to get the amount of 
money we asked for. You are going to get so much less. Drop out 
the items that have the lowest priority.” 

Mr. Woop. We do not, however, start with a figure that we are 
going to ask the Congress for. As the general explained, we build it 
up from the strategic plan—from a determination as to what the forces 
ought to be, and what the equipment deficiency is on that basis. 

General Otmstep. None of these countries know the amount we 
program. 

Chairman Ricuarps. That is what I wanted to know. I did not 
know if you evaluated it by looking at their requests, or whether you 
started the other way around and cut it down to what you thought 
this country could do. 

General Otmstep. That is right, sir. When it was decided that 
title I would be $4,070 million, the Joint Chiefs and the Joint Staff 
made a study and came up with the recommendations as to how that 
money would be divided between matériel and training, the necessary 
shipping costs and how it should be spread between the three services 
and how it should be spread between the countries. 

Mr. Jupp. Mr. Chairman, where does Eisenhower’s headquarters 
come in on this deciding? Do they or do they not have a part in 
this? Ifso, what part do they play in the division of aid servicewise 
and countrywise? 

General Otmstep. This proposal is discussed with the United States ” 
side of the international headquarters, not with the international side. 
Their recommendations are received and considered. But the decision 
is purely a United States decision. 

Where they are of the most help is not in the matter of planning for 
our 1953 funding, where they are of the most help is, we will say, 
“All right. We are going to get 2,000 tanks yet this year. Which of 
your units can use them most effectively?”” We pay great heed to 
those recommendations, because they are based largely upon a state 
of readiness to receive the item and to use it most effectively. So they 
will differentiate between French Division A and French Division B, 
or a French division and a Belgian division. 

It is in the allocations division, after the end item is available and 
is ready to be delivered, that their headquarters plays the largest part. 

Mr. Jupp. I had in my head that probably the initiation of this 
thing came from the SHAPE headquarters, since that is its job, to 
defend Western Europe. I would think it would sit down and say, 
“To defend Western Europe we have to have so much here and so 
much there of such and such a character.”’ And on the basis of their 
estimates, you would then begin rearranging, chopping or adding or 
adjusting. 

General Otmsrep. Yes, Dr. Judd; you are right about that. That 
is at the very beginning of the program. That is your war plan, how 
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many divisions will it take, how many airplanes will it take. That 
war plan is made up by the SHAPE planners; that is right. 
Nr. Jupp. Then you begin working here on the basis of that war 
an 
. General O_msrep. There is an intermediate step. The allocation 
or division of those jobs between countries. Norway says, ‘‘I will do 
so much’’; Beigium says, “I wil! do so much and I will put up the 
necessary forces.’”’ So there is a force commitment. That is the 
second step. There is a force commitment by countries. 

Then we begin to plan from a supply side about what equipment 
they can supply for themselves for those committed forces and what 
must be passed on to us here as deficiencies that can be supplied 
promptly only from our resources here. 

Mr. Jupp. Your program is in support of SHAPE’s war plan? 

General Outmstep. Yes. We program for the European forces com- 
mitted to SHAPE. We do not program for their territorials, national 
guard, home defense units, or their people being used in other parts 
of the world. 

Chairman Ricuarps. In your breakdown for Great Britian and the 
requirements there which you propose to furnish, is any of that require- 
ment to be met by any other country in Europe proper? Belgium, 
for instance, or anything they can do for that program? 

General Otmstrp. Canada is doing quite a substantial amount for 
the United Kingdom on a grant-aid basis. I do not know offhand. 
We will make a check to see if we have any information. We will 
query JAMAG about it to see if countries like Belgium on a grant-aid 
basis are supplying things to Britain. 

I know there is some continental production which is being pur- 
chased by the British. I do not know whether there is any of it that 
is on a grant-aid basis. 

(See p. 498.) 

Mr. Woop. I believe I can answer that question. There are no 
grants being made at the moment by one country to another in Europe, 
primarily because each of the countries is pretty fully engaged in 
developing its own equipment and its own armies. 

It stands to reason, Mr. Chairman, if they cannot do that fully 
without some aid from us, which is the case, they could not very well 
give grant aid to other countries. 

Chairman Ricuarps. It might well be that some defense support 
money might lead to a situation where they could do that very thing. 

Mr. Woop. There is production in various countries which is being 
purchased by other countries with their own funds, either directly or 
through the European Payments Union. That is going on. The 
British placed very considerable orders in Germany. 

Chairman Ricuarps. Are there any other questions on that? 

Mr. Woop. I wish to ask a question, Mr. Chairman, in the interest 
of saving the time of the committee and making this presentation as 
valuable as possible. 

I would like to ask, now that you have had General Olmsted present 
the facts and figures on the military end-item program in the United 
Kingdom, whether that kind of presentation is the sort of thing the 
committee wants. Is it too detailed; is it not detailed enough? 
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We can give you much finer breakdowns—muckh more information— 
or we can go through each country program more rapidly. I think 
it might save a little time if we got your views, Mr. Chairman, and 
those of the committee on this particular point before we go any 
further. 

Chairman Ricnarps. Personally, I think we should go on, and then 
if it develops that members want some information later on a smaller 
breakdown, we will try to get it, or get somebody here who will 
furnish that information. 

Mr. Woop. We have vast quantities of it. We can go into much 
more detail if the committee would wish to have more. 

Chairman Ricuarps. Is there any particular item in this break- 
down that he has given us that the committee members want a further 
breakdown on? 

Mr. Jupp. Did you give us the total number of personnel in the 
armed forces of Britain, the Army, Navy, and Air Force? Do you 
have that figure? 

I would like to compare it to their population as compared to our 
armed forces in relations to our population. I think that knowledge 
would be of value in considering country. 

Chairman Ricuarps. | think it would be very valuable. If you 
do not have it here this morning, General, | wish you would get us a 
statement. You may have it in some of the data you have filed with 
the committee. 

General Otmsrep. In this little picture book you are getting right 
now, there is a page for each country that shows you their armed forces 
as of the first of 1951, as of the first of 1952, and as of the first of 
1953. 

Mr. Roossevetr. All you have to add is the total population in 
each country? 

General O_mstep. That is right. 

(Discussion off the record.) 

General Otmstep (continuing): That is right, sir. I must add that 
these are mobilizable forces D plus 90 days and are only those available 
in the NATO area. Any British forees in the Middle East or Far 
East would not be included in this picture. 

Mr. Jupp. Her population is close to 40 million? 

General OumsTED. No, sir; about 51 million. 

Mr. Jupp. Two and a half percent of fifty is a million and a quarter. 
So she has about the same percentage of her people in the armed forces 
as we do. We have 2% percent, roughly. 

I do not think we need to spend time on it here, but I think it would 
be valuable for you to come up with a little table showing that. 

Chairman Ricuarps. I think so. Will you do that, General? 
Will you see that that is done? 

(The information requested is as follows:) 
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Active military forces, Western Europe, United States, and Canada, Jan. 1, 1952, 
(excludes para military forces) 

















| 
Active forces | 
located in 
Population North Percent 
Atlantic 
Treaty area | 
Belgium- eaeaiees ES Se eR SOY ae Oe eee 8, 980, 000 136, 000 | 1.5 
gh Lata SOS SACRE EAE: 4 AR BGS SE SR A eS 4, 310, 000 26, 000 | 6 
0 A a ee ee ee et 42, 400, 090 593.090 | L4 
nt Ge RIA LEI LIL ASL OER EE Se i State: 47, 000, 000 1314, 009 | me 
Netherlands Pe RRS SPI ST TERS aT BT REE PRS AF 10, 300, 000 84,000 | 8 
i ES Sn See Sn 3, 310, 090 30, 000 | y 
RNS RNa SE AP ER ee Oo ESS OE 8, 570, 000 73, 009 | 9 
BPS Se ae a ee ee ae 50, 900, 000 624, 000 | 1.2 
Waheh; Wikis TD ie bbl isi a 175,770,000; 1, 880, 00 000 | 1.1 
| Population oe | Percent 
United © ch pai abl eh et es ec cate Fe 156, 000, 000 3, 465, 000 | 2.2 
ET? RET ETP ETT ELE PRE TE ae Pes Eas 14, 100, 000 91, 000 | 6 
! j 








1 Certain para military forces included. 


NotTe.—Western European forces exclude those located outside the North Atlantic Treaty area such as 
the French forces in Indochina. United States and Canadian forces are world-wide. 


Mr. Woop. I would like to call on Mr. Cleveland to give you the 
defense support picture for the United Kingdom and to show how 
the defense support program fits in with the military end-item 
program. 

Before he starts, I should like to remark that you will notice that 
the end-item program for the United Kingdom is not much larger 
than the end-item program, say, for the Netherlands or Belgium- 
Luxemburg. The reason for that is that the British are preeminently 
the workshop of Western Europe, that their capacity to make for 
themselves the items which are needed in their defense build-up is so 
very large. This fact again emphasizes the very great importance of 
the defense support component of the program. 

Defense support permits the British to make full use of their own 
factories to turn out armaments. Without defense support, there 
would be a very substantial drop in the amount that they could do 
toward equipping their own forces. Therefore, in the absence of 
defense support and if we were to get the same level of forces at the 
same state of readiness, we would have to give a very much larger 
amount in the form of military end items. Mr. Cleveland, will you 
proceed? 

Mr. Burteson. Mr. Chairman, may I just mention before Mr. 
Wood leaves that point, that in the statement it is said there was 
no grant-in-aid from any European country to another, particularly 
in reference to the British. 

For the record it seems appropriate to qualify that statement. 
Starting with the Schuman plan, for the integration of the economic 
affairs of the various European countries, naturally it should, and 
will, if successful, have an effect on the military preparedness as to 
one furnishing those materials to the other, which is just common 
sense, and that you are working toward that purpose. 
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We find that to be a great criticism in this country. 

Mr. Woop. You are quite right, Mr. Burleson. As a matter of 
fact, the various things that have been done toward trade liberaliza- 
tion and toward economic integration in Europe have had the result 
of making it possible for European resources as a whole to be used 
more efficiently and more effectively. 

For that reason, those activities have made a very considerable 
contribution to the ability of the area as a whole to produce both 
military and civilian goods. 

Mr. Burueson. Of course, you are looking forward to the plan 
producing greater results in the over-all preparedness program of 
Europe? 

Mr. Woop. Quite so. I am glad you brought that out. 

Mr. Burueson. I thought that qualification should be included 
with those other statements and not just let it stand that nothing was 
being done. 

Mr. Woop. A very good point, sir. I did not mean that there was 
no cooperation. In fact, there is very full cooperation. I was merely 
addressing myself to the point that there were no actual grants-in-aid 
being given by one European country to another. This cooperative 
effort does make the total product available to raise equipment and 
train forces to support them higher than if that cooperation did not 
exist. 

Mr. Lanuam (presiding). Go ahead, Mr. Cleveland. 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR FOR 
EUROPE, MUTUAL SECURITY AGENCY 


Mr. CLeveLaANnb. Mr. Chairman, you had Mr. William Batt before 
this committee some days ago. He went over with you, I believe, a 
ood deal of the material about the structure and the problems of the 
Inited Kingdom economy. I think my summary of the defense 
om i side of this picture, the economic side of it, can be pretty 
rief. 

The United Kingdom is a going concern in this defense program, 
more so and to a larger extent than any other country in Europe. 
Out of the nearly $14 billion of defense expenditure next year, which 
we were discussing yesterday, for the whole group of countries (NATO 
plus Germany, excluding Greece and Turkey) out of that $13.9 
billion, the British should be doing $4% billion equivalent worth of 
military effort. 

They are not only the largest, measured in terms of total defense- 
expenditure, but they are also the largest in terms of defense produc- 
tion, that part of defense expenditure which is spent for procurement 
of matériel. 

Last year, when the total amount of hardware that was being 
produced in all of Europe was just about a billion dollars’ worth, 
they were producing $632 million of that billion. This year, when 
the total is just about $2 billion worth in all, of military hardware being 
produced in Europe, they are producing just under half of it, $962 
million estimated for this fiscal year. 

Next year, with an estimated $3% billion being produced in the 
whole group of countries, it is estimated that a billion and a half of 
that will be produced by the United Kingdom. So they are very much 
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in business on the Production of military hardware, which is one of 
the main reasons, the main reason, I guess, why.it is not necessary to 
give them a large amount (measured in dollars) of military end items 
from this country. They can produce and do produce and finance 
most of what they need, themselves. 

Last year their defense expenditure was about $2% billion equivalent. 
This year it is $3.6 billion worth; next year it will be $4.75 billion. 

The total of that, the total of those 3 years is about $11 billion, 
which (just to be a comparable figure) is almost exactly the total 
defense expenditure of all of the NATO countries, plus Germany, 
during the current fiscal year. 

One other thing I should like to mention on the hardware side is the 
point that I think Mr. Batt mentioned to you. The British have 
firm contracts now outstanding that will result in hardware deliveries 
of about $4 billion, which again is far in excess of any of the other 
countries. 

The primary problem of the British in keeping this show on the 
road, ard in expanding at the rate I have indicated, is the familiar 
problem of their deperdence on imports. The British are, of course, 
very dependent on imports. They import something close to 90 per- 
cent of their raw materials. They import still a sizable proportion of 
their food. To an extent probably greater than any other country 
in Europe, the United Kingdom has this characteristic of being an 
industrial workshop which is very dependent on the outside for its 
raw materials and for the food that its population has to eat. 

What Great Britain exports in order to pay for this food and raw 
material is the product primarily of its engineering industries, that is 
to say, the mechanical goods, the manufactures, the automobiles, the 
tractors, the machinery, that can be turned out by a highly indus- 
trialized economy. 

It is precisely those same industries that have to take most of the 
load of producing the military hardware that I have referred to. The 
fact that Britain is doing very well on the production of military 
hardware, so well that they do not need a great amount of end-item 
assistance from the United States, means that the Ministry of Defense 
in London is biting into the same capacity, industrial engineering 
capacity, in England, that would otherwise be producing for export. 

The build-up of this defense expenditure, a lot of it being spent for 
production, has two effects, both of which have a serious effect on their 
external position, on their ability to balance their external accounts. 

One, it increases their need for imports, particularly for imports 
of industrial raw materials. Secondly, and concurrently, it decreases 
their ability to export the kind of goods that they normally sell to the 
world; in other words, it decreases their ability to pay for these in- 
creased imports. 

This is the picture on their external accounts. They have, of 
course, as you know, the special factor, additional to their own posi- 
tion, that they are the banker for the sterling area. One of the things 
that has hit the United Kingdom, that has caused the gold and foreign 
exchange reserves that it holds for the whole sterling areas to go down 
from a peak of $3.8 billion to the present level of about $1.7 billion 
is the fact that the sterling area for about a year stopped running a 
surplus with the dollar area. The sterling area was therefore not 
able to contribute to closing this gap between exports and imports 
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that the United Kingdom has chronically suffered from and from 
which the United Kingdom suffers far more acutely in the face of 
a huge defense expenditure. 

Just to tie that down, I would like to show you one more picture. 
I think it will be the last picture for a while. It is the problem Britain 
has in paying for the imports it needs. This is in the same form as the 
chart we were discussing yesterday of the difficulties of Europe as a 
whole of paying for its imports. ; 

Here again you have the total dollar imports projected for next 
year which will be needed by the United Kingdom if the United 
Kingdom is going to produce the goods and services required to make 
this defense expenditure of $4% billion. 

You notice the predominance in this picture of the industrial raw 
materials category and specialized machinery and equipment from 
this country. 

Over on the right are the settlements they have to make in order 
to get nonferrous metals, foodstuffs and hides and skins from some of 
the Latin-American countries which insist on dollar payment or 
partial dollar payment in their bilateral trade agreements. 

Against this $1,970,000,000 worth of imports they may be able to 
export about $1.2 billion next year, according to the best estimates 
we can make. 

That would already be a sizable effort since it would be made in 
the face of this tremendous competition in their engineering industry 
which comes from the defense orders. When Hugh Gaitskell was 
here last fall, before he was out as Chancelor of the Exchequer, he 
gave a graphic example of that. 

He said they were now faced, as an example, with the problem of 
an automobile manufacturer coming to the Government and saying: 

Look here. I have two orders. I have an order from South America—I 
think Argentina—which I can get dollars for, for the export of some automobiles, 
semiluxury autonobiles, quite expensive individual units, and here in my other 
hand I have an order for some tanks from our own Ministry of National Defense. 

I am here standing in front of you, the Chancelor of the Exchequer, and asking 
which one of these pieces of paper I will put into the production machinery. 
It does not make any difference to me. I am going to be fully employed anyway. 
I make about the same amount of money, anyway. 

Gaitskell said they were getting to a point in the rapid reduction 
of their reserves where, in effect, they had to choose between solvency 
and defense, and where in the particular case they would have to 
tell the man, “Put the tank order on the shelf and take the order 
for Argentina.” 

It is that kind of choice between solvency and defense that it is 
the purpose of the defense support program for the United Kingdom 
to eliminate or, at least, to mitigate—to make it less necessary for 
them to have to make that choice. Because at the present levels of 
their reserves and given the continuing reduction of their reserves, 
that choice would have to be made to a considerable extent for 
solvency and against defense. 

They would have to do otherwise what they refer to as a “roll 
forward,” which is a nice word for a further lag in their defense 
program as a whole. 

Against these exports you have to offset the loss on all of their 
other transactions, other than the straight trade transactions. Even 
after you work into this figure a considerable earning by the United 
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Kingdom from United States mili expenditure in the United 
Kingdom, nevertheless, they lose a pad deal of money, partly because 
they are paying back debts and they are a debtor country which has 
yearly interest payments. 

They have also lost a great deal of money to the rest of Europe 
through the operation of the European Payments Union. They had 
to pay some gold because they have been running such a large debt 
with the rest of the European countries. 

But a positive factor in this equation is the $425 million that they 
hold as net earnings of the rest of the sterling area. Most of the 
sterling-area countries are able in their relationship with the dollar 
area to run a surplus, to make money currently. 

That money is deposited in the central gold and dollar pool and 
becomes, therefore, a net addition to the dollars that are available 
currently to buy imports with for the United Kingdom. 

Given these factors, both earnings and offsets here, they miss by 
about $600 million being solvent—that is, being able to buy these 
imports with the earnings that they can make from their various 
economic and financial relationships with the rest of the world. 

Without this United States defense support of $590 million, which is 
the figure we have used here, they would have to decide to not buy 
some of what is on this top line here. 

What would they not buy? One thing you can be very sure of in 
their analysis of that not to buy, is that food would tend to be : 
sacred category. It is pretty low already on the dollar side. You 
know how low the British standard of living is, the two pork chops or 
its equivalent a week, and so forth. 

The reductions would tend to come in the raw materials category. 
The raw-materials categories are precisely the categories that con- 
tribute to the use of the engineering industry for its two important 
functions, for export and production. 

You can calculate from an economic standpoint pretty accurately 
what not having that $590 million would do even if you had no other 
effects in the United Kingdom. 

What it probably would do would be to reduce the amount that the 
United Kingdom could spend for defense by about a billion and a 
third—something in that neighborhood. This would mean that 
instead of spending $4% billion they would be back down to less than 
what they are spending today. 

Many of the contracts that are already outstanding are on the 
assumption that they will be paid for next year or the year after. 
Their budget, of course, operates on this expenditure basis. Many 
of those contracts would have to be canceled. So this is really a 
critical margin in the United Kingdom case. The basic reasons for 
that in the structure of the United Kingdom economy, I think, are 
pretty fully spread on the record by Mr. Batt in his statement. 

I wanted to draw attention to the way it works and how the United 
States defense support fits into the total production picture which is 
able to produce this really magnificent defense effort on the part of 
the United Kingdom. 

Mr. LANHAM (presiding). Are there any questions? Mr. Javits. 

Mr. Javits. Does the $246 million tie into the $425 million in any 
way? Can we say that the deficit is realized because of the fact that 
Great Britain is the banker for the sterling area? 
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Mr. CLEvELAND. The sterling area component of this chart is this 
block here. It is a positive component. One of the things that hit 
Europe and particularly hit the United Kingdom last year, one of the 
reasons why the United Kingdom’s balance of payments went com- 
pletely out of whack last year was the fact that this block—if you had 
a similar picture up here for this year, or for the last 12 months ending 
today—this block would actually be slightly negative. In other 
words, the net earnings of the sterling area virtually disappeared for 
a time. The United Kingdom’s balance of payments in this postwar 
period has come to depend, for the current dollars to buy imports for 
the United Kingdom, on some net earnings from the so-called asso- 
ciated monetary areas, that is to say, the sterling area. 

So, being a banker for the sterling area is an advantage for the 
United Kingdom normally, and is projected to be an advantage once 
again next year, although it has not been during the last year. 

Mr. Javits. It is simple to explain if it is a fact that some of that 
$246 million deficit could come off the $425 million. 

Mr. CLeveLAND. This on the part of the merchandise account has 
all to do with the United Kingdom. Then you figure the account for 
the rest of the sterling area separately, take what you come out with 
and put it in here. 

Mr. Rretcorr. Mr. Cleveland, in other words, you cannot relate 
any of that $590 million defense support to any specific end-item that 
they could produce militarily. The defense support basically gets 
down to closing up the dollar gap and the entire economy of the 
respective nations involved? , 

Mr. CLEVELAND. You can-relate it in the sense that if you did not 
have it, you can predict pretty accurately what they probably would 
not buy, what raw materials they would not have and the consequent 
effect of that on both total production and GNP, and specific defense 
production and export production in the engineering industries. 

Mr. Risicorr. Will you not have to do that? There is a lot of talk 
that this is military production. This is security. Everything has 
to be labeled “‘security.”” 1 do not go along with that point of view. 
There is a lot of talk in the committee and on the floor. I think the 
implication is that by getting X million dollars of defense support 
in these countries it will be translated into so many tanks and planes 
specifically. I think that was the impression you people gave. 

I wonder if you can actually translate that? This makes sense 
to me, but it does not make sense the way you are selling the program. 
Can you analyze the defense support as to specific items? 

Mr. Cievevanp. | think, Mr. Ribicoff, we have been selling the 
program right along on the basis that it supports that amount of total 
production that is necessary to get a given amount of defense ex- 
penditure, that given amount of defense expenditure being, in turn, 
the amount that is required, in the United Kingdom case, if the United 
Kingdom is going to meet its Lisbon plan commitments for forces. 

We can say pretty specifically, and I have some of the numbers 
right here, what that defense expenditure consists of, what that 
$4% billion would be divided into. 

Mr. Rreicorr. Could you relate any portion of that $590 million 
to any portion of those specifi¢ billions? 

Mr. CLevELAND. Some of the $590 million will be spent on goods, 
industrial raw materials that go pretty directly into munitions produc- 
tion. 
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The point I am trying to make and the point we must be clear on 
ihroughout this presentation is this: Whether you buy, let us say, 
copper for a munitions plant that is going to produce something that 
will shoot, or whether you buy cotton that will produce textiles that 
will be exported in order to earn the money to buy the copper for the 
munitions factory, you are doing something equally useful in both 
cases. 

Mr. Risicorr. Then we get down to the basic point. You cannot 
actually separate a nation’s civilian from its defense economy. 

The way you have the chart in this program, all you are doing is 
saying that the over-all economy, both civilian and military, runs a 
deficit of X dollars, and to keep the Nation going we have to supply 
X millions of dollars, which we call defense support, because we think 
the defense effort is a primary one. But you cannot relate any specific 
dollars in defense support right down the line to that chart here? 

Mr. Woop. Mr. Ribicoff, I think that perhaps I can clarify this. 
1 think your difficulty arises from the fact that we cannot take every 
pound of cotton or every pound of copper that we are proposing to 
finance with defense support and trace that through to a gun or an 
explosive. You start with that problem. Therefore, how do you test 
this out? 

Our answer is this: We can show you, and we can in great detail, 
that if you did not have this defense support you would not get so 
many tanks, so many guns, so many men under arms. That is the 
only way I know of to meet the point that vou raise, given the fact 
that it is impossible to trace every item that we finance through to an 
end-item of military production. 

Mr. Risicorr. What I was arguing about yesterday around the 
table was on the general philosophy. I see where you get into the 
difficulty. I think it is a hole you people have dug for yourselves and 
I think it is interesting to see you try to get out of it. Basically, you 
have this economic gap in all these nations, because it is almost 
impossible to separate your civilian and your military economy, just 
as it is impossible to do it in the United States. 

Mr. Woop. Exactly. 

Mr. CLeve.anp. The reason for the economic gap is that you have 
a defense program. If you did not have a defense program, the 
British could export a good deal more and that first blue line would 
be a lot longer. They would be able to pay for their industrial raw 
materials without having to be assisted from the outside. 

Mr. Woop. You cannot do it. Without defense support, you can 
show in numbers just how many less tanks, how many less guns, how 
many less men under arms there would be. 

Mr. Risicorr. You better do it. 

Mr. Jupp. Those are the facts we have to have. 

Mr. Woop. We have the facts here. 

Chairman Ricuarps. Mr. Fulton, you are next, and then Mr. 
Latham. 

Mr. Fuutron. Senator McMahon has already started out with a so- 
called program that is a very broad economic assistance program to 
the whole world. We realize on this side of the table that this is 
largely a balance of payments question. But if it is a balance of 
payments deficit that must be made up, then my feeling on it is that 
deficit should only be made up if it can be shown that to be directly 
connected with the security of the United States of America. 
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Chairman Ricuarps. Mr. Lanham wanted to say something. 

Mr. Lanuam. It seems to me it gets back to Dr. Judd’s definition 
of the purpose. We cannot identify the expenditure as of a certain 
number of tanks. It is the purpose of the expenditure, it seems to me, 
for a military purpose. 

Mrs. Ketiy. Can you identify tanks with industrial raw material 
and capital equipment and other manufactured raw materials? If 
you can, here you have $360 million, $27 million, and this figure, which 
add up to $421 million to come out of that $590 million. 

Mr. CLevetanpb. Industrial raw materials that go into the economy 
go in to produce all kinds of industrial goods, military goods and 
civilian goods, including export goods. 

Chairman Ricuarps. Mr. Burleson. 

Mr. Burteson. Mr. Cleveland, you may have answered the ques- 
tion in response to the question from Mr. Javits. It has to be more 
simple for me to understand it. How is the $200 million in exports 
divided, approximately, between the sterling area and the dollar area? 

Mr. CLeve.anp. This is all exports by the United Kingdom to the 
dollar area. This is their dollar account. 

Mr. Burueson. Using that as a predicate, Mr. Chairman, I would 
like to ask—this should interest both the gentleman from Pittsburgh 
and the gentleman from Connecticut—if we revised our tariffs down- 
ward, how much would the figure $1,200,000,000 be raised? 

Mr. CLevetanpb. I do not know how much. It would be some. 

Mr. Burueson. Of course you could not answer the question as I 
asked it. But it would raise the figure if the tariff were lowered, would 
it not? 

Mr. Creve ann. It would. 

Mr. Furron. Could I have another question? 

Chairman Ricnarps. Mr. Fulton. 

Mr. Fuuron. This is the equivalent of a profit-and-loss statement. 
Has any thought been given to looking at the general balance sheet 
of Britain and seeing what the over-all debt and obligation picture 
is, possibly trving to buy in some of that debt so that they do not 
have such an immediate haul on their current production? 

They have outstanding sterling balances in the sterling area upon 
which there are calls upon their productive system. If we not only 
looked at the current profit and loss statement and tried to make up a 
deficit in financing for the current year, but might look to see what 
their over-all capital position was, and possibly have us buy in some 
of the outstanding long-term obligations at a discount, could we not 
then again make our dollars go very far? 

Mr. CLuEveELAND. That would be a possible form of aid; yes. For 
example, they make payments to the United States on interest and 
dividends of about $155 million, estimated, for the next year. 

Mr. Futron. These other countries that we are aiding that have 
credit balances with Britain, could we not take those credit balances 
over from them at some discount? 

Coming back to the question on the taking over of those obligations, 
you would then be doing two things. You would take from these 
other countries their credit obligation that Britain owes them at a 
discount, and you would likewise be putting in dollars. 

Mr. CLEVELAND. I think the problem, Mr. Fulton, is that most of 
Britain’s external debt is not held in dollars. It would not be very 
efficient to purchase this for dollars. 





MUTUAL SECURITY ACT EXTENSION 567 


Mr. Fuutron. Why do we not buy the sterling balance that Britain 
owes but the sterling balances that other people owe to Britain and 
do it with dollars? 

Mr. Curve ann. As I say, it would be a feasible form of aid. It 
would be an indirect form and would give us considerably less direct 
participation with the British in planning on the defense side. This 
program creates an occasion for quite detailed discussions with other 
governments about their defense expenditure and defense production. 

That advantage at least would be lost by adopting an indirect form 
of aid that involved going to Australia and purchasing some sterling 
balances, not tying it in with the defense program at all. 

Mr. Jupp. Mr. Cleveland a minute ago said he had some specific 
military items that would have to be lost if this defense support were 
cut out. Can they not come up with an estimate of how many future 
tanks, planes, antiaircraft artillery, and so on, Britain would be able 
to contribute to the total defense of Western Europe if this $590 mil- 
lion defense support was cut out? Cannot you come up with esti- 
mates there, you and General Olmsted and others? 

Mr. CLEVELAND. I can give you offhand the estimates expressed in 
terms of dollars. 

Chairman Ricnarps. We are not talking about dollars. 

Mr. Jupp. How many fewer military end items are they going to 
be able to manufacture if they do not get this economic aid, which 
is what it is going to be called down there by everybody? 

(Discussion off the record.) 

Mr. Jupp. The next figure should be, if it means 14 less planes 
and 50 less tanks, how much would it cost for us to make up 
that deficit, that shrinkage, in American tanks. You might find it 
would come out to a billion and a quarter. If you can get it down to 
tangible figures it would help. It would have to be illustrative, 
because the British might cut out 11 tanks instead of 10. It is 
illustrative of the things they could not manufacture. Those two 
items, I think, will put us in the clear. 

Mr. CLevevanp. I think, subject to correction by the General, it 
would be perfectly feasible and useful to take the dollar figures of 
reductions we have worked out and are actually divided by the five 
categories of expenditure, and within the matériel category by nine 
subcategories, and do the best we can in converting those into physi- 
cal terms, into the thing that vou do not get without defense support. 

Mr. Jupp. Those dollars represent production by them of so many 
military end items that they could not otherwise produce; those same 
military end items if manufactured by us and sent over would cost 
a larger amount. 

Mr. Woop. You would have to broaden that a bit, Dr. Judd, 
because a part of the loss in their defense expenditure would be re- 
flected, not in the production of hard goods, but in the pay, main- 
tenance and feeding of soldiers, and in all the other elements that 
go into the make-up of a military establishment. 

As General Olmsted has pointed out to the committee, we do not 
pay for any of those. In fact, we insist that our contribution in the 
military end item category go into the hard goods. The other 
countries bear the total cost of the other expenditures, and those 
other expenditures are just as important as having tanks. If you do 
not have a man to drive the tank, if he has not been trained, and if 
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he does not have a training field to get his training on, all the tanks 
in the world are not worth anything. 

Chairman Ricuarps. What Dr. Judd is talking about—you are 
making this pretty complicated—is that he wants Defense to sit 
down and say, ‘‘According to our best estimates this is what it would 
cost if the United States had to do it, this is what would happen to 
their production if they did not do it, and this is what it would cost 
the United States if we filled the vacuum ourselves.” 

Mr. Jupp. The boys are willing to buy it if it is for defense. I 
have not been given the facts and figures on it. 

Mr. Woop. Mr. Chairman, we have laid before the members of 
the committee, as well 

(The Department of Defense and Mutual Security Agency have pre- 
pared material on this subject which appears in the appendix, p. 1061.) 

Mr. Jupp. You did not mention in this yellow table one item that 
was in the facts that Batt presented. He had $100 million for fuel. 
Where is that included, in your industrial raw materials or where? 
I asked him about that. I asked him if it was due to loss of oil 
from Iran, and he said it was. 

Mr. CLeve ann. The recording of payments and earnings for pe- 
troleum is one of the special problems of British statistics. The 
imports of POL by Great Britain, from American companies for her 
own consumption are shown as part of her dollar imports. Our esti- 
mate of this is $100 million. The POL account of the British oil 
companies with the rest of the world is shown as a part of their 
so-called invisible transactions, that is to say, as a settlement rather 
than showing it both as a commodity import and a commodity export. 

The British oil companies operate all over the world. You can 
work out a statement, in effect, of the balance of payments of the 
British oil companies with the rest of the world. The net figure that 
results from that calculation aside from the $100 million in the im- 
port line is in that red line. This is simply because of the way in 
which the British Government does business with the British oil 
companies. 

Mr. Jupp. You estimate they will have to import $100 million 
worth of petroleum products, but they will not be buying them from 
Texas oil and paying for them in dollars? 

Mr. Cievetanpb. They will be paying dollars for these petroleum 
products. They will also be making some dollars by selling some of 
the oil that they produce in the Middle East for dollars to people 
who will pay dollars for it, in South America, Canada, and so on. 

If you take all of those transactions and net them together, except 
for the $100 million, that is one of the items that is included in that 
red line on the chart. 

Mrs. Ke.uy. It is also included in this. 

Mr. Jupp. It is too bad they cannot use a uniform system all the 
way through. You try to compare one set of figures with the other 
and they do not click. I had trouble with this figure a moment ago. 
On this secret one, M—48, defense support comes to $1,770 million 
under title I, Europe. They had Greece, Turkey, and Iran and 
Austria in it. But three of those are not in title I, and this figure 
does not square with those up there. 

You have the defense support for Greece and Turkey in title II. 
They have it in title 1 for Europe. The figures do not jibe. If you 
— a long enough time on them, you can reconcile them. I wish 
they would all use the same pattern. 
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Mr. Ristcorr. I would like a memorandum on that $246 million. 
That is not clear to me, that red box. I would like to have you be a 
little more explicit on it. I do not want to take the committee’s time 


on it now. nig 
Mr. Javits. I would like to join with Mr. Ribicoff on that. 


(The information referred to is as follows:) 
Unirep, Kincpom 
NET “INVISIBLE”? TRANSACTIONS IN THE BALANCE OF PAYMENTS 


As a matter of convenience, international financial accounts usually separate 
current receipts and payments into two main groups: 

(1) Receipts and payments for “‘visibles,”’ that is, for goods imported and 
exported; and 

(2) Receipts and payments for “‘invisibles,’’ that is, for a host of mis- 
cellaneous “‘services’’ rendered. 

The net balance of a country on imports and exports of goods is ordinarily 
called the balance of trade, or the merchandise balance. The net balance on 
service transactions is called the net invisibles, or balance of invisibles. The 
two accounts taken together compose the current balance of payments. 

In the case of the United Kingdom, the following are important entries which 
are included in the invisibles account: 

(1) Freight and shipping services and part services rendered and re- 
ceived in connection with the movement of merchandise and passengers. 

(2) Expenditures of foreign tourists in Britain, and of British tourists 
abroad. 

(3) Interest, profits, and dividend receipts on overseas investments; 
payments of interest and dividends on debts. 

(4) Receipts from United States military expenditures in the United 
Kingdom. 

(5) Insurance and banking services. 

(6) Royalties, commissions, licenses, fees, etc. 

(7) Civil aviation. 

(8) Films. 

(9) Government expenditures abroad, as for administrative costs, repro- 
sentations, etc. 

(10) Current overseas transactions. 

(11) Other miscellaneous services. 

At the present time, the United Kingdom has a favorable balance on invisible 
account in all foreign currencies taken together. However, the dollar part of the 
invisibles account is now unfavorable (that is, Britain is paying more dollars in 
this category than she is receiving). Important dollar payments on invisible 
account are for debt service on dollar loans and for dollar costs incurred in the 
overseas oil business—the latter having become particularly large in 1951-52 as 
a resu't of the nationalization of oil properties in Iran. 

Mr. CLeveLAND. In general terms, every country, including the 
United States, in its calculation of all of its external transactions that 
represent trade or other payments to other countries and receipts 
from other countries, divides its accounts into two parts, into the 
merchandise part, the actual flow of goods back and forth, and other 
kinds of receipts and payments, which are generally for services of one 
kind or another, for freight and interest and dividends— 

Mr. Javirs. And insurance? 

Mr. CLevevanp. And including insurance. In addition to that, 
there is also the capital transactions, investment by citizens of one 
country in another country, and earnings from that investment. In 
order to get this on a chart this size, instead of one three times this 
size, we put all of these nontrade transactions into one place and 
arrived at the net figure. 

The net figure came out as a net loss to Britain, hence, we show it 
as an offset. 

Mr. Javits. I think it would help us if that is traced for a period 
of time, say, 10 vears. That seems to me to be the period of Britain’s 
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major economic crisis. She was the queen of the sea, world banker, 
insurance leader and here she has a deficit on nontrade dealings. 

Mr. Rrsicorr. Would this $246 million be sort of overhead to earn 
that $1,201? In other words, you talk about freight. They get that 
$1,201 export, get that income; is that part of the shipping charges and 
is everything deducted 

Mr. Cievetanp. The net figure includes a lot of payments and 
receipts. Part of that represents payments for freight, payments 
that the British have to make in order to ship anything on an American 
vessel. At the same time, they make on some of their British vessels. 
They sell transportation. They sell freight to some dollar customers. 

When an American wants to ship something somewhere in a British 
vessel, he would be made to pay dollars. On both sides of the freight 
account, you have payments and receipts. You can get a net freight 
figure. Similarly, for the insurance account and on the capital 
investment account, and so on. 

The thing that is special about the British case is that they also 
treat their petroleum account the same way, as a separate account, 
separated out from all their other trade. So, in showing their total 
external financial picture petroleum has to show up in the nonmer- 
chandise part. 

In the document that we submitted to the committee on imports, 
to which Mrs. Kelly referred, what we tried to do was really show all 
of the physical imports into Great Britain. Obviously, since one of 
the physical imports is oil, we put it in there. It is a complication. 

Mr. Risicorr. Suppose you were doing these bars for the United 
States and not England. Would you set it up that way with a red 


box? You say England does it that way. Would you have done it 


for the United States that way? 

Mr. Cievetanp. If it was for the United States, of course, the 
export line would be longer than the import line. 

Mr. Rieicorr. I know that. I am talking about the chart from 
a bookkeeping angle. Is that a system that is only used for Great 


Britain? 

Mr. CLEVELAND. It is a system we use. 

Mr. Jupp. Could you not redo that chart? The fact is, their net 
export is 1,201 minus 246. Why not have a new block of 955 and 425 
and then defense support, three new blocks across there? 

Mr. CLeveLanp. It did not seem to us to be quite as clear because 
the export line is physical goods they export. The other things are 
other payments—— 

Mr. Jupp. You know what they get in cash or credit when their 
exports are delivered. You have to count all the cost factors that go 
into freight, insurance, overhead. It seems to me you ought to give 
us the net figure which would be 955. That is the number of usable 
dollars they wind up with. 

Mr. Risicorr. It would be a lot easier to explain. 

Mr. CLEeveLAND. If you combine the whole of the invisible account 
with the exports and show it as a single net earning—— 

Mr. Jupp. That is what we are interested in. 

Mr. CLEVELAND. You could get away from some of that. 

Mr. Jupp. Then you would have three blue blocks and it is simpler. 

Mr. Woop. You can do that, Dr. Judd, by running a line up through 
the top blue block from the left-hand side of the red block. It is very 


simple to do. 
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Chairman Ricuarps. Mr. Hays wanted to ask a question. 

Mr. Hays. Can it be argued logically, or rather what is the answer 
if it is argued, that Britain might be induced to reduce imports of 
some of these items, say, agricultural commodities, even cotton, for 
example? 

Mr. CLeveLanp. I think the answer is this: In the first place the 
British have squeezed their imports down to really a remarkable ex- 
tent. The austerity standard of their economy is sufficiently well 
known to be, I think, a strong argument. During the current fiscal 
year, 1952, we estimate their total imports from the dollar area at 
about $2,285,000,000. You notice in spite of the fact that they are 
increasing their total activity and diverting a lot of their resources to 
defense, it is projected they will be able to squeeze that dollar import 
figure down further next year. That, in itself, will be a pretty re- 
markable piece of austerity on their part. 

Mr. Hays. That is the answer, is it not? I wanted reassurance on 
it. Now, let us stick to cotton for just a moment. 

Mr. Jupp. Tobacco is a good example. 

Mr. Hays. Yes; cotton and tobacco would be two good ones to 
explore. The British make specialized cotton goods, luxury cotton 
goods, finished products. As a matter of fact, their trade situation is 
probably considerably helped by this raw material item, is it not? 

Mr. CLevetanp. It certainly is. 

Mr. Hays. They are swapping finished goods that do not compete 
with the typical American cotton product very much. They are not 
competitors as much as customers. As to tobacco, when I was in 
England in 1944 they were looking forward to the day when they 
could have the enjoyment, they said, of good American tobacco. 
They said they were tired of substitutes for American tobacco. You 
have a psychological factor there which is substantial it seems. I do 
not see why we should force the British Isles to go to producing 
tobacco in Hyde Park. Are they getting tobacco in quantity? 

Mr. CLEVELAND. This year they are importing from the United 
States just under $150 million of tobacco. _ 

Mr. Hays. That ought to show up, Mr. Cleveland, so we can face 
it honestly. : 

Mr. CLeveLAND. Next year it is projected they will probably im- 
port less because they are squeezing down their total import program. 

Mrs. Bouron. May I ask for one other thing, Mr. Chairman? You 
are going to give us these figures on England and the United King- 
dom. Do you not think it would be just as constructive to have the 
same kind of figures about France and her expenditures in Indochina 
and any other similar matters? 

Mr. Woop. We will do that. ; 

Chairman Ricuarps. We do not intend to have another hearing 
until Tuesday morning, April 22. This afternoon they are winding 
up this defense bill. Some of the committee members have to be 
down there. A lot of the arguments are on all fours with some of 
the very things we are going to confront in this bill. 

Mr. Javits. One of the most important parts of this whole question 
is what we can say and what is classified. They had better be pretty 
clear about that. 

Mr. Woop. That is unrestricted. 
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Mr. Javits. You fellows had better flag them. 

Chairman RicHarps. I can tell you fellows you are cutting off your 
nose to spite your face if you flag too much. 

Mr. Woop. The military end-item figures and forces and divisions, 
things of that sort, are classified; all the economic figures, all the 
defense support figures and the total of the military figures by title 
are unrestricted, unclassified, and can be used. 

Chairman Ricuarps. I want to tell the committee something else. 
I wish you would be here Tuesday morning, April 22, because we 
intend to finish the bill that week. Those who are here can carry 
the message to those who are not. 

Mr. Woop. Could I offer one table for the record? It relates to 
the discussion we have had this morning. It shows defense expendi- 
tures and defense support by countries in the title I area. I believe 
this is something that would be quite useful. It is for the public 
record. 

(The table referred to is as follows:) 


Defense expenditures and defense support 1951-52 and 1952-53 (revised as of 
Mar. 25, 1952) 


| Millions of dollars} 






































| 1951-52 1952-53 
| Te I ae A 
Country | | 
| Defense ex- Defense Defense ex- | Defense 
| penditures | sup port | penditures | support 
| | 
NATO countries: 
Belgium-Luxemburg___- at 435 | 18.9 | 2713 | 0 
SS ol 97 23.0 152 | 20.0 
eae 3, 460 | 3270.0 } 3, 890 420.0 
Greece... 188 | 182.0 188 | 145. 2 
> agente 0» 5.5 0 1.0 
OE I SRG LS ER NR RES Rae AN sii | 162. 5 1, 075 | 110.0 
Netherlands ESET ILA SE. SE 395 100.0 | 474 80.0 
ET Rae, Sl RR RT 9 115 15.0 | 150 | 10.0 
ak mg EE Oe ie CCR 58 | 0 = | 0 
SS a ee 253 70.0 | | 70.0 
United PIN is dabiss cindy aatunatha sks 3, 660 | 4350.0 | 4, 750 + 590.0 
SON i a acimea cies aneie 9, 472 | 1, 186.9 11, 750 | 1, 446.2 
Germany (Federal Republic). _-..........-..-- 1, 952 | 106.0 | 2, 679 | 160.0 
Total NATO and Germany. oS LD 11, 424 | 1,292.9 | 14, 429 1, 606. 2 
Total NATO and Germany, excluding Greece | | 
1 2 SR ee &) Sa 10, 983 | 1,040.9 | 13, 949 1, 391. 
, | RGR RI ems ah Pere eae’ tg eae 78.0 
Total defense support, 14 countries §_____|_..-_-.-.-.-_- RI OE dix ulerusecedt 1, 684, 2 
al ha RU it ea RR REE (CRM ee a | a | 2s Seas | $86.0 
| 1,770.2 





1 Components for military end items exclusively. 

2 This is the figure indicated le the TCC analysis of Belgian economic capabilities. The Belgian Gov- 
ernment has indicated that political and financial difficulties prevent it from reaching this level of defense 
expenditure. The Belgians informed the TCC that it would spend $516 million for defense in fiscal year 
1953, but have subsequently indicated that actions may be taken which will raise this figure. The United 
States is continuing to urge Belgian Government to increase its defense expenditure and is working with 
them on acceptable and feasible means of so doing. 

3’ The United States is arranging to make available to France $500 million of ‘‘extraordinary dollar re- 
ceipts’”’ during the current fiscal year. The remaining $230 million is being made available through pro- 
curement of end-items, mostly in France to support military operations in Indochina. 

‘Includes $50 million for 1951-52 and $26 million for 1952-53 pursuant to agreement with United 
Kingdom of July 7, 1 

$ Plus Trieste included with Italy). 

* Economic aid. 
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Mr. Woop. I would like, as we close, Mr. Chairman, to point out 
that there are now before the committee figures which show for each 
country what the make-up of their total imports would be and what 
the make-up would be of the imports that, illustratively, we now think 
would be financed by the defense support which we are talking about. 
We can go into more detail on those figures when we meet again on 
the 22d or, if you prefer, we can go on with France at that point. 

Chairman Ricuarps. Are you going to try to get up this thing 
Dr. Judd is talking about? 

Mr. Woop. Yes. 

Chairman Ricuarps. And have that for us when we come back? 

Mr. Woop. Yes, sir. 

Chairman Ricuarps. The committee stands in recess until April 22. 

(Whereupon, at 12:39 p. m., the committee recessed until Tuesday, 
April 22, 1952.) 
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TUESDAY, APRIL 22, 1952 


House or REPRESENTATIVES, 
ComMITTEE ON ForEIGN AFFAIRS, 
' Washington, D. C. 
The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:23 a. m., the Honorable James P. Richards (chairman) 
presiding. 
Chairman RicHarps. The committee will come to order, please. 
Ladies and gentlemen, we will continue hearings on H. R. 7005. 
The first witness this morning is Mr. William S. Whitehead. Mr. 
Whitehead, will you please state for the record in what capacity you 
are appearing here this morning, as a private citizen or representing 
some organization? 


STATEMENT OF WILLIAM S. WHITEHEAD, MANAGEMENT 
CONSULTANT 


Mr. Wuireneap. I am appearing as a private citizen, sir. My 
occupation is that of a management consultant. 

Chairman Ricuarps. Do you have a prepared statement? 

Mr. Wuirreneap. Yes, I do. 

Chairman Ricuarps. How long is your statement? 

Mr. Wurreneap. About 3 pages. 

Chairman Ricuarps. All right, sir, will you proceed? 

Mr. Wurreneap. I desire to express appreciation for the oppor- 
tunity of appearing before your committee this morning and discussing 
what I believe to be an important aspect which should be considered 
in connection with H. R. 7005. 1 refer particularly to section 524 of 
Public Law 165 of the Eighty-second Congress and its revision within 
the limitations which I shall outline later on. I am confident that if 
this committee and the Congress will give favorable consideration to 
the suggestions I offer in this respect, the results can only be construed 
as being in the best interests of this country. 

For 7 vears I was connected with various Government agencies 
both as a civilian and as an Army officer, concerned with the responsi- 
bility of effecting proper disposition of residual property, including 
salvage, scrap, excess, and surplus material. 

During the past 5 vears I have acted in the capacity of a consultant 
on such matters, both to private industry and to the Government. 

During the latter part of 1951, I had the opportunity of accom- 
panying a committee composed of representatives from the steel 
industry and the scrap industry who toured the Far East, primarily 
in search of large accumulations of iron and steel scrap. It is upon 
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certain experience gained during this tour, and other knowledge, that 
I base my testimony. 

With the concurrence of the committee, I would like to discuss 
several details pertinent to the aspect to which I have referred. At 
the conclusion of the presentation, I will be glad to answer to the best 
of my ability, any questions which the committee may have, bearing 
in mind the necessary restrictions imposed for security reasons. 

The language contained in section 524, Public Law 165, requires 
the President to make arrangements to have returned to the United 
States any equipment or material delivered pursuant to the provisions 
of the Mutual Defense Assistance Act of 1949, for salvage or scrap. 
The section also provides, however, that such other disposition may 
be made of this material as the President deems to be in the interest 
of mutual security. Therefore, it is presumed that it is not mandatory 
upon the President to return this material and equipment to the United 
States, in the event he determines to effect disposition by some other 
means. 

Experience shows that through attrition, training, and combat 
action, military supplies and equipment eventually become damaged 
or worn to a degree that it becomes uneconomical to effect their repair, 
rebuilding, or rehabilitation. Hence the property has no further use 
value and thereby becomes available for salvage purposes, or for its 
basic material content as scrap. 

The residual material resulting, under normal circumstances, is 
then offered for public sale by the agency concerned. Afterward it 
finds its way into commercial channels for processing and eventual 
consumption by industry. 

I believe, Mr. Chairman, it is safe to say that many of the Members 
of Congress have located in their districts a steel-making unit, a 
foundry, a smelter, or some other industrial operation which consumes 
scrap essential to the production of new goods. I will further venture 
a statement that at some time or other, during the past 10 years, these 
operations have consumed scrap and salvage disposed of by Govern- 
ment agencies, including the military departments. 

In this regard, it may be of some interest to the committee to know 
that of all of such material disposed of by the military, approximately 
70 percent thereof, by weight, is of an iron and steel and nonferrous 
metal base. 

Over the past decade United States industry has lost a very potential 
source of scrap through our participation in World War II and the 
Korean incident, and our sponsoring of such programs as Lend-Lease, 
Foreign Aid, Economic Cooperation, and Military Assistance. 

For example, during this period billions upon billions of dollars 
worth of supplies and equipment with a metal base weighing at least 
100 million tons were sold, loaned, donated, destroyed, and lost in 
these activities. Except for approximately 3,750,000 gross tons of 
metal scrap which were imported into this country during the period 
1941 through 1951, United States industry generally has not been able 
to avail itself of any of the scrap generated from these operations. 

Basically, the reasons for this nonavailability are due to the fact 
that our statutes do not contain a clear-cut mandate that such material 
be returned to this country, and further, for the reason that our in- 
dustry cannot equitably compete in foreign markets for the purchase 
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of scrap and return to this country, due to the large shipping costs 
involved. 

Recently the Pentagon announced that during the previous 2 years, 
the United States shipped more than 2,500,000 tons of military supplies 
and equipment under the Mutual Assistance program. Among other 
things this tonnage included more than 7,000 tanks and combat 
vehicles, 30,000 motor-transport vehicles, 11,000 artillery pieces, 
1,400 planes, 300 naval vessels, nearly 800,000 rifles and machine guns, 
and about 300 million rounds of ammunition. 

Through use of these supplies and equipment in training and 
combat, generations of salvage and scrap are bound to result. There- 
fore, it would be expected that under the provisions of section 524 of 
Public Law 165, any residual resulting would have been returned to 
the United States, or otherwise would have been disposed of in the 
interest of mutual security. 

I have difficulty in reconciling the concept of effecting disposition 
in the interest of mutual security, in light of some of the conditions I 
observed during my visit to the Far East. For example, in the non- 
combat area around Seoul, Korea, and in some of the provinces, 
large accumulations of United States military equipment which had 
been furnished the Koreans, and which had been damaged beyond 
economical repair, were being disposed of as scrap metal. In addi- 
tion, I observed the collection and movement of military-type scrap 
in former combat areas, to central collection points. 

It was indicated that a considerable amount of scrap had been 
obtained from these sources, and had moved, or was in the process of 
being moved, to Japan for its sale. These actions were taking place 
even though recognized sources in Japan assured our group that 
Japanese industry had at that time, an adequate scrap supply to 
meet current and projected requirements. 

In Taipeh, Formosa, through the efforts of the Military Assistance 
Advisory Group, headed by Maj. Gen. W. A. Chase, it was learned 
that the Chinese National Forces had a substantial tonnage of prop- 
erty which had been, or could be, converted into scrap. 

The Chinese officials showed a definite and completely cooperative 
attitude in abiding by their part of the agreement with the United 
States to turn over any residual material to our country for disposal. 
However, there were no established policies or operating procedures 
existing whereby proper disposition could be effected by any United 
States official. 

During the past year and a half, the Defense Production Admin- 
istration has urgently appealed time, and time, and time again, to 
private industry, the farmers, Government agencies, and others to 
contribute generously to Nation-wide sponsored drives to convert 
outmoded machinery, equipment, supplies, museum pieces, and so 
forth, into scrap. This was done to ease a short-supply condition 
existing in iron and steel scrap and in certain types of nonferrous 
scrap metal. Generally most of the segments of our economic life 
responded magnificently to these appeals. 

However, since enactment of Public Law 165, Eighty-second Con- 
gress, I am reliably informed that not 1 pound of material as scrap 
or salvage has been returned to this country by virtue of the provi- 
sions of section 524 of that act. As a matter of further fact, except 
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for relatively small amounts of aluminum scrap and brass shell cases, 
no other category of critically needed scrap has been returned to this 
country by any branch of the Government since the beginning of the 
Korean incident. 

I am of the very definite and firm conviction that with the inge- 
nuity aad brains we have in this country, together with an adequate 
supply of necessary raw materials and complete production facilities, 
we can meet any exigency. 

We are developing ultramodern weapons through extensive re- 
search; we are increasing our production facilities wherever possible; 
and we constantly are adding to our reserves of strategic materials. 

But, are we doing everything humanly possible to conserve, and 
build our reserves of all essential raw materials when we find that 
some steel mills have been shut down for want of steel serap, which 
happened last winter, and when the Defense Production Administra- 
tion announces that the steel industry in this country has on hand 
only a 2 weeks’ supply of scrap, which it did a few weeks ago? 

Under these conditions every clear-thinking person will agree that 

we are not making every reasonable effort to conserve and build our 
reserves of all essential raw materials. 
& Therefore, in the interest of national security, I urgently appeal to 
this committee and to the Congress to take the necessary action to 
plug any holes and tie together any loose ends so as to assure that all 
critically needed scrap and salvage generated from Mutual Security 
Act operations is returned to this country in order to meet our 
projected production requirements. 

In order to effectuate the objectives to which I have referred, I 
respectfully suggest that H. R. 7005 be revised in committee so as to 
reflect the following: 

Title V, section 524 of the Mutual Security Act of 1951 is amended as follows: 

“The President shall make appropriate arrangements with each Nation receiving 
equipment or material under the Mututal Defense Assistance Act of 1949, as 
amended (other than equipment or material furnished under terms requiring the 
nation to reimburse the United States in full therefor), for the retvrn to the United 
States of those classes and types of salvage and scrap whose basie material con- 
tents currently are in short supply in the United States, as determined by the 
Defense Production Administration, or its successor. In the event the Defense 
Production Administration determines that any available class or tvpe of salvage 
and scrap whose basic material content is not in short supply in the United States, 
then the President shall direct disposition of any such eq: ipment or material as is 
no longer required for the purposes for which it originally was made available, 
providing such action is deemed to be in the interest of mutual security.” 

In addition to the foregoing it is also respectfully recommended that 
H. R. 7005 further be revised in committee so as to reflect the follow- 
ing: 

Section 7, title V, section 535, of the Mutual Security Act of 1951 is amended 


as follows: 

“The authority to pay ocean freight charges on shipments of relief supplies and 
packages under subsection 117 (c) of the Economic Cooperation Act of 1949, as 
amended (22 U.S. C. 1515 (c)), or for the return to the United States of salvage 
and scrap as provided in section 524 (as amended), Public Law 165, if required, 
shall be continued and may be exercised after June 30, 1952, by any department or 
agency of the Government that the President may designate.” 


Mr. Chairman, I would like to take 1 or 2 minutes to sum up the 


formal presentation; (1) Under the provisions of Public Law 165, 
the President can dispose of salvag» and scrap resulting from mutual 
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aid by (a) returning it to the United States, or (6) effecting its dis- 

ition overseas in the interest of mutual security; (2) from facts at 
ood the President appears not to have ordered returned to this 
country any salvage or scrap, and there is serious question whether 
salvage and scrap generated from mutual aid operations has been 
disposed in all instances in the interests of mutual security; (3) steel 
mills closed down in this country last winter for want of scrap, vet it 
appears no action was taken by the President, or anyone in the 
administration to have returned to this country any scrap iron or steel; 
(4) the mills this coming winter will require as much, if not more, scrap 
than last winter; therefore, if we want United States industry to 
produce an uninterrupted flow of goods for our economy and supplies 
and equipment for our men in Korea, and for mutual aid, we must 
be assured of a sufficient source and supply of raw materials; (5) one 
way we can be assured of some of these materials is to return to this 
country such salvage and scrap items that are in short supply. If 
this committee and the Congress believe these facts add up to realistic 
thinking, then Public Law 165 should be amended to require the 
President to order back to this country all salvage and scrap items 
which the Defense Production Administration determines to be in 
short supply. 

Chairman Ricnarps. Thank you, Mr. Whitehead. You have given 
some very interesting and, I am sure, helpful testimony here. You 
are recommended to this committee very highly by our colleague, 
Mr. Pickett of Texas, as a responsible witness and as an exnert in 
your field. We appreciate your coming here. Are there any ques- 
tions? 

Mr. Cuarnam. Mr. Whitehead, you say that you have been con- 
sultant both to private and governmental interests. Are you now 
connected with the Government? 

Mr. Warreneap. No, sir; I concluded a contract with the Comp- 
troller of the Department of the Army on the 31st of March in 
connection with management surveys that he is currently conducting. 

Mr. Cuatuam. Are you speaking now as an individual, or are you 
connected with some branch of the steel industry? 

Mr. Wurrenrap. I am speaking as a private citizen. 

Mr. Cuatruam. May I ask about these charges? Are the steel 
companies of this country unwilling to go into these foreign markets 
on account of the shipping charges? 

Mr. Wuireneap. It is Government-owned scrap. We should 
bring it back to this country. Some of the things that the com- 
mittee saw over there in reference to scrap are shameful. Certain!» 
they do not reflect well upon this country’s activities abroad. We 
need scrap here for United States industry. Why let people overseas 
deal in this property in an illicit manner? 

Chairman Ricnarps. I think the gentleman from Ohio had a 
question on that. If it is returned to the Government, it belongs to 
the Government and the steel companies should bid, that they 
would 

Mr. Vorys. My point is, as he pointed out in his statement, vou 
get this serap over in Japan, or Korea, or Europe, and it may be that 
some local bidder in one of those countries can outbid \the steel 
companies. 
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It seems to me what we should do is have those countries agree to 
collect and assemble this in shipable form; it is our property, and we 
should get it back here and then, of course, our steel companies will 
have to bid for it. 

Mr. CuatHam. May I say, if we furnish the French a tank, do we 
retain title to that tank? I did not realize that. 

Mr. Vorys. We did under lend-lease. 

Chairman Ricnarps. We do not under this. 

Mr. Cuatuam. You say “our property.” 

Mr. Vorys. As he points out, we retain title when it is no longer for 
use as a shooting tank under this law. The only thing is we have never 
made our claim to title effectual, as the gentleman has pointed out. 

Mr. Wuirrenserap. We have in the case of the Chinese Nationalist 
Government, Congressman. I do not know about the others. We 
have the authority, the President has the authority, to return this 
type of material. It ought to be brought back to this country. 

If the National Production Administration determines through 
study and projected planning that our production facilities need this 
material, then they should direct the State Department or the Mutual 
Security "Administration that we want this material and that it should 
be brought back. 

Chairman Ricwarps. I think so, teo; if you can bring it back with- 
outaloss. There is no sense in doing it if there will be a loss. You can 
assemble and ship it back here and the cost involved in shipping it 
might be greater than it would be worth. 

Mr. WuireneaD. Mr. Chairman, we have a lot of bottoms coming 
back partially filled at the moment. Of course, the scrap would cost 
us nothing over there. It is our property. Once it gets to this country, 
then if it is in critically short supplv the National Production Admin- 
istration would allocate it at the OPS ceiling prices. That is the normal 
procedure today. 

In the event that shipping becomes tight, and the committee did not 
find that that was a prospe-t in the immediate future, then the second 
recommendation that I have made here would provide for funds to 
pay the cost of shipping it back. In any event, it is our property. 
If we do not do something with it that reflects favorably on this coun- 
try we will probably be sorry for it. 

Chairman Ricnarps. Mr. Ribicoff. 

Mr. Rivrcorr. [ was wondering about that. We are shipping steel 
to England. If you could take some of this scrap and use it in English 
smelters to add to their own steel, would not that make more sense 
than for us to bring the scrap bac k and then ship it back to England 
as steel, instead of having shipping going both ways? 

Mr. Wurreneap. England has been short of scrap for a good: many 
years, Congressman. It boils down to this, if England and these 
other countries are to be provided with mutual aid and assistance, we 
have to have the raw materials to build the material to aid them 

Mr. Risicorr. I do not think it is quite as simple as that, you see. 
We are shipping them the steel now. To the extent that they can use 
that scrap to make steel of their own, it eliminates the necessity of X 
number of tons for us to actually ship over there. That is what I am 
driving at. It is a matter of saving the American taxpayers a few 
dollars. 
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Mr. Warreneap. That is a special package arrangement. I do not 
know the details of it, sir. But I understand the President worked out 
a plan whereby England would get a million tons of semifinish steel. 
Obviously, from its fabrication, scrap will result. I assume in the 
package arrangement England would keep that scrap. 

Principally | am talking about vast amounts of military supplies 
and equipment that have been sent overseas, which we observed 
particularly in the Far East, that are over there and should be brought 
back. I am speaking of those classes of salvage and scrap which are 
in a critical scarce category. 

Chairman Ricwarps. I saw in the papers this morning where they 
were dynamiting a German submarine for scrap. They said that 
in it there was a calico dress that belonged to Eva Braun, Hitler’s 
mistress. 

Mr. Wuairexeap. I do not think I would be qualified to answer that. 

Mr. Vorys. We need a dress expert. 

Chairman Ricuarps. Thank you very much. We appreciate your 
coming before us. 

The next witness is the Honorable Andrew N. Overby, United 
States Director of the International Bank. Mr. Overby has been 
especially requested by our distinguished colleague Mr. Javits. He 
wants to leave for New York, and we want to have this witness at 
this point. 

Have you a prepared statement, Mr. Overby? 

Mr. Oversy. I do not have a prepared statement, but with your 
permission I would make a few informal comments about the Inter- 
national Bank. 


Chairman Ricuarps. Have you all the answers for what we will 
ask you here this morning? 

Mr. Oversy. Mr. Chairman, I should not be so bold as to say that. 

Chairman Ricwarps. That will develop later. Will you proceed, 
sir. 


STATEMENT OF HON. ANDREW N. OVERBY, UNITED STATES 
EXECUTIVE DIRECTOR, INTERNATIONAL BANK FOR RECON- 
STRUCTION AND DEVELOPMENT 


Mr. Oversy. Mr. Chairman and members of the committee: The 
International Bank for Reconstruction and Development, as you 
probably know, is an organization composed of 51 member govern- 
ments. It has a capital of approximately $8) billion. Of this 
capital amount the United States capital subscription amounts to 
$3,175,000,000. 

I should say that of this total capital of approximately $8}; billion, 
2 percent is payable by the members immediately upon qualification 
for membership in gold and dollars, and an additional 18 percent is 
payable in local currency of the member and can be used by the bank 
for loans with the consent of the member concerned. 

In the case of the United States, the 2-percent payment, which was 
made immediately, was $63 million, and, in addition, the United 
States agreed that the bank could use for loans 18 percent, an addi- 
tional 18 percent of its capital, which was $571,500,000. There 
remains the figure of 80 percent of capital subscriptions, which is, in 
effect, a guaranty fund to guarantee the obligations of the bank, to 
meet the obligations of the bank in the event that should be necessary. 











582 MUTUAL SECURITY ACT EXTENSION 


The bank not only uses for its loaning purposes the 2 percent paid 
in by members and the 18 percent of capital that may be made avail- 
able by members, but also sells bonds. It has sold approximately 
$450 million worth of bonds, principally in the United States markets. 
There have been a few small sales in Switzerland and Canada. 

On the lending side the bank makes loans to its member govern- 
ments, to agencies of the member governments, to private corporations 
within a member country, but with the guaranty of the member 
government, or of a central bank of the member government, or a 
similar government agency. 

The amount of loans made by the bank is just over $1,300,000,000. 
Sixty loans, if my memory serves me, have been made to nearly 30 
countries. These loans, totaling slightly over $1,300,000,000,; have 
been made for a variety of purposes. 

In the early days of the bank’s activity the primary emphasis was 
on reconstruction. The loans were made primarily to Europe, but 
the emphasis has shifted and now the loans are primarily for develop- 
ment purposes and are made largely and increasingly in Latin America, 
the Middle East, and Far East. 

The purpose of the loans, as you can fairly easily imagine, covers 
such things as electric power development, irrigation facilities, flood 
control projects, port facilities, improvement of railway transporta- 
tion systems, agricultural machinery, eradication of weeds, such as a 
kanss grass project in India for the eradication of a particularly 
noxious weed which has destroyed some of the acreage in India. 

The purposes of the loans cover quite a few other activities. There 
are some highway construction projects, some industrial facilities, 
cement plants, fertilizer plants, that sort of project. 

The statement of loans made can be made available if the committee 
should wish that, Mr. Chairman. 

(The material referred to faces this page.) 

The bank makes loans for specific projects. There should be an 
assurance of repayment. It is not designed to compete with private 
capital, when that is available on any reasonable terms. 

I should say that of the amount of loans made by the bank of 
approximately $1,300,000,000 over the 5-year period, roughly, $250 
million in loans were made in the last 12 months. I would estimate 
that possibly loans in the magnitude of $300 million might be made in 
the fiscal year 1953. 

These loans will be primarily in Latin America, the Middle East, 
and Far East. 

In addition to its loaning activities, for which the bank is largely 
dependent on the sale of its securities, the bank, by the very nature of 
its business, is in the technical assistance business as well. It has in 
its missions to the member countries the function of performing a 
variety of services of assistance to the members. 

The bank has sent out in several instances general survey missions 
which make a comprehensive study of the economy of a country and 
formulate recommendations on which the Government could base a 
concrete program of long-term development. Such survey missions 
cover fields of agriculture, transportation, industry, power, public 
finance, and the general economic position of the country. 

They may also cover matters of public health, education, mining, 
and irrigation, where that appears relevant. The mission is usually 
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composed of a cross section of competent experts in their respective 
fields; their purpose is to make a general survey of the country and to 
indicate the priority of projects that might be undertaken by that 
country in terms of its economic development. 

The International Bank has had these comprehensive survey mis- 
sions in several countries; in addition, it has given technical assistance 
to many of its members on a more limited or specific basis than a 
comprehensive survey mission would indicate. 

J think, Mr. Chairman, I can file for the committee’s information a 
statement of the missions that the bank has sent out, and a general 
statement on the technical assistance activity, if that would be of 


interest. 
Chairman Ricuarps. That will be done at this point then, without 


objection. 
(The material referred to is as follows:) 


TECHNICAL ASSISTANCE ACTIVITIES OF THE INTERNATIONAL BANK 


(In the normal course of loan operations the bank provides a wide variety of 
technical assistance to its members. The list that follows does not attempt to 
cover such activities but includes only those activities that can be separated 
from loan operations. It should not be regarded, therefore, as a complete account 
of technical assistance rendered by the bank to its members.) 

Ceylon.—In the fall of 1951 a general survey mission ! was organized by the 
bank at the request of the Government. The mission consisted of 12 experts, 
including specialists nominated by the Food and Agriculture Organization and 
the World Health Organization. The mission returned from Ceylon in December 
1951 and its report is in course of preparation. 

Chile.—A joint Bank/FAO group to study the agricultural economy and to make 
recommendations for a program of agricultural development completed its field 
work in that country in September of 1951. The group submitted a preliminary 
report to the Government before its departure from the country. The final report. 
is in preparation. 

In 1950 representatives of the Government spent several weeks in Washington 
in consultation with the staff of the bank on appropriate techniques for formu- 
lating a development program. 

Colombia.—The bank is continuing to provide assistance in the implementation 
of the development program based on the report of a general survey mission 
transmitted to the Government in 1950. The Committee on Economic Develop- 
ment, which, at the request of the Government, was assisted by two staff members 
of the bank, completed a series of reports to the Government in September. In 
the fall of 1951 the bank and the Government jointly sponsored a visit by an 
investment expert to advise on methods to increase the flow of capital into pro- 
ductive private enterprise and on means to develop markets for public securities. 
The bank has also arranged for the services of a firm of construction engineers 
and consultants to study the administrative and financial aspects of the proposed 
reorganization of the Colombian Railway system and of the civil aviation ground 
facilities and communications program. Representatives of the firm began work 
in Colombia in December. A representative of the bank is now in Colombia to 
aid the Government in carrying out various aspects of the program and the bank 
has made nominations for the post of economic adviser to the Planning Office 


1 The basic purp se of a general survey mission is to make a comnrechensive stuty of the economy of the 
country to which it is sent and to formulate recommendations on which the Government cin base 4 concrete 
program of long-term development. The fields ¢ yvered by such a mission have varied according to the 
needs of the particular country involved. Usually, however, thev have inc'uded agriculture, transnorta 
tion, industry, power, public finance, and general econonics. Where anvronriate, th »y have also included 
such areas as public health, education, mining, and irrigation. Normally, the mission is exnected to make 
recommendations as to (1) the directions in which investment might best be channelled, svecifieally recom- 
mendations as to investment priorities as among various important sectors of the economy and as among 
various types of undertakings within such sectors; (2) other methods and measu es which might raise the 
level of agricultural and industrial production and imovrove the efficiency of the distribution system; and 
(3) public financial and economic policies and administrative mechanisms anpronriate to carry out the 
development objectives. Following transmittal of the report of a mission, the bink stands ready to nrovide 
such further technical assistance as may be appropriate to help the Government in the consideration and 
implementation of the mission’s recommendations. 
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e bank not only uses for its loaning purposes the 2 percent paid 
members and the 18 percent of capital that may be made avail- 
by members, but also sells bonds. It has sold approximately 
million worth of bonds, principally in the United States markets. 
‘have been a few small sales in Switzerland and Canada. 

the lending side the bank makes loans to its member govern- 
_ to agencies of the member governments, to private corporations 
n a member country, but with the guaranty of the member 
nment, or of a central bank of the member government, or a 
ir government agency. 

amount of loans made by the bank is just over $1,300,000,000. 
loans, if my memory serves me, have been made to nearly 30 
ries. These loans, totaling slightly over $1,300,000,000, have 
made for a variety of purposes. 
the early days of the bank’s activity the primary emphasis was 
construction. The loans were made primarily to Europe, but 
nphasis has shifted and now the loans are primarily for develop- 
purposes and are made largely and increasingly in Latin America, 


liddle East, and Far East. 
purpose of the loans, as you can fairly easily imagine, covers 
electric power development, irrigation facilities, flood 
‘| projects, port facilities, improvement of railway transporta- 
‘tems, agricultural machinery, eradication of weeds, such as a 
rrass project in India for the eradication of a particularly 
weed which has destroyed some of the acreage in India. 
purposes of the loans cover quite a few other activities. There 
me highway construction projects, some industrial facilities, 
t plants, fertilizer plants, that sort of project. 
tatement of loans made can be made available if the committee 
| wish that, Mr. Chairman. 
i material referred to faces this page.) 
bank makes loans for specifie projects. There should be an 
of repayment. It is not designed to compete with private 
| when that is available on any reasonable terms. 
uld say that of the amount of loans made by the bank of 
intely $1,300,000,000 over the 5-year period, roughly, $250 
“ins were made in the last 12 months. I would estimate 
v loans in the magnitude of $300 million might be made in 
vear 19538 
loans will be primarily in Latin America, the Middle East, 
ir. Kast 
iddition to its loaning activities, for which the bank is largely 
t on the sale of its securities, the bank, by the very nature of 
is in the technical assistance business as well. It has in 
ons to the member countries the function of performing a 
of services of assistance to the members. 
bank has sent out in several instances general survey missions 
make a comprehensive study of the economy of a country and 
recommendations on which the Government could base a 
program of long-term development. Such survey missions 
lls of agriculture, transportation, industry, power, public 
und the general economic position of the country. 
may also cover matters of public health, education, mining, 
The mission is usually 


thines as 
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] 
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ition, where that appears relevant. 

















Loan 

Buber Borrover and Ousrantor Progrem or Project 

29 wD AUSTRALIA Cope a8 sematete 

ce BELGIUN Bquipment for steel and 

a6 BE Bquipment and materials for 
10-year Development Plan 
of the Belgian Congo 
BELOIUN (Guarantor ) 
Equipment and asterialse for 

‘7 BE Belgian Congo 10-year Development Plan 

of the Belgian Congo 
BRAZIL (Guarantor) 
um Brazilian Traction Electric power development 
(Firet Installment) an4 telephone equipment 
1. m@-S Brazilian Traction 
(Second Installment) Electric power development 
2 m@ Seo Francieco Eidro Elec. Co. Electric power development 
CHILE (Quarentor ) 

5 ca Yomento and Endese Electric power development 

6a Fomento Agricultural] machinery 

49 CH Fomento Exploration ani use for 
irrigation 
veter resources 

43 CO COLOMBIA Highway construction and 
rehabilitation 

COLMBIA (Guarantor) 

18 co Caja de Credito Agricultural sachinery 

38 co CHIDRAL Electric power development 

39 CO Caldas Hidro-Elec. Co. Electric power developrent 

ss CO Eidroelectrica del Rio Lebrije Electric pover development 

3m DEXMARK Equipment end materials 
for reconstruction and 
deve lopmen*. 
EL SALVADOR (Guarantor) 

22 Comision del Rio Leapa Electric pover development 

3 a ETHIOPIA Rehabilitation of road systen 

32 Ef Foreign exchange for 
Development 

* ho ET Rehabilitation end extension 
of telephone and telegraph 

21 FI FINLAND Equipment for timber production 

FINLAND (Guarantor) 
-_ Electric power development and 

16 FI Bank of Finland equipment for voodvorking 
industries end limestone 

FRANCE (Guarantor ) 
ogee i hen<t eee Rquipment end materials 

im Credit Bational for reconstruction and 
development 

46 IC ICELAND Electric power development 

53 Ic Agricultural development 

i7m@ TMDIA Railway Rehabilitation 

19 @ Agricultural machinery 

23 Electric power development 

26 IRQ TRAQ Construction of a flood 
control 

I Guaren' 
35 _(Ougpenter) Equipment and materiais for 

*so0 IT Caese per Il Meztogicrno 10-year Development Plan 
of Southern Italy 

sw UXEBOURG Bquipment for stee] mill 

MEZICO (Guarantor) 

22 Financiere and Comision Electric power development 

13 a Financiers and Comision Electric power development 

2h Me Mexican Light and Power Co.i.td. Electric Power development 

33 a Consortium of Fight Mexican Foreign exchange for emal)l 

Banks & Necional Financiera private 

*5% 2 Financiere and Comision Electric power developmert 

2m WETHERLAAIS Equipment end materiale 
for om and 
development 

2a EB Equipment end materials 
for reconstruction and 
development (Supplemental 
Loan Agreenent) 

WETHERLANDS (Guarantor ) 

7, Te 5.V.Stoomveart Mij. “Nederlend” Purchase of 8.5. Raki and 
8.8. Roebd: 

8 N.V. Vereenigde Schvrc. Mij. Purchase of 8.8. Almkerk 

9 we 5.V.Ned. -Amer. of 

“Holland-Amerika Li jn” 8.5. Alblaseerdi jk 
10,10a WE B.V. Rotterdameche Lloyd Purchase of 8.5. Friesland 
and 8.5. 

15 WE Berstelbank Equipment for reconstruction 
and modernization of 
particular industrial plante 

* 59 mE ELM Roynl Dutch Airlines Purch of ft 
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STAIEMENT OF LOANS 
March 31, 1952 


Expressed in United States Currency 


(See Notcs D and & to Financial Steteaents) 


Schedule 1 


Restricted to use 
within the Fenk 








Interest 
Date of Maturities Rate Loans Cancellations Principal bdiigations Effective Loans Principal Undieburesd 
Loan Agreement (Including Principal Bot Yet and Repayments of sorrowere Outstanding Amount Balance of 
Commission) Amount Effective Refundings to Bank Sold by Bank Eeld by Bank Disbursed Effective Loaned/ 
Aug. 22, 1950 1955-1975 b-1/up 100,000,000 $ --- --- --- --- 100,000,000 $ 51,061,036 § 46,958,968 
Mar. 1, 1949 1953-1969 s-1/u 16,000,000 = --- --- 16,000,000 oo 13,027,200 2,972,800 
for 
an 
Sept. 13, 1951 1957-1976 b-1/ay 30,000,000 ee re — tir 30,000,000 3,296,000 26, 70%, 000 
for 
ar 
Sept. 13, 1951 1957-1976 s-1/ 40,000,000 =e —- — =” 40,000,000 4,395,000 35,605, 000 
at 
t Jen. 27, 1949 1953-197% 4-1/2 75,000,000 --- --- o-- 3,285,732 TL, TH, 268 67,548,932 7,451,069 
at Jan. 18, 1951 1955-1976 4-1/m 15,090,000 --- --- --- — 15,000,000 4,643,922 10,156,079 
at May 26, 1950 1954-1973 b-1/p 15,000,000 -_- -- --- --- 15,000,000 6,997,577 6,002,423 
t Mar. 25, 1968 1953-1968 4-1/4 13,500,000 --- --- --- -- 13,500,000 6,197,732 7, 02,268 
Mar. 25, 1988 1950-1995 3-3/% 2,300,000 ooo oro 518,000 991,000 991,000 2,500,000 oor 
nd 
Oct. 10, 1952 1955-1962 6-3/8p 1,300,000 --- --- --- +7 1, 300,000 --- 1, 300,000 
Apr. 10, 1951 1954-1962 3-7/% 16,500,000 anand — ped — 16, 500,000 5,968,%39 10,511,561 
Aug. 19, 1949 1952-1956 3-1/y 5,000,000 _— Ts, 599 =e 500, 000 4, 825,b41 4, 925,%81 awe 
it Bov. 2, 1950 1954-1970 “4 3,530,000 o-- -- ooo *-- 3,530,000 1,138,477 2,391,523 
it Dec. 26, 1950 1952-1971 L) 2,600,000 --- --- --- “-- 2,600,000 2,172,453 827,547 
it Bov. 13, 1951 1954-1972 a-/ap 2,400,000 --- --- o-- °-- 2,400,000 1,107,445 1,292,555 
Aug. 22, 1947 1953-1972 4-1/m 40,000,000 on ose oe gee 40,000,000 40,000,000 ooo 
it Dec. uu, 1949 1954-1975 a-1/m 12,545,000 caste aan ais --? 12,545,000 4,599,380 7,945,620 
stem 6=—ss« Sept. 13, 1950 1956-1971 ag 5,000,000 --- --- --- --- 5,000,000 3,077, 362 1,922,619 
Sept. 13, 1950 1956-1971 “g 2,000,000 --- --- --- --- 2,000,000 6,626 1,993, 372 
ion 
apd 
Feb. 19, 1951 1956-1971 “s 1,500,000 1,500,000 o- one “-- ooo woe --- 
ction Oct. 17, 1949 1950-1951 * 2,300,000 --- 197, 869 2,102,132 --- --- 2,102,132 --- 
t and 
ne 
ad 
Aug. 1, 1949 1953-196% A) 12,500,000 --- --- o-- 347,010 12,152,990 9,968,550 2,531,450 
May 9, 1947 1952-1977 4-1/4 250,000,000 --- --- --- &,050,000 285, 950,000 250,000,000 --- 
t June 20, 1951 1956-1973 4-3/% 2,450,000 --- -- --- --- 2,450,000 987,716 1,462,268 
Bov. 1, 1951 1956-1973 4-1/8 1,008,000 ooo ore ose - 1,008,000 26,287 979, T13 
Aug. 18, 19e9 1950-1964 ag 34,000,000 wei 1,200,000 3,484,518 1,210,000 26,105,882 32,600,000 = 
Sept. 29, 1989 1952-1996 -Vh 10,000,000 --- 1,500,000 --- 700,000 7,800,000 4,205,830 4,294,170 
t Apr. 18, 1950 1955-1970 eG 18,500,000 ooo ooo ooo ee 18,500,000 7,970,567 10,529,433 
June 15, 1950 1956-1965 3-3/ 12,800,000 --- --- --- -- 12,800,000 2,138,556 10,661, doe 
or 
n 
Oct. 10, 1951 1956-1976 h-1/2 20,000,000 10,000,000 --- --- --- --- --- --- 
Aug. 26, 1947 199-1972 b-1/ 12,000,000 ooo 238,017 171,983 618,000 10, TT2,000 11,761,983 -_ 
t Jan. 6, 1949 1953-1973 4-1/h 2%, 100,000 --- --- --- --- 2% 100,000 14,203,018 9,896, 982 
t Jan. 6, 1949 July 1, 1950 4-1/2 10,000,000 --- 10,000,000 (Refunding) = ooo ote pe 
t Apr. 26, 1950 1953-1975 s-1/h 26,000,000 — — — —_e 26,000,000 18,709,868 7,290,132 
1 To be 
Oct. 18, 1950 determined 3-1/h 10,000,000 ooo -- 13,650 - 9,986, 350 205, 785 9,7, 255 
et Jen. 11, 1952 1955-1977 a-1/h 29,700,000 29,700,000 --- --- -- --- ooo --- 
Aug. 7, 1947 1954-1972 4-1/4 191,064,212 ooo oor oo 50,000 190, 99%, 212 191, 0e4,212 --- 
al 
May 2, 1948 1953-1954 4-1/m 3,995,788 nd — one — 3,995,788 3,995, 768 ease 
July 15, 1988 1949-1958 3-9/1 4,000,000 --- -- oo 8,000,000 --- 4,000,000 --- 
July 15, 1968 1949-1958 3-9/1 2,000,000 oe —— aaa 2,000,000 _ 2,000,000 ome 
July 15, 1968 1949-2958 3-9/1 2,000,000 -- _ -- 2,000,000 --- 2,000,000 --- 
a 
July 15, 1988 1949-1958 3-9/1 4,000,000 ooo ooo “ 4,000,000 ore 6,000,000 ooo 
ion 
lente July 26, 1989 1952-1964 “ 15,000,000 - 7,070,000 -_ 616,638 7,313, 2 &, 971, 4 2,958, 566 
Mar. 20, 1952 1954-1958 4-1/8 7,000,000 7,000,000 (Hote 2) -- -- ooe ooo -- 
Continued 
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Borrover and Guarantor Progrem or Project 








* 55 PA 
© 57 PE 
4O SA 


‘1 SA 
35 
| 
37 TS 


27 TU 


* 56 GR 


30 & 
20 YU 
51 Ww 


(NICARAGUA Highway construction 


Construction of grein 
etorage facilities 





Banco Bacional de Nicaragua agricultural machinery 


PAKISTAN Railway rehabilitation 

PARAGUAY Agricultural development 

PE Port improvement 

SQUTH AFRICA Expansion of trensport 
facilities 

SOUTH AFRICA (Guarantor) 


Electricity Supply Commiesion Electric power development 


THAILAND Railway rehabilitation 
Irrigation 
Port construction end 
development 
TURKEY Construction of grein 
storage facilities 
Port cometruction and 
TURKEY (Guarantor ) 
Industrial Development Foreign exchange for develop- 
Eank of Turkey ment of private inductry 
UNITED KINGDOM (Guarantor 
Southern Rhodesia Electric power development 
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loan 
Bumber To Whom Committed j 
ll im Brazilian Traction 
(Firet Installment) Borrover $" 
ll -S Brazilian Traction 
(Second Installaent) Borrover { 
36 co CHIDRAL (Colombia) To Thiré Parties 
16 FI Bank of Finland (7inland) To Third Parties 
5 ca Fomento and Bndesa (Chile) To Third Parties 2 
3% m= Kingdom of Thailand To Third Parties 2 
37 72 Kingdom of Thailand To Third Parties 
27 7 Republic of Turkey To Third Parties 
26 IRQ Government of Iraq To Third Parties 2 
51 Ww Republic of Yugoslavia To Third Parties b 
54 CO Republic of Colombis To Third Parties 
Total $2: 
— 
The Chase National Bank of the City of Bew York will participate in 
to the extent of $3,500,000. 
The amount of currency repayable may differ from the amount of curre 
bursed as a result of the purchase of one currency vith another for 
of disbursement. The currency used to make the purchase is the curr 


i 
7 
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Merch 31, 1952 


Expressed in United States Currency 
(See Notes D and E to Financial Stetenents) 
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Interest 
Date of Maturities Rate Original Loans Cancellstions Principal Obligations EBf*ective Loane Principas Undiebureed 
Loan Agreement (Including Princtpal Bot Yet ent Repayments of Borrovers Outstanding Amount Balance of 
Commission) Apount Brfective Refundings to Bank Sold by Bank Beld by Benk Diebureed Bffective Loaxad/ 

dune 7, 1951 1954-1961 4-1 3,500,000 o-- --- --- --+ 3,500,000 534,528 2,965, %82 

Oct. 29, 1951 1954-1962 4-3/8 550,000 °-- o-- --- --* 550,000 one 5§5¢ ,000 

dupe 7, 1951 1954-1936 “4 1,200,000 o-- -- --- -- 1,200,000 --- 1,200,000 

Mar. 27, 1952 1994-1967 4-5/8 2,200,000 27,200,000 <== — -_ ihe eu we 

Dec. 7, 1951 1954-1960 4-3/% 5,000,000 3,000,000 oo ooo -- --- eos ooo 

Jen. 23, 1952 1954-1967 te 2,300,000 2,500,000 oo ooo te --- one ooo 

Jen. 23, 1951 1956-1965 v3 20,000,000 --- --- --- --- 20,000,000 1,277,209 12,722,711 

t Jen. 23, 1951 1954-1970 “4 30,000,000 --- --- --- -- 30,000,000 6,652,472 21, 7,526 

Oct. 27, 1950 1954-1966 3-3/% 3,000,000 — ~—_ one = 3,000,000 186, 29% 2,611, 706 

Oct. 27, 1950 1996-1971 of 18,000,000 tid oe ian = 18,000,000 6,351,908 11,646, o92 

Oct. 27, 1950 1954-1966 3-3/% 4,400,000 --- --- --- -- s , 400,000 456,942 3,943,057 

July 7, 1950 1954-1968 3-7/% 3,900,000 coo ooo ono oon 3,900,000 595,582 3,304,418 

July 7, 1950 1956-1975 4-1/4 12,500,000 oe --- --- --- 12,500,000 168, 500 12, 331,500 

lop- 
y Oct. 19, 1950 1957-1965 3-3/4 9,000,000 --- --- --- -- 9,000,000 34,570 8,965,430 
t Feb. 27, 1952 1956-1977 4-3/m 26,000,000 26,000,000 oor ooo - ooo ooo ooo 
t 
Aug. 23, 1950 1995-197Ts a-1/m 33,000,000 = anit = = a 33,000,00 4,000,000 29,000,000 
mction Oct. 17, 1949 1950-1951 % 2,700,000 om ese 2,700,000 oe ceo 2,700,000 eon 
wer, coal 
ele, manu- 
riculture, 
ion Oct. 11, 1951 1955-1976 b-1/s 28,000,000 --- --- --- --- 26 , 000 , 000 425,44 27, 57%, 5596 
$1,326,183,000  $110,900,000 $20,260,445 $8,990,282 940,528,380  $1,145,463,893 $823,302,266 $371,700,269 
SUSUR BY CURRENCY 
Principe: Amount Disbursed 
Principe] Recovered 
Amount Currency Disbursed Currency Repayabie3/ By Repayment or Sale Balance Outstanding 
United States United States United States United States 
$ 7,451,069 Currency Amount Dollar Bquiv Amount Dollar Equiv Amount Dollar Bquiv. Amount Dollar Bquiv. 
7,005, Belgian Francs 1 179, 867, 089 26,108. 873 bY 863,840 2,090,412 1,571,600 963 90, 312,280 2,054, 49 

316,686 Canadian Dollars ’ 1,297,807 38,603,130 20,933, 798 19,208, Motors 3,986,325 16,763,302 15, 

670,223 Danieh Kroner 2,246,209 325,201 2,181, n3, - - 2,161,180 ’ 
ee French Prence 361,071,145 a 802,995,795 1,152, 73% sd ° 802,995,795 1,152,7% 
1,326, German Marks 26239) a - - . - r > 

10,915 Itelies Lire 129, 696 207, 99,80%, 783 159,688 - = 99, 80%, 783 199,688 

TT,O87 Betherlands Ouilders 1,226,87% 129, 7% . - ° « « ~ 
2,280, 66% Norvegien Kroner 263,200 & rw 39,648 - - 263,200 39,68 
3,368,009 Svedish Kronor be 2, 853 70h 29,887 e o 1s, 29,887 

2, Swies France |, 009, 13,525,970 46,122,168 11,263,520 2,695,000 673,648 465,227,168 10,489,876 
United Kingdom Pounds 1,38, =n 1,227, 3,670,955 ° e 1,227,827 3,670,995 
$23,921,077 United States Dollars 977, Ooi 78,977, 785,875,262 705, TS, 262 bb , 862, 926 bb , 862,926 Teo, 612, Teo, 612 
9623, 302,266 266 662 $773, 783,608 
eae Cepeee =< pF $09,318, 662 
Plus - Undisbursed Balance of Effective Loans 371,700,289 
f currency dis- 
er for purpose Effective Loans Outetamfing Held by Bank $1,145,463,893 
he currency 


Treasurer's Departaent 
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which has been created by the Government to coordinate all Government activi- 
ties involved in the execution of the development program. 

Costa Rica.—In the spring of 1949, at the request of the Government, the 
bank arranged for an expert from the Food and Agriculture Organization to make 
a survey of the national fishing industry. 

Cuba.—In the summer of 1950 a general survey mission was organized at the 
request of the Government. The mission’s report was transmitted to the Govern- 
—— - August 1951. The report, as well as a summary, has been published in 

nglish. 

Also in 1950, the bank was instrumental in arranging for Price, Waterhouse & 
Co. to make a study and prepare recommendations on the public finances of Cuba 
for the Government. 

Dominican Republic.—In February 1952 the Government of the Dominican 
Republic asked the bank fo assistance in making a technical survey of possib'lities 
for hydroelectric development. Staff members of the bank are scheduled to 
arrive in Ciudad Trujillo around the end of April to discuss the project in the 
light of the Government’s economic plans. 

Ecuador.—In 1949 the bank sent an expert to study the rehabilitation needs 
of the textile industry. 

El Salvador.—From March to May 1950 the bank’s director of marketing was 
in El Salvador to assist the Government in the flotation of a domestic bond issue 
to cover the local currency requirements of the Rio Lempa project, the foreign- 
exchange costs of which are being financed by a loan from the bank. The bank 
arranged for an expert to visit El Salvador in the summer of 1949 to advise the 
Central Bank on the extension of the functions of the mortgage bank. 

Ethiopia.—In 1950 representatives of the bank, in the course of loan negotia- 
tions with Ethiopia, assisted in drafting charters for the Imperial Highway 
Authority, for a development bank, and subsequently for a Telecommunications 
Authority. Experts engaged by the bank ajso reviewed the Ethiopian telecom- 
munications system and assisted in the preparation of a program for its rehabili- 
tation and expansion. The bank has been assisting the Government in finding 
the expert personnel needed in the staffing of the Highway and Telecommunica- 
tions Authorities. 

Gualemala.—The report of a general survey mission was transmitted to the 
Government in July 1951. The report and a summary have been published m 
English. Subsequently the Government established a nonpartisan citizens 
committee to study the report and recommend action based on its findings. At 
the Government’s request, the bank assigned a staff member to assist the com- 
mittee and to advise the Government on the fiscal aspects of the development 
program proposed in the report. The committee submitted its findings to the 
National Economic Council of the Government in December 1951, and the 
Government announced that it would proceed to integrate the recommendations 
of the committee into its economic program. 

Honduras.—The bank assigned a member of its economic staff for a period of 8 
months in 1950 to assist in the organization of a new development bank and in the 
formulation of its credit and development policies. 

Iceland.—During February 1951 a bank staff member visited Iceland to review 
the investment program and to make recommendations on the need for a new 
investment institution. In October 1951 a bank official was in Iceland for several 
weeks to advise on the organization and functions of this institution. 

Iraqg.—A general survey mission returned from Iraq in late May 1951. The 
mission’s report was transmitted to the Government in February 1952. The full 
report of the mission will be published in English in May, 

Jamaica.—On March 2, 1952, a general survey mission, organized by the bank 
at the request of the governor of Jamaica, arrived in Kingston. Four of the 
seven-man team are members of the bank’s staff; the two agricultural specialists 
were selected in cooperation with the Food and Agriculture Organization, which 
is also sharing their expenses. The mission is expected to be in Jamaica for 2 or 
3 months. 

Mexico.—On behalf of Nacional Financiera, the financing agency of the Mexican 
Government, the bank arranged in the fall of 1951 for the services of experts to 
make technical and financial studies of the development program of the Telefonos 
de Mexico, 8. A. 

Nicaraqgua.—In response to the Government’s request for assistance in planning, 
and carrying out a development program, the bank, in July of 1951, assigned a 
member of its staff to serve as its special representative in that country for a period 
of 8 months to a year. Assisted by an engineer from the bank’s staff, the repre- 
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sentative has worked closely with the Government in the planning and initial 
implementation of a broad development program, and has coordinated the work 
of other experts called in to advise on problems in their special fields. Such 
special assistance, either obtained directly by the Government or arranged by 
the bank at the Government’s request, has included advice by an expert from the 
Corporacion de Fomento of Chile on the organization of a development institution; 
advice by an expert from the Federal.Reserve Bank of New York on fiscal prob- 
lems; an agricultural survey conducted by a Food and Agriculture Organization 
expert; and a study of transportation by a specialist from the bank’s staff. In 
addition, the bank has given leave of absence to a member of its staff to serve as 
executive secretary of the National Economic Council for approximately 2 years 
beginning in December 1951. 

Earlier in 1951 the bank arranged for the services of an expert from the Food 
and Agriculture Organization to study the country’s grain-storage program. 

Peru.—In 1949 the bank arranged for an expert to survey irrigation needs. 
The following year the bank engaged a consulting engineer to make a study of the 
production and marketing possibilities of anthracite coal mining in the Santa 
Valley. 

Suritnam.—A general survey mission, organized to review and make recom- 
mendations concerning a provisional program which had been formulated to 
promote the country’s development returned from Surinam in December 1951. 
The bank expects to transmit the report of the mission to the Governments of the 
Netherlands and of Surinam in the early part of May. 

Thailand.—In 1950 the bank suggested the names of several experts to serve 
as advisers and from this list the Government selected a consultant on taxation 
and a consultant on port management. 

Turkey.—The Industrial Development Bank was organized in 1950 with the 
help of the bank, and the bank released one of its officers to become the first general 
manager of the new Turkish institution. In the summer of 1950 a general survey 
mission visited Turkey, and its report was transmitted to the Government in 
May 1951. In July the Prime Minister appointed a three-man commission to 
study the report and recommend action based on its findings. At the close of 1951 
bank officials visited Turkey for a discussion of investment plans for the next 
few years and of general financial and economic policies of the Government 
against the background of the mission’s report. 

Uruguay.—A joint Bank-F AO mission to study agricultural development visited 
Uruguay in late 1950. The mission’s report was transmittea to the Government 
in July 1951. 

In mid 1950 the bank also arranged for an expert to survey the fishing industry 
and for an expert to studv milk production, processing, and distribution problems. 

Training institutes.—The bank joined with the United Nations and the Food and 
Agriculture Organization in sponsoring a training institute on the economic 
appraisal of agricultural development projects held in Lahore, Pakistan, from 
October to December 1950. Similar institutes for the nations of the Middle 
East and for Latin-American countries were held in Turkey and in Chile in the 
fall of 1951. A 10-day seminar on various phases of economic development and 
planying, arranged with the cooperation of the Economic Commission for Latin 
America, was held in Washington in June 1951. 


Mr. Oversy. Mr. Chairman, I think with those general intro- 
ductory remarks I would submit myself to your interrogation and your 
pleasure. 

Chairman Ricuarps. Mr. Javits. 

Mr. Javirs. Mr. Overby, may I state first my purpose in asking 
the chairman to call you, which I deeply appreciate the chair- 
man’s having accomplished. I hope it will be of great value to the 
country and our own consideration of this bill. It is attributable to a 
grave disquiet about the diminution of technical and economic 
assistance in favor of military assistance. I have the feeling that the 
military assistance is the defensive effort in the Communist struggle 
which we are waging, and the economic and technical assistance is the 
offensive effort and a desire to see whether we cannot get more help 
in that offensive effort from this great international agency. 
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T call the attention of the committee to the significance of*the fact 
that we have never in our total consideration of foreign aid called you 
before us, or any representative of the United States on the Inter- 
national Bank, despite the fact that this is the agency set up imme- 
diately after the war to do a big part of the job of economic assistance 
with which we have been dealing here for 5 years. 

What is your position with the Government? 

Mr. Oversy. T am appearing as United States Executive Director 
of the bank, at the committee’s request. I am also Assistant Secretary 
of the Treasury. 

Mr. Javits. In your activities, as far as the bank is concerned, 
you work under a specified statutory committee of the United States; 
do vou not? 

Mr. Oversy. I look to the National Advisory Council on Inter- 
national Monetary and Financial Problems for guidance on general 
policy; ves, sir. 

Mr. Javits. Is it not a fact, also, that the law states that you shall 
take the direction of that particular committee in certain major deci- 
sions which you may be called upon to make as a member of the 
executive board of the bank? 

Mr. Overpsy. Yes, sir, on certain specific decisions and on major 
policy decisions. 

Mr. Javits. Is it not a fact, also, that this committee is amenable 
to the wishes of Congress, the National Advisory Council? 

Mr. Oversy. It was established under the Bretton Woods Agree- 
ment Act, under which the United States adhered to the International 
Monetary Fund and the International Bank for Reconstruction and 
Development. 

Mr. Javits. It is amenable to the further direction of the Congress 
if it should decide to change the law? 

Mr. Oversy. Yes; it has been changed, as a matter of fact, with the 
passage of the ECA legislation. The ECA Administrator was made a 
member of the Council. The recent amendment of the Mutual 
Security Act changed his title, if I remember correctly. 

Mr. Javits. You spoke a minute ago about a release of currency by 
the United States; that is, a release of the local currency which it had 
deposited. Can you tell us what other countries have permitted their 
currency to be released to the bank? 

Mr. Oversy. It is something less than $50 million, Mr. Javits. I 
think I have that here, sir. The total is about $46 million. Canada 
released $16.6 million; France, $12.4 million; the United Kingdom, 
$4.7 million; Belgium, $3.5 million; South Africa, $2.8 million, and 
ae 10 additional countries ranging from $2 million down to very 
little. 

Mr. Javits. So, the only appreciable release of currency aside from 
our own has been that of Canada and France 





Mr. Oversy. Canada released $16.6 million—— 

Mr. Javits. The United Kingdom? 

Mr. Oversy. $4.7 million, sir. 

Mr. Javits. How did those compare in money with our own release? 

Mr. Oversy. They are relatively small in relation to the capital 
subscription of this country. The United States released its 18 per- 
cent, which was $571,500,000. 
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Mr. Javits. Has not that currency release, in fact, been utilized in 
the making of loans to the bank to some extent? 

Mr. Oversy. Yes; the total resources of the bank come from the 
2 percent paid by all members, plus the 18 percent made available b 
the United States, plus its sales of securities, which have produced, 
roughly, $450 million, plus the bank’s earnings. These funds have 
been used to make the commitments of approximately $1,300,000,000 
which the bank has so far made. 

Of that amount, $825 million, approximately, has been disbursed. 
There is an undisbursed amount of, roughly, $500 million. 

Mr. Javirs. At the last General Assembly of the United Nations 
certain resolutions were adopted which could be interpreted as criti- 
cism by underdeveloped countries of the fact that the bank has not 
either loaned more money or been more liberal in its lending policy. 
Would you like to comment on that general situation? 

Mr. Overby. Mr. Javits, I think the amount of money that could 
be advanced in underdeveloped countries, or to underdeveloped coun- 
tries, or the amount of money that could be granted for purposes of 
development, is, of course, a very large sum, as you can well realize. 

The International Bank management has approached the subject 
of loans with a desire to make as many loans as they thought they 
appropriately could, bearing in mind their articles of agreement which 
require them to have due regard for the reasonable prosvect of repay- 
ment of the loan, and, of course, having due regard for their general 
management responsibilities, which would include an awareness of 
the capital market in the United States and other countries in which 
they might have to sell their bonds to finance themselves. 

The bank has, to the best of my understanding, not turned down 
any loans for lack of funds. The bank has been impressed with the 
time that it takes to work up specific projects for sound financing. 
It is sometimes a matter of the technical skills that are available in a 
given country, the state of the administrative efficiency, the question 
of the engineering surveys that need to be made. 

The bank feels that it has proceeded with reasonable expedition in 
making the loans that it appropriately could under its articles of 
agreement and under the general policies it must have regard for. 

Mr. Javirs. Mr. Overby, have you, as the American director of the 
bank, arrived at any conclusion about the extent to which the bank 
could carry some of the burdens or responsibilities which we are 
attempting to carry in terms of economic and technical assistance in 
the Mutual Security Program? 

Mr. Oversy. Mr. Javiis, I think the bank has made loans last year 
in the amount of approximately $250 million. I think it might make 
loans in the magnitude of $300 million in the fiscal vear 1953. Those 
will be principally in Latin America, the Middle East, and the Far 
East, under the current expectations of the bank. A very small 
amount would be in Europe. 

I understand the Mutual Security Program presentation takes 
account of what the bank might do. I think the technical assistance 
that the bank does, to which I referred in my opening informal 
remarks, is a continuing activity which I think is of great use and can 
be helpful. 

I think some parts of the Mutual Security Program, as I understand 
it, are designed for some of the more urgent technical-assistance 
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projects, which it is felt in terms of the purpose of the total legislation 
would be desirable to proceed with with the greatest possible 
expedition. 

I am sure there are others who will appear before you who are better 
qualified than I to talk about the Mutual Security Program. 

Mr. Javits. Let us take a practical example, Mr. Overby. The 
bank has made loans to India? 

Mr. Oversy. It has made a few loans; yes, sir. 

Mr. Javirs. India has a 5-year development program; is that 
correct? 

Mr. Oversy. That is my understanding, sir. 

Mr. Javits. Under this bill which is before us now, it is estimated 
that, without revealing any secret figures, India will be assisted, if 
the full amount is authorized, with somewhere in the area of $100 
million in the coming fiscal year for economic and technical assistance. 

Is that amount necessary in your view? Could the International 
Bank do anything about reducing it? 

Mr. Oversy. The International Bank, Mr. Javits, is prepared to 
consider projects, sound projects. It is my understanding, sir, that 
the Mutual Security Director has in mind that the program for India 
should be speeded up, and it may not be the type that would be 
regarded as ‘‘bankable,” if I may use a short-cut word. 

Mr. Javirs. Have you, as American Director, reviewed the projects 
for India which are contained in this program in order to determine 
whetber or not they are bankable? 

Mr. Oversy. I have not gone over them, sir, in detail. I under- 
stand they include some irrigation projects. I have consulted Mr. 
Black, the president of the bank, about the matter; he has just been 
in India. His view is that some of the projects included in the 
Mutual Security Program are of a type which the bank might not be 
prepared to finance at this time. 

Mr. Javirs. Are some of them the type that the bank might be 
prepared to finance? You just gave me the negative. Is it a fact 
that there are some projects in the MSA that the bank might finance? 

Mr. Oversy. There is no duplication in that sense. The bank is 
prepared to consider projects, and the bank has some power projects 
and other projects in India it is considering. The questioa, of course, 
arises as to the capacity of the country to repay. I think that is one 
of the factors that the bank must always take into account. 

Under its articles of agreement it is obliged to make loans only where 
there is a reasonable assurance of repayment, if I remember the words. 

Mr. Javits. What do you feel, therefore, about the usefulness of 
the bank in terms of what is called “banking standards’’? 

Mr. Oversy. Well, I think if we changed the whole character of 
the bank, I am sure the bank could dispense more money. J doubt 
very much, however, sir, if you want to raise funds to finance the bank 
rom the capital market of the United States or other capital markets, 
that you would be well advised to go in for a great liberalization of the 
bank’s lending policy. 

Mr. Javirs. Is it the fact, Mr. Overby, that private banks, groups 
of private banks, have also made oversea loans? 

Mr. Oversy. I regret to report, Mr. Javits, that the amount of 
private foreign lending and private foreign investment is on the down 
grade. 
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The amount of bank loans, private bank loans, is unfortunately 
much smaller than it used to be. The amount of direct private in- 
vestment that is being made is smaller than it used to be. The 
tendency—I believe I am about right in saying this—is down. The 
year 1951 saw direct private investment decline to approximately 
$500 million, mostly restricted to Canada, Latin America, and the 
Middle East. 

Mr. Javirs. Then would you say it is a fact that the bank is really 
filling in for what private investmeat or private banking facilities are 
not doing because the bank is running as a bank, and it is not running 
as an international institution for intergovernmental assistance? 

Mr. Oversy. It is trving to chart a very difficult course between 
Seylla and Charybdis, Mr. Javits. 

On the one hand, it must have due regard to the reactions of 
investors in terms of selling its securities with which to finance itself. 
It is not under its Articles of Agreement designed to compete with 
private enterprise. It is, however, designed to make loans only 
where there is a reasonable assurance of repayment. 

The bank does not make loans that will be made by private finane- 
ing on reasonable terms. It has managed to obtain private partici- 
pation by sometimes being able to sell loans it has already granted. 
It has recently made a loan to the Dutch Airlines, in which the Chase 
National Bank participated to the extent of 50 percent. It tries to 
make worthy loans where there is a reasonable assurance of repay- 
ment. 

But I think it is only fair to say it does make loans clearly that 
private investment or private capital has not seen fit to make. On 
the other hand, it cannot forget that it has to sell bonds. And the 
bank, despite the $2,540,000,000 guaranty or additional subscription 
from the United States that, in effect, stands behind the bank bonds, 
finds it has to do a fairly persistent job of sctiiug and persuasion to 
sell its bonds. 

There is a certain resistance in the United States to bonds that are 
international, or that have the word “international” in them. There 
is a certain resistance to private investment engaging its funds in 
such obligations. 

Mr. Javirs. Going back to the example of India, has one of these 
bank general-survey missions been in India? 

Mr. Oversy. Not a comprehensive survey mission, in terms of 
having health experts and food experts, but there have been bank 
missions with engineers and with economists and with former bankers 
or loan officers, as we call them, out in India surveying projects. 

Mr. Javits. Are you in a position to tell us the amount requested 
in the MSA and the amount that the bank is likely to loan in the 
next fiscal year will be adequate for India to carry on her 5-year 
development program? 

Mr. Oversy. I understand the program has been designed to 
assist India in her development program. I would not want to say, 
Mr. Javits, without further checking, that it would meet precisely 
what India needs under her 5-year development program. 

I imagine India hopes to get some funds and assistance from other 
sources, from the Commonwealth members, possibly, and others. 

Mr. Javits. Is there any country which figures in this Mutual 
Security Program which has been the subject of a general survey 
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mission on which you could advise us and let us have the benefit of 
your views as to the request made of us, plus what the bank is likely 
to do in terms of what such country’s needs are? 

Mr. Oversy. I believe the program, sir, has taken account of 
whatever the bank might be expected to do. 

Mr. Javirs. You feel the MSA program is fully coordinated with 
the bank in terms of the present policy? 

Mr. Oversy. That is my understanding. 

Mr. Javirs. You spoke of general survey missions by the bank. 
Do they in any way duplicate the point 4 program? We have the 
TCA. The United Nations has a multilateral technical-assistance 
program. How do all these fit together? 

Mr. Overby. Coordination does take place in part through the 
technical assistance activities of the U. N. The Technical Assistance 
Board, I believe, is the correct name of the organization. This com- 
prises the specialized agencies of the U. N., such as the Food and Agri- 
cultural Organization, and the World Health Organization, and the 
International Labor Organization. The bank and fund are informal 
members of that board. They do not receive funds from that pro- 
gram, but they are observers. 

This board provides an opportunity for coordination of the technical- 
assistance program. In addition, the International Bank deals 
directly with the State Department and the Mutual Security Agency 
in terms of trying to assure coordination. 

Mr. Javits. Are you satisfied that the coordination is effective and 
complete and that we are not duplicating in the point 4 program 
what the bank is doing, or not getting the benefit of what the bank is 
doing? 

Mr. Oversy. I do not think I should ever wish to be saying that 
coordination is always complete in everything. I think there is coor- 
dination between the programs. As in any activity, | am sure there 
is room for some improvement. 

In answer to your question, I think basically the answer is that there 
is coordination and there is not duplication that is at all adverse. 

Mr. Javirs. Have you come across any instances of direct overlap 
as between the bank’s general survey missions and the programs of 
the point 4 program? 

Mr. Oversy. I have not, to my knowledge, thus far. 

Mr. Javits. It is a fact, is it not, that these underdeveloped coun- 
tries complain that their investment needs are very much greater than 
can be satisfied by the bank and available private investment? 

Mr. Overry. I think that is quite correct in relation to their hopes 
and desires for development, which are very understandable, and for 
which I have great sympathy. Their needs are very great. One 
could say they are almost limitless. They have expressed interest 
in additional help. 

The bank’s problem, sir, is what it can appropriately do under its 
articles of agreement and having regard to its general policy. 

Mr. Javirs. Do you believe that the rate of help which is being 
afforded to the underdeveloped countries, and I am speaking to you 
now as an American official, is adequate to the anti-Communist 
struggle we are waging? 

Mr. Oversy. Mr. Javits, there are others, particularly around this 
table, perhaps better qualified than I to give an authoritative answer 
on that. 
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I would defer to some of my State Department and Mutual Security 
colleagues for the direct answer to your question. I think the amount 
of assistance that is being given, if it is given with adequate prepara- 
tion on the technical side and the administrative side, on the engineer- 
ing side in the case of projects, can be very helpful in hastening the 
development of these countries, creating the conditions that are 
conducive, | should think, to a better climate and less conducive to 
unrest and provide a less fertile ground for agitation by Communist 
agents and others. 

I am sure, sir, that my State Department colleagues and Mutual 
Security colleagues have discussed this point at greater length and 
perhaps they are more in the political field than I am. 

Mr. Javirs. In other words, you do not feel you can give us any 
opinion as to whether we ought to do more in some way than is 
being done? 

Mr. Oversy. I think, sir, that we want to consider all possibilities 
of expanding our technical assistance program and our assistance to 
underdeveloped countries. 

I do think, however, that I would be less than candid if I did not 
say that I think we have to have due regard to the availability of 
competent technicians and to the rate of progress of technical and 
administrative efficiency in the underdeveloped countries. 

I think we have to try to make sure that the engineering is done 
carefully. So while I think we could, and should, proceed in this 
field with the greatest expedition possible in helping underdeveloped 
countries, I do think that you can make haste too rapidly sometimes, 
and you just have to make sure that you do have the competent ex- 
perts, that your technical and administrative experience in the coun- 
try keeps pace with the funds. That is a general answer. 

Mr. Javirs. I yicld to my colleague. 

Mr. CuiperFieLp. We must also consider our own economy? 

Mr. Oversy. I agree, sir. 

Mr. Javirs. You still have not told me what I asked for—which is 
a fact—are we doing, within reason, all that we ought to be doing in 
this field? You have told me hypothetically we cannot go too fast, 
and so on. I would like your opinion and evaluation, taking the 
International Bank and the United States’ activity, are we doing 
within reason all that we ought to be doing about investment in the 
underdeveloped areas, or are we not? 

Mr. Oversy. I think, within reason, we are doing just about what 
we ought to try to do. 

Mr. Javits. So you are for this program in this mutual security 
bill just as it is, is that right? 

Mr. Oversy. I am generally in favor of the program, sir. There 
are others that are better qualified than I to testify on the individual 
items and individual programs. There is a lot of military assistance 
and other assistance in here which I would not purport to know very 
much about, sir. 

Mr. Javirs. You say there is a serious decline of private overseas 
investment and overseas lending to these underdeveloped areas. Do 
you have any recommendations as to what we could do about revers- 
ing that declining curve? When I say “we,” I mean the Congress 
which is dealing with this piece of legislation. 
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Mr. Oversy. Mr. Javits, I think it is a difficult area in which to 
legislate, if I may say so, sir. I think we should hope that through 
negotiations with countries we could provide a more favorable climate 
for the investment of funds abroad by private investors and private 
capital, that we could take steps to try to reduce some of the obstacles, 
try to encourage our friends abroad to take fewer measures that are 
designed to discourage private capital, such as expropriation meas- 
ures, or putting undue restrictions on the remittance of profits—of 
reasonable profits, or amortization of capital. There are a whole 
range of obstacles to the investment of private capital abroad which 
would be useful to remove. 

The State Department, I believe, has entered into negotiations 
with various countries. It would be my hope that gradually some of 
these obstacles could be removed. TI think it is a difficult subject on 
which to advise you as to legislation, sir. I would not have any fur- 
ther recommendations to make. 

Mr. Javits. I yield to my colleague. 

Mr. Smirx. Would you say that our own Federal taxation policy 
would have a bearing upon the amount of money that would be avail- 
able for investment purposes in that field? 

Mr. Oversy. I think, sir, that Federal taxation policies might well 
affect the residue of funds that are left. On the other hand, sir, as a 
responsible official | must say if expenditures are voted, then we ought 
to try to vote the taxes to pay for them. 

Mrs. Borron. And the extravagances in personnel, and so on, 
continue 

Mr. Oversy. I am not in a position to comment on the entire 
budget. 

Chairman Ricwarps. You run a bank, do you not, and expect 
security for your loans? 

Mr. Oversy. That is right. 

Chairman Ricuarps. You do not run the Community Chest, the 
Red Feather campaign, and do not specialize in that field? 

Mr. Oversy. It is our hope we do not, sir. 

Mr. Vorys. Would the gentleman yield? 

Chairman Richards. Yes. 

Mr. Vorys. We have, according to the Department of Commerce, 
in the postwar period $10,862,000,000 of credit extended, of which 
$1,132,000,000 were forced into European recovery by amendments 
which I sponsored, and this year $166 million by a requirement of 
mine on loans. All of that was for recovery, for the purpose for which 
your bank was created. You put out $1,300,000,000 in loans 

Mr. Overby. Approximately. 

Mr. Vorys. Do you serve on the National Advisory Council for the 
Secretary of the Treasury? 

Mr. Oversy. I am his alternate, sir. 

Mr. Vorys. Can you get us a statement from the National Advisory 
Council on the total postwar credits and loans that have been ex- 
tended—this is one I have picked up here—and can you get us the 
amount of debt, internal and external, for the world? 

I have some figures from the United Nations which indicate that the 
United States has just about half of the world’s national income, and 
about double the debt of the rest of the world, external and internal. 
I do not know whether those figures are reliable. 
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It seems to me that your National Advisory Council should have 
immediately available those figures that I would like, and perhaps 
other members of the committee would like to take a look at them. 

Chairman Ricuwarps. Could you produce those figures? 

Mr. Oversy. Certainly we can try to do our best to produce the 
figures you want. I believe some of ‘them are in the quarterly report 
of the National Advisory Council to Congress, but not the range of 
figures you have contemplated, sir. 

We will undertake to try to get the kind of figures you request. 

Mr. Vorys. No doubt we have received the quarterly report and I 
have forgotten to look at it. 

Mr. Oversy. I should say it is a semiannual report; excuse me. 

(The material referred to is as follows:) 


Summary of U. S. Government foreign credits: July 1, 1945, to June 30, 1951, by 
area, country, and status ! 


{In millions of dollars] 





Activity July 1, 1945, to June 30, 
| June 30, 1951 | 1951 | June 30, 1945? 


| 
Area and country | Out- | Out- 

} stand- | Unuti- Au- | Expired | Uti | stand- | 

| ingin- | lized | thor- | and can-| 
| debted- credits | ized | celed 


; Unuti- 
. > 6| Repaid) inc in- | lized 
lized debted- | credits 


| | ness | 


ness 


| 
| 
j 
| 


pO eS ees 10,002 | 1, 678 oe 13, id 1, 105 | 10, 847 1, L, 5 | 


Total, Europe ‘8,811 495 |  * 147 715 | 


Total, ERP participants_-_--._-- a 325 the 106 355 | "8, 626 653 
Austria... re ‘ 25 
Belgium and Luxemburg... ‘ 
Denmark 
France 
Germany (western).. 

ce 


Italy. 
Netherlands 


United Kingdom ae 
US ree 


Total, other Europe 




















Czechoslovakia... ___- . 
Finland 
Hungary 


7 ES eee eS 
U.S. 8. 
J eae 











Total, Latin America 








Argentina 
Bolivia 














See footnotes at end of table, p. 5094 
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Summary of U. S. Government foreign credits: July 1, 1945, to June 30, 1951, by 
area, country, and status '\—Continued 


{In millions of dollars] 





| Activity July 1, 1945, to June 30, 
1951 


June 30, 1951 June 30, 1945 2 





Area and country Out- Out- 
stand- | Unuti- Expired stand- | Unnti- 
ingin- | lized and can- ing in- | lized 

debted- | credits celed debted- | credits 

ness 





Total, Latin America—Con. 
DUE Sortigh ss Sechuastetetuiee 
REPRE 
Veneznela 
Other Latin America 
Unallocated Latin America-__. 


Total, Asia 




















Afghanistan 





railand ____.... 
Other Asia 




















Canada 
Total, Africa 














Ethiopia 
Liberia 








Union of South Africa___.____} 
Other Africa -e Sees 














Australia 








Other Oceania 











Unallocated, international 
ganizations 


Unallocated, al] areas.............|.-.------| 647 | 
| | 























1 For important qualifications affecting this table and for definitions of terms, see the explanatory note. 
For detail by type of credit for the first 6 columns of this table, see tables 5, 6, 7, 8,9, and 11. Outstanding 
indebtedness at June 30, 1951, is equivalent to the sum of the outstanding indebtedness at June 39, 1945, and 
the difference between the amount utilized and the amount repaid during the period July 1, 1945, to June 30, 
1951. Unutilized credits at June 30, 1951, is equivalent to the sum of unutilized credits at June 30, 1945, 
and the amount authorized during the period July 1, 1945, to June 30, 1951, less the sum of the amount 
expired and canceled and the amount utilized during the period July 1, 1945, to June 30, 1991. 

2 Most items in the June 30, 1945, columns relate to loans by the Export-Import Bank. Major other 
agency credits were as follows: Netherlands, $36,137,037 outstanding lend-lease silver credit; United King- 
dom, $271,887,470 outstanding and $35,090,000 unutilized loan by the Reconstruction Finance Corpora- 
tion, and $44,231,031 outstanding lend-lease silver credit; Bolivia, $2,071,321 outstanding loans by the Re- 
construction Finance Corporation; Unallocated Latin America, $52, 427,071 outstanding lend-lease credits; 
Bahrein, $16,145,611 outstanding loan by the Reconstruction Finance Corporation; India, $131, 555,487 
outstanding lend-lease silver credit; Sau ii Arabia, $12,713,729 outstanding lend-lease silver credit; Canada, 
$6,705,952 outstanding loan by the Reconstruction Finanss Corpocation; Ethiopia, $3,857,773 outstanding 
lend-lease silver credit; Liberia, $3,334,393 outstaading and $9,165,307 unutilized lend-lease credits; Aus- 
tralia, $3,371,719 outstanding lend-lease silver credit. 

3 Less than $500,090. 

4 Uncommitted lending authority of the Export-Import Bank. 
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Estimated gross public debt and gross national product of various countries, 1951 or 
nearest available date 


{In millions of dollars} 





. Gross na- 
Area and country Date | a om Total deb! | tional 


product 








Europe 
Dec. 31,19 
Belgium-Luxembu’g Dec. 31, 1951 
Denmark Mar. 31, 1952 
Finland Nov. 30, 1951 
France ___. ee ...-} Dec. 31, 1951 
Germany ..-| Mar. 31, 1950 
Greece » one es Oe June 30, 1950 
Iceland __._.-_- ..| Dee, 31, 1950 
Ireland __- enab tee’ Mar. 31, 1951 
Italy (including Trieste) i June 30,1951 
Netherlands ___.__. ‘ | Sept. 30, 1951 
PIN Ancucnacadtionecsecncucesusal Sue a eee 
Portugal a SS oF. ..-| Dee. 31, 1950 
ESE Ph PES do = 
Sweden RO ..| Dee. 31, 1951 
Switzerland. bceceheen q ee NR 
Turkey * — — —" 
United Kingdom fptbics | Mar. 31, 1951 
Yugoslavia Dee. 31, 1951 
Latin America: 
ee ..--| Dee. 31,1951 
Bolivia | Dee. 31, 1949 
Brazil a ras 
Chile _- aie ". 31,1950 
Colombia Pe EE SES. ad 
Costa Ries t oid 31, 1949 
Dominican Republic. ..--| Dee. 31, 1950 | 
Eenador __... 2 | 
Fl Salvador ae: 
Guatemala. - | » 30, 1949 | 
Haiti ects 2 . _...-| Sept. 30, 1950 | 
Hondnras = in 
Mexico oe . : i, c. 31,1949 | 
Nicaragua _--- .-.-----| June 30, 1950 
Panama. _- je ceed c. 31, 1950 
Peru EF le Piss | “¢, 21,1949 | 
Veneznela : es ae ce. 31,1951 
Asia, Africa, and Oceania: | 
A’ stralia ; Jvne 30.1970 | 
Burma A“ ' . 30.1951 
Ceylon : Fent. 30,1970 | 
Egvrt Peele ; | Anr. 30 1970 | 
India 2 Mar. 31.1952 . 
Indonesia__- ec. 31,1970 | : 367 7 4, 800 
Iran | Mar. 20, 19°70 227 
Iraq Lee | Mar. 31, 19°O 32 | « ee 
Israel_____- lec. 31.1970 : | 2 323 | , 200 
Jaan | Mar. 31.1970 . 486 7 , OF: 600 
Lebanon — 31,19°0 
Malay-Singapore._._..__. | c. 31,1949 ¢ 34 3 | 300 
New Zeal: ind : ..----| Mar. 31, 1951 33 ’ 
| do Hy 5 1.000 


Be ne 


to hw 
n 7 


_— 
st 








_ 
7" 


Yo I & PO PS 











June 30,1951 p | ; 2, 600 
—" | Dee, 31,1950 fi 67 

Union of South Africa... _- | Mar. 31, 1951 | 2 079 | oF | 2.173 3, 200 

Canada a tial ~ do 1, 18! x 300 

United. States........:...... ih ieee Dec. 31, 19% 259, 419 |...... | 259, 419 321, 200 








NotTe.—The table includes all countries for which recent data on public debt were available. Gross na- 
tional product is shown for European covntries and certain other countries where a reliable figure covld 
be obtained. Public debt is shown on a gross basis except for a few countries for which debt was available 
on a net basis only and generally includes only debt of the centre] government. Savings certificates and 
similar domestic obligations have been included. Foreign currencies have been converted into dollers, for 
the most part, at the IMF par valves or official rates of exchange. In some countries with multiple-rate 
structures, a rate which was considered most representative was used. 


! Gross national product covers the year ending on the specified date if the date is June 39 0r Dee. 31. For 
other dates, grass national product covers the next preceding year ending on either June 30 or Dec. 31. 

? Less than $500,009. 

3 Includes advances from oil companies. 

4 Excluded ts a liability of approximately $900 million originating from the partition of Incia and Pakistan. 

§ [nclides back pay obligation to prewar Government employees amounting to $150 million. 

6 The amnount of United States debt held outside the country cannot be determined. According to data 
on short-term capital movements furnished to the Treasury Department by banks in the Un.ted States, 
$3,414 million of short-term U.S, Government obligations were held for the account of foreigners and inter- 
national institutions on Dee. 31, 1951. 
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Mr. Vorys. Here is the problem as I see it. The United States 
has shelled out about $84 billion for foreign aid in, roughly, the last 
decade, of which $30,623 million has been post war. 

That pouring out does not represent just merely labor and agri- 
cultural products which can be grown the next year, but during that 
period we have become a have-not nation in steel and petroleum, the 
balance has gone the other way in steel and petroleum, copper, a 
whole lot of things. You just heard this gentleman, Mr. Whitehead, 
talk about the loss that we have had in steel. 

I cannot find out that anybody on behalf of the United States is 
thinking about the problem that what we need is long-term loans so 
that during the course of the years we get paid back, not in a lot of 
industrial imports that we do not want that compete with our products 
and destroy our own industrial system, but in materials in which we 
are short. 

I remember the report that the National Advisory Council made 
at the time of the early days of the Marshall plan, in which they 
pointed out that we would progressively become a have-not nation. 
They said what we should do is seek to restore the balance through 
loans. 

I cannot see from what you say that we are doing much about this. 
I commend my colleague, Mr. Javits, for getting you here, not merely 
because you are our representative on the International Bank, but 
you are the fellow who is supposed to be talking to us as the repre- 
sentative on the National Advisory Council on monetary affairs, and 
you cannot refer us to Averell Harriman, or somebody else, on loan 
questions because he is supposed to go to you. 

You are it when it comes to describing a policy of loans that would 
be advantageous to the rest of the world and ultimately advantageous 
to us. 

I hope you will prepare a statement as to the present status of 
loans, and I hope you will see fit, as a member of the National Ad- 
visory Council, to get a better one from them than you have been in 
a position to give us this morning, because so far we have not been 
able to make the loans for recovery and development over the world 
and therefore we continue to give away money for that purpose. 

I would like to have a measured statement from the National 
Advisory Council on that proposition. Thank you, Mr. Chairman. 

(The information requested is as follows:) 


LOANS IN THE Murvat Security ProGRam 


As Congressman Vorys has pointed out, the servicing of loans extended by the 
United States must take place in real terms in the form of imports of goods or 
services by the United States. The ability of countries receiving United States 
assistance to earn dollars through sales of raw materials and other commodities 
and through tourist income and other services, has been taken into account in 
the development of the Mutual Security Program. As is pointed out in the 
attached copy of a letter dated April 29, 1952, addressed to the chairman of this 
committee by the Chairman of the National Advisory Council on International 
Monetary and Financial Problems, it is proposed that programs for economic 
development should be financed on a loan basis to the greatest extent possible, 
and through the established lending institutions. It is in these areas in the main 
that additional supplies of industrial raw materials needed by this country and 
the rest of the world are most likely to be developed. 

As pointed out in the letter appended below, the European areas, which receive 
a very large proportion of the assistance projected under the Mutual Security 
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Program, already have very substantial obligations to the United States relative 
to their ability to earn dollars by selling their products and services to the United 
States. 
APRIL 29, 1952. 
Hon. James P. Ricuarps, 
Chairman, House Foreign Affairs Committee, 
House Office Building, Washington, D. C. 

Dear Mr. CuarrmMan: The Senate and House committees considering the 
Mutual Security Act have under consideration, | understand, a proposal to extend 
the provisions of section 522 of the Mutual Security Act of 1951 to the 1953 
authorizations. This section requires that, of the assistance authorized under 
the Mutual Security Act of 1951 to be provided under the terms of the Economic 
Cooperation Act of 1948, as amended, ‘‘as great an amount (but in no event less 
than 10 percent) as possible shall be provided on credit terms.’’ The National 
Advisory Council has considered this mandatory loan requirement carefully and 
wishes strongly to urge that the committee recommend the repeal of section 522. 

The cooperating European countries already owe a debt of about $8.3 billion 
to the United States Government. To service this debt they will have to pay 
about $395 million in principal! and interest to the United States Government in 
the fiscal year ending June 30, 1953. In addition to these debt obligations to 
the United States they owe about $3.5 billion to American private investors, the 
International Bank for Reconstruction and Development and the Canadian 
Government, all obligations which will require additional service in dollars. 
Countries outside of Europe owe an additional amount of $2 billion to the United 
States Government and the total dollar debt service requirements for all foreign 
countries in 1953 will amount to about $800 million. To increase the debts of 
foreign countries by an additional amount as part of our Mutual Security Pro- 
gram will aggravate the already heavy expenditures which the European countries, 
in particular, have to meet from their limited dollar incomes in fulfilling the terms 
of their loan contracts. 

A mandatory loan requirement under the Mutual Security Act might therefore 
jeopardize the security of loans we have already made. ‘The outstanding loans 
were made by agencies of the United States with the full expectation that they 
would be repaid according to their terms. The borrowing countries voluntarily 
assumed these obligations with the expectation of repayment. Providing part 
of our assistance to foreign countries on a Joan basis forces them to take loans 
which cannot be regarded as fundamentally sound. Most of the European 
countries have now reached the limit of their ability to service sound loans, 
though perhaps in a few instances some loans for specific projects, which would 
have the effect of directly increasing their foreign exchange earnings, could safely 
be made. Where our assistance to European countries is in support of their 
military effort, as it is in the great majority of cases, it would be especially unwise 
to require them to assume a debt burden for part of the aid. 

It has been the view of the National Advisory Council that programs for 
economic development should be financed on a loan basis to the greatest extent 
possible, and that these loans should be made by private investors or by the 
established lending institutions—the International Bank for Reconstruction and 
Development and the Export-Import Pank of Washington—on their usual terms 
and conditions, and with their usual safeguards for wise expenditure of the loan 
preceeds and efficient management of the activities financed. In the program of 
erent assistance to non-European countries the funds are to be provided for 
technical assistance and related programs rather than for development projects 
of the type which are bankable in the sense of directly increasing exchange earn- 
ings and contributing directly to the economic productivity of these countries. 
It is the view of the Council that where countries are in a position to service loans 
and the projects are of the appropriate type, the loan should be made by the 
estab.ished institutions, and projects of this type have been generally eliminated 
from the program. 

The National Advisory Council is anxious to save as much of the cost of tlhe 
mutual assistance program to the taxpayer as is possible consonant with the 
realization of the aims of mutual security. It does not favor the extension of the 
category of ‘fuzzy loans’’ whose repayment is dubious in any event. It, therefore, 
strongly urges that section 522 be not extended to the 1953 authorization. 

Very truly yours, 
Joun W. SNYDER, 
Chairman, National Advisory Council on 
International Monetary and Financial Problems. 
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Mr. Javirs. May I continue? 

Chairman Ricuarps. Mrs. Bolton wanted to ask a question. 

Mr. Javits. I will be glad to yield. 

Chairman Ricwarps. Go right ahead, Mr. Javits. 

Mr. Javirs. Is it not a fact, Mr. Overby, to take up Mr. Vorys’ 
question, that you would find in order to do the engineering you would 
have to lend the money for the purpose of developing mineral sources, 
and so forth, before you could get into the matter of seeking repayment 
for loans, and so for ah, for military purposes or for consumption goods 
purposes in terms of strategic materials? 

Mr. Oversy. For strategic materials I think you would have to 
have engineering surveys and mineral surveys as to the situation. If 
you are talking general loans, sir, of course, the engineering has to 
take place before, let us say, a hydroelectric or port facility project 
could be done. 

Mr. Javirs. I would like to supplement Mr. Vorys’ point by 
pointing out you have to have money to develop these raw materials 
sources even if you are ultimately to be paid in raw materials—— 

Mr. Vorys. Will the gentleman yield? You have a billion or so of 
counterpart that the NACIM could advise to be used for that very 
purpose, so that it would not all necessarily require additional loaned 
money. 

Mr. Javits. Not all, but you would still have to buy machinery in 
probably other currencies. 

Mr. Overby, I have a very pointed question and I want your opinion 
on this. We have heard a lot about the so-called International 
Finance Corporation. It is my proposal to offer an amendment to 
the committee to devote $100 million of whatever we provide by this 
bill to American participation in an International Finance Corporation. 

I realize the bank is going to make a report on that to the United 
Nations. But the time schedule is such that this bill may not be 
around for consideration when you make your report and this whole 
thing may go over a year for that reason. Could you tell us possibly 
two things: (1) About the need of an International Finance Corpora- 
tion, speaking solely as an American official; and (2) what it could 
accomplish and the desirability of American participation in it? 

Mr. Oversy. Mr. Javits, I would like to be more definitive than I 
am afraid I am going to be and I think you would like me to be more 
definitive than 1 am going to be. The position is about as follows: 
As you state, the management of the bank is now giving consideration 
to the kind of report they should submit to the Economic and Social 
Council regarding the request of the Council for an opinion of the 
bank as to the contribution that an International Finance Corporation 
could make to the problem of development in underdeveloped coun- 
tries. 

I think, sir, it would be premature of me to express more than a 
general observation on that. The report will have to be considered 
by the other member governments of the Economic and Social Council 
as well as the United States Government. The attitude of the gov- 
ernments is not known, the attitude of the private investing communi- 
ties throughout the world is not known 

There is some indication that some private business interests would 
take a dim view, if I may use that phrase, of an affiliate, let us say, 
of the International Bank, called the International Finance Cor pora- 
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tion, to engage in private equity investment abroad and to engage in 
loans without the guaranty of member governments. 

I think the proposal has been made that such a corporaticn could 
be useful. I think in determining how useful it could be one has to 
take into account some of the obvious questions. 

For example: Should an intergovernmental organization be in the 
private equity investment field? I think this is a question on which 
member governments of the Economic and Social Council and private 
interests should have an opportunity to express their views. 

I think there are a range of considerations in approaching this 
subject of an International Finance Corporation which need to be 
explored. 

The administration, as you know, is interested in exploring every 
possibility which would help in the resumption of private investment. 
We have felt it would be desirable to encourage private investment 
as much as we could and to the extent that the need was not filled by 
private investment that the International Bank or the Export-Import 
Bank might provide financing. 

When you get into the field of private equity investments, you get 
into, of course, a somewhat more complex field. It may well be that 
one could encourage some private investment to participate with 
such an International Finance Corporation in making desirable equity 
investments throughout the world. 

I think at best the subject has to be approached on a very modest 
basis and as an experiment rather than with any exaggerated expecta- 
tion of what might happen. I think it would be unwise to have very 
exaggerated expectations of what might happen, because it could only 
lead to disappointment, not only among those who were sponsoring 
it, but among the countries that might expect they would benefit from 
it. I think there are a whole range of considerations that should be 
thought of. 

It would be premature for me to give any present United States 
administration view on the subject. We are awaiting a report from 
the Bank. We want to study the matter and give the members of 
the Economic and Social Council and the other governments an 
opportunity to study it. 

We do not know what their views are or what the views of the private 
investing communities are, not only in the United States but elsewhere. 
] am sorry if that is not responsive. 

Mr. Risicorr. In view of your previous statement that vou made a 
loan to the Dutch Airlines that the Chase National Bank participated 
in, What were the mechanics of the deal whereby Chase came in and 
participated? Was that discussed before their participation? Was 
the loan made first and then Chase offered a part of it, or was it a joint 
enterprise from the start? 

Mr. Oversy. Chase in this case was pretty much in on the matter 
from the beginning. Before the loan was finally made from the Bank, 
Chase had undertaken to take approximately one-half of the loan. 
But I should make clear this was not equity financing. This was a 
loan to purchase aircraft. 

Mr. Risicorr. | do not understand the gentleman from New York 
being entirely of the feeling that this should be equity financing alone. 
I do not understand that that is what he is driving at. 

Mr. Javirs. It is just an element. 


96908—52 39 
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Mr. Oversy. The talk about the International Finance Corpora- 
tion, as I understand it, is that it could make loans without the 
guaranty of a member government, or participate in private equity 
financing. 

Mr. Risicorr. Chase National Bank certainly would be considered 
part of a private banking svstem and certainly would believe in the 
capitalistic system? 

Mr. Oversy. I am sure they would. 

Mr. Risicorr. Would Chase have gone into this deal if your Bank 
had not been in it? 

Mr. Oversy. I think there are some opportunities for enlisting 
private capital on a sharing basis, on loans such as the loan to the 
KLM. That, however, was a pretty short term loan with a pretty 
good rate of interest. 

Mr. Risicorr. Depending on the risk; we understand that. I 
assume that you people, in answer to our chairman’s inquiry, are 
running a bank and running it like a bank, and therefore | assume you 
have talked to private bankers about this general subject? 

Mr. Oversy. Yes. 

Mr. Risicorr. What is the general attitude of the private investing 
community toward this type of a project? 

Mr. Oversy. Toward an International Finance Corporation? 

Mr. Risicorr. Either the International Finance Corporation could 
make its loans by itself or would have the authority to call in and have 
a participating interest with private lending institutions. 

Mr. Oversy. I think the best answer I can give you is that it is 
mixed and intense. There are some private investors who think there 
may be opportunities that could be developed in which they could 
share and that it might be good to have an international organization 
in the business because it might help them in their relationship in a 
foreign country. 

I think, on the other hand, it is fair to say that insofar as private 
sentiment has been tested, there is also a group which is just dead-set 
against it in principle and does not believe it is desirable for an inter- 
governmental organization to get into the business of private equity 
investments. 

Mr. Rreicorr. Wouldn’t we be able to sense the feeling of the 
community by indicating which institutions would be willing to 
have this International Finance Corporation and would participate 
in it and what type of institutions are dead-set against it? Is that a 
matter of record? 

Mr. Oversy. It is a matter of confidential investigation on the 
part of the bank. 

Mr. Risicorr. I am just curious. Would it be proper, do you 
think to give it to the committee off the record in executive session so 
we could sense what the private banking community was thinking 
about? I think it might be of some assistance to us. 

Mr. Oversy. May | be permitted in that connection to check with 
the management of the bank which has made some of the investiga- 
tions and ask them? I would not want to comment. 

Mr. Rrercorr. | think it might be helpful in our thinking if we 
could get the feeling on this. 

Chairman Ricuarps. Will you check and see if you can get that 
in the manner it was stated? 














Pe ee 


MUTUAL SECURITY ACT EXTENSION 601 


Mr. Oversy. I will check with the management of the bank. 

Mr. Rrsicorr. This will be part of the record and in executive 
session. 

Chairman Ricuarps. If so, it could be treated as in executive 
session. 

Mr. Javits. Mr. Overby, it is a fact, is it not, that somehow we 
must reverse the declining trend of private foreign investment if we 
are to avoid continuing and increasing the demands upon the United 
States for intergovernmental aid? 

Mr. Oversy. I would hope we can reverse the trend. 

Mr. Javirs. And this International Finance Corporation is a tech- 
nique, a means for reversing the declining trend of foreign investment? 
Mr. Oversy. I think opinions differ on that subject, Mr. Javits. 

Mr. Javits. As a means? 

Mr. Oversy. I think it is being considered by its proponents as a 
means to enlist participation in private equity investment and loans 
without Government guaranty. I think it is fair to say it is also re- 
garded by some people as giving undue, possibly undue—-I do not wish 
to overstate this—encouragement in more liberal terms in extension of 
loans or granting of private equity investment than private capital 
itself would be willing to do. 

One of the fears that might be expressed in this connection is whether 
you encourage countries to take the measures to qualify for private 
capital by supplementing the existing international machinery with an 
International Finance Corporation which might make its loans with- 
out guaranty or make private equity investments, or whether such 
devices discourage countries from taking the steps that some people 
regard as necessary for the countries to qualify for direct private 
investment. 

I think those are some of the considerations that have been men- 
tioned. 

Mr. Javirs. This project originated in the International Develop- 
ment Advisory Board report, did it not? 

Mr. Oversy. So I understand. 

Mr. Javits. Do you, as a representative of the United States on the 
Council, speaking of the Council, have any opinion as to the better 
utilization of the Monetary Fund’s resources and of the bank and the 
fund that are being made now? We had a witness here for the fund 
and it was pretty clear that the fund was not too active right now. 
Do you people have any better idea how those resources could be 
utilized in relation to what we have been discussing in your testimony 
this morning? 

Mr. Oversy. That is a leading comment, since I was the former 
Deputy Managing Director of the International Monetary Fund. 

First of all, 1 should make clear my position relating to the National 
Advisory Council. The Council consists of six members: The Secre- 
tary of the Treasury, the Secretary of State, the Secretary of Com- 
merce, the Chairman of the Federal Reserve Board, the Chairman of 
the Export-Import Bank, and the Mutual Security Director. They 
are the Council. It is a group of six men. Iam the alternate to the 
Secretary of the Treasury, and also as United States Executive 
Director of the Bank I look to the Council for policy guidance. 

To address myself to your question about the fund, Mr. Javits, 
I think in the International Monetary Fund we must remember we 
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have what is really an international treaty and an international agree- 
ment. It is an agreement for a code of fair practices in the exchange 
field, an international agreement—and off the record if I may, Mr. 
Chairman 

Chairman Ricuarps. Yes. 

(Discussion off the record.) 

Mr. Overry. It is an international agreement under which the 
member governments have contracted to try to work toward the 
removal of exchange restrictions, to try to work 

Chairman Ricuarps. Mr. Overby, we are in open session here, you 
know. ; 

Mr. Overry. I thought this was executive. 

Chairman Ricnarps. If you do not want to complete that state- 
ment, it is all right. 

Mr. Overry. I did not realize we were in open session. I will go 
ahead with the statement if I may, that I think the International 
Monetary Fund does represent an important agreement in which 
the member countries have undertaken to try to work toward a better 
balance in exchange and monetary affairs and trade matters. 

They have undertaken to try to take steps to remove their exchange 
restrictions. There is a provision for annual consultation with the 
fund as to the removal of their exchange restrictions. There is an 
opportunity for a consultation with the countries as to their general 
financial and monetary policies. 

I think, Mr. Javits, it would have been very easy for the Monetary 
Fund to have loaned more money. That would have been the simplest 
thing in the world. 

I think the fact that the fund has extended accommodation of 
approximately $850 million, which is, incidentally, about equal to 
what the bank has disbursed, is not an indication that they have not 
done what they should have done. I think we could very easily have 
had that figure doubled, tripled, or quadrupled. The question is 
whether it would have been wise to do so. 

In the original concept of the fund it was hoped that the fund 
would. be able to move its member countries in the direction of con- 
vertibility of currencies and freedom from exchange restrictions, which 
were the declared policies of the United States Government. It was 
certainly the hope and expectation that in the International Monetary 
Fund agreement was enshrined the kind of foreign economic and 
financial policy objectives that the United States deemed important, 
which was to get realistic exchange rates and procedures for the 
countries, in order to get them to move in the direction of freedom 
from exchange restrictions, to try to get them to reach an equilibrium 
in their international balance of payments. 

The world has not turned out to be the kind of world that was 
envisaged. I think, sir, it would be a grave mistake to feel that the 
fund has not been a useful instrument and is not going to continue to 
be a useful instrument. 

I think that the fund, for example, not only does financial lending— 
$850 million approximately—but also engages in technical assistance. 
It has consultations with its member countries about their general 
balance-of-payment positions, about the efforts they are taking to deal 
with inflation, about the measures they might take in the field of 
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credit, in the field of investment, in a whole range of fields, how they 
eould deal with their international financial and monetary problems. 

The fund has engaged in a lot of useful consultations with these 
countries and has sent missions to these countries. I think it serves 
importantly the long-run economic- and financial-policy objectives of 
the United States Government—I suppose those have not changed 
basically since the end of the war in the sense of our hope of the kind 
of world we would like to have—free from restrictions and with a 
balanced international economy attained. 

I think it would be a mistake to think that the fund cannot serve a 
very vital and useful purpose. The fund involves, as you know, sir, 
not only questions of exchange rates and other matters, but it covers 
questions of exchange restrictions and restrictions on trade insofar 
as they are exercised through exchange licenses or have an exchange 
aspect. 

You get into some difficult and important questions of discrimination 
in exchange policy and trade policy. The fund does give you an 
international forum for consultation on these problems, for the adjust- 
ment of them, the amelioration of them, and a forum where you can 
work them out without the kind of economic warfare and the dog-eat- 
dog tactics that we used to have. 

make that statement on the fund because I think the fund is very 
important, and that in our present preoccupation with the very real 
present problems we must not lose sight of our long-term objectives 
and long-term needs. 

Mr. Javits. Thank you. 

Chairman Ricuarps. Are there any questions on this side? Mr. 
Carnahan. 

Mr. Carnanan. | wonld like to ask this: You state foreign lending 
abroad is decreasing. Were you referring to foreign lending by 
American private concerns? 

Mr. Oversy. American private investment. 

Mr. Carnanan. How about other foreign countries that might be 
in a position to make foreign loans; are they reducing, too? 

Mr. Oversy. Well, sir, there have not been very many other foreign 
countries which have been making loans abroad recently. 

Mr. Carnawan. Canada, for instance? 

Mr. Oversy. Canada has quite a capital inflow. Canada has been 
a heavy recipient of capital in the last 2 years largely for the develop- 
ment of oil deposits and iron-ore deposits. There is a real @apital 
inflow going into Canada, largely from American sources. There have 
not been many foreign countries extending credit or making invest- 
ments. 

Mr. CarnaHan. Would you care to comment on the payment of 
the loans that the bank has made? Some of those must be current. 
Just a general statement as to the payment of the loans. 

Mr. Grane. The payments due have not been very great to date. 
They are on ciate. I think the figure is about $9 million of 


poe, but that is because the amortization payments do not 
egin until some time after the loan is made. But payments due to 
date have been made. 

Mr. Carnawan. The loans are current? 

Mr. Oversy. Yes, sir. 
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Chairman Ricuarps. Mrs. Bolton, did you want to ask a question? 

Mrs. Bouron. To go back to the Near East, what, if any, loans; 
have been made to the countries of the Middle East, Iran, Iraq, 
Israel, Egypt, Jordan, and so forth. 

Mr. Oversy. By the International Bank? 

Mrs. Bouron. Yes. 

Mr. Oversy. Yes, there has been a loan to Iraq for flood-con- 
trol purposes. 

Mrs. Bouton. Has anything been done with it? 

Mr. Oversy. The project is under way. The disbursements on 
the loan are two-million-odd dollars out of $12.8 million. The proj- 
ect is going ahead. 

Ethiopia has received loans for rehabilitation of her road system 
for a development bank to extend loans to industries internally, and 
for the rehabilitation of the telephone and telegraph system. 

Mrs. Boron. What about Iran? 

Mr. Oversy. There have been no loans to Iran. There has been 
a loan to Turkey—there have been two—one for the construction 
of grain storage facilities and port construction and development. 
There has also been a loan approved for a development bank, to 
develop private industry. That is in Turkey. 

Mrs. Botton. What happened to the negotiations that were under 
way in Iran for an irrigation system, and so on? 

Mr. Oversy. There were surveys and investigations being made 
but the oil controversy has rather overshadowed other developments 
at the moment. 

Mrs. Bouton. They have stopped? 

Mr. Oversy. The matter is in a state of suspension. I think that 
is the best way to express it. 

Mrs. Boron. In Iraq, that project is supposedly finishing when? 
How rapidly is it progressing and when are we going to have results? 

Mr. Overry. May I submit the answer to that? It will take 2 or 
3 years at least. 

(The following information has been supplied by Mr. Overby for 
inclusion in the record at this point:) 

The original schedule provided for completion of the Wadi Tharthar project 
(Iraq) in 1955 but due to delay in starting construction it is now expected that 
the project will be completed sometime in 1956. 

Mrs. Botton. I know it is also the richest soil in the world and can 
feed millions of people. What about Syria? Is there anything going 
forward there? _ 

Mr. Oversy. The bank is negotiating with Syria. 

Mrs. Botron. Israel? 

- Mr. Oversy. Israel is not a member of the International Bank. 

Mrs. Botron. What of Egypt? 

Mr. Ovrersy. There have been discussions with the Egyptian au- 
thorities about various development projects. Those discussions, I 
think, will be resumed within a few months. No loan has been granted 
as of now. 

Mrs. Boiron. Jordan? 

Mr. Oversy. Jordan is not yet a member of the bank. It will be 
shortly, that is, I would expect it to be within a few months. 

Mrs. Boiron. What do you have to be to be a member? 
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Mr. Overy. You have to be a government capable of undertaking 
obligations, that is, a duly constituted government. You have to 
apply for membership. Your membership application is then con- 
sidered. You must be a member government of the fund also. Itisa 
joint application in effect. 

After due consideration of the financial and economic conditions of 
the country a determination is made as to its subscription to the bank 
and its quota in the fund, and then assuming the other member govern- 
ments have approved, the country is admitted to membership and 
pays, in the case of the bank, 2 percent in gold or dollars and, hope- 
fully, 18 percent of its subscription in its local currency. 

Mrs. Boiron. Have both of the countries, Israel and Jordan, 
applied? 

Mr. Oversy. Jordan has applied, and the application has been 
approved. Israel has not applied for membership. 

Mrs. Boiron. The other day I was going through a lot of material 
which comes over my desk constantly, and came upon a bulletin which 
I read carefully. It is called Economic Horizons. In it there was 
mention of a development of a rayon factory is Israel. The Export 
Bank of Japan was assisting in the financing of it. What in the world 
is the Export Bank of Japan? 

Mr. Oversy. Mrs. Bolton, I do not know, unless it is a private bank. 
bette is nothing, of course, to prevent anyone in Japan or a bank any 
place 

Mrs. Botton. Would it trouble you too much to find out? 

Mr. Oversy. I can try to get the answer to that and supply it. I 
just do not know. 

Mrs. Boiron. I was amazed. I put it up to one of the heads of our 
agencies the other night, Averell Harriman, and he had never heard 
of it. 

Mr. Oversy. Could it be the Export-Import Bank of the United 
States? 

Mrs. Boiron. The Export Bank of Japan. 

Mr. Oversy. I will try to look that up for you. 

(The information referred to is as follows: ) 





Export-Import BANK or JAPAN 


The Export-Import Bank of Japan is wholly owned by the Japanese Govern- 
ment. It opened for business on February 1, 1951, under the name, Export 
Bank of Japan. The Japanese Diet on March 26, 1952, enacted an amendment 
to the original export bank law which broadened the functions of the bank and 
changed its name to Export-Import Bank of Japan. The presently authorized 
capital of the bank is 21 billion yen, of which 9 billion ven was paid up at the end 
of January 1952. At the official rate of exchange of 360 yen to the dollar, 21 bil- 
lion yen is equivalent to about $58 million. At the end of January 1952, the bank 
had slightly over 6 billion yen outstanding in loans and discounts. 

The purpose of the bank is to provide a type of export and import financing not 
customarily provided by the commercial banks. It aids in financing long-range 
production for export of such items as plant and equipment, ships, rolling stock, 
and other goods requiring more than short-term financing. Financing of imports 
is limited to raw materials or other goods contributing to the expansion of Japanese 
exports. The bank provides credit by rediscounting eligible paper held by com- 
mercial banks, or by lending direct on a participation basis with commercial 


banks. 


Mrs. Bouron. Thank you very much. Thank you very much 


Mr. Chairman. 
Chairman Ricnarps. Are there any other questions? Mr. Smith. 
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Mr. Smiru. What do you consider to be ‘technical assistance’’? 
We hear that term used constantly. What limitations, if any, are 
there upon the loans you make, or what criteria do you use in consider- 
ing whether or not an application for loan is of a technical character? 

Mr. Oversy. Sir, the term “technical assistance” originally meant, 
I believe, the provision of what is now called expertise, that is, various 
experts would go to a country to assist in a technical sense in the field 
of agriculture, in the field of health, or whatever field it may be. 
That was the original meaning of technical assistance. 

Mr. Sairu. Is a power project, a dam project, considered technical 
assistance? 

Mr. Oversy. I understand technical assistance has been extended 
in some cases to include facilities that were incidental to it and were 
part of the development program, sir. 

Mr. Smiru. That is about the size of the program today, is it not? 

Mr. Overny. As far as the International Bank is concerned, when 
we refer to ‘“‘technical assistance,’’ we refer to missions that are sent 
out, both comprehensive survey missions and other missions, in order 
to help these countries on a given problem they have or to make a 
comprehensive survey of their economic position. 

The projects for which we have made loans cover, as I indicated, 
electric power projects, port facilities, and so forth. 

Mr. Suirn. T oll us something about the mechanics of these applica- 
tions. Do they come directly from the applicant or are they sug- 

ested by the missions we send out, “‘that X country should have this 
icind of development or that kind of development’’? 

Mr. Overy. It comes in either fashion, sir. The Government of 
the country, its financial representatives, may come to the bank or 
may write to the bank in the first instance and suggest they would 
like to have the bank consider a loan for given purposes. 

It could easily arise from a mission being sent to the country at the 
invitation of a member government to survey the situation in the 
country to consider its broad problems of economic development, and 
it could easily originate from the survey of that mission of the bank, 
that certain projects seem to be the most desirable for financing. 

Mr. Smiru. In the field of making these loans, you mentioned the 
fact that they are on the down grade, at least from the private invest- 
ment angle; as a matter of fact, governments today are usurping the 
field of investment, are they not? You do not have the old-fashioned 
give and take as between individuals; is that true? 

Mr. Oversy. Things have changed quite a bit. We hope certainly 
there can be a resumption of private lending and private foreign 
investment, and no one hopes it more than I do, sir. 

I think in this field of international finance through intergovern- 
mental activities, you always have to keep in front of you the objective 
of trying to restore the channels of private investment and private 
lending, and steer that difficult course that I tried to refer to before, 
of not discouraging private investment or private lending, but trying 
to help create the conditions under which you can, in fact, have 
private lending. 

Mr. Smiru. Of course, we are drying up the fields of investment 
money by taxation, and there is a reluctance on the part of individuals 
who have money to invest unless they are guaranteed that there is 
going to be political stability. I think you referred to that awhile ago. 
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Mr. Oversy. I think unfortunately one of the greatest impediments 
to lending abroad is, of course, the political insecurity, which impedes 
a great deal of investment. 

r. SmirH. To what extent, then, have the investments we have 
been making in this field tended to stabilize political conditions? 

Mr. Oversy. I think, sir, they have helped. 

Mr. Smirx. Do you have in mind any particular country? 

Mr. Overny. I would say in general in Europe the program that 
has been followed has in my opinion tended to help things. 

Mr. Smiru. Do you think it has helped the situation to any great 
degree in France or Italy? 

r. Oversy. I think the conditions might have been considerably 
worse, sir, without the program that has been followed. 

I think in the other areas of the world where the International 
Bank has made more of its recent loans, in Latin America and the 
Middle East and Asia, I think the fostering of economic development 
there through these loans has been a very useful thing. 

Mr. Smirx. At the present time, does the bank have any survey 
missions out in the field and, if so, how many and where? 

Mr. Oversy. May I check that one? 

Mr. Situ. I would like to have that information. 

Mr. Oversy. And put it in the record. 

Chairman Ricuarps. Will you do that, please. 

(The material referred to is as follows:) 


DESCRIPTION AND PRESENT Status OF INTERNATIONAL BANK MISSIONS 


Bristish overseas territories—J amaica.—The bank has sent a mission, consisting 
of a chief and experts in economics, industrial development, and agriculture, to 
Jamaica. 

Ceylon.—The general economic survey mission has returned from Ceylon and 
is preparing its report. 

Colombia.—Two representatives of the bank are now in Bogota for discussions 
with Government officials on steps being taken to implement the development 
programs recommended by the Committee on Economic Development. 

Guatemala.—The bank is awaiting a reply from the Government concerning 
the nomination of a geologist to do a study of water storage and drainage in con- 
nection with potential power sites. 

Iraq.— The report of the Rooth mission was presented to the Government in 
February. 

Netherlands overseas territories—Surinam.—The report of the bank mission to 
Surinam is in preparation. 

Nicaragua.—Two members of the bank’s staff are assisting the Government in 
planning and implementing various phases of that country’s economic develop- 
ment program. A third member of the bank’s staff made a short visit to Nica- 
ragua in February to advise on transportation problems. 

At the request of the Government the bank has made nominations of possible 
candidates for the post of adviser to the projected development institution. 

Pakistan.—A member of the bank mission is continuing negotiations in Karachi. 

Dominican Republic.—In response to a request from the Dominican Republic, 
the bank is sending a small general-purpose mission for a preliminary study of the 
Government’s development plans. It is expected that the mission will visit the 
Dominican Republic in late April. 

Chairman Ricnarps. We have one more witness this morning. 
We will hear this witness before 1 o'clock. Mr. Hays. 

Mr. Hays. Perhaps the question has been answered while I was 
out. Has the bill passed by Congress with reference to guaranties 
for convertibility been of any assistance in the program? 

Mr. Overry. Well, sir, there are others with Mutual Security who 
could speak on that perhaps better than I. I think perhaps there 
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has not been a great use of the guaranty privilege. As I remember, 
the amount of ROA guaranties was less than $50 million. 

Mr. Hays. Are you limited by the charter to loans to under- 
developed countries or to any member country that might qualify? 

Mr. Overry. The International Bank can make a loan to any 
member of the bank, which includes countries in Europe, the Middle 
East, Far East, and North and South America. 

Mr. Hays. It could lend to the United States, as a matter of 
theory. 

Mr. Overry. That is correct. The United States could apply for 
a loan. Under present circumstances, it would be a slightly anomal- 
ous situation to have that arise. 

Mr. Hays. Of course, under our old concept of sovereignty, which 
we southern Democrats say we still believe in, Arkansas could apply? 

Mr. Overry. Arkansas 

Mr. Hays. I will withdraw that question. 

Mr. Overry. Unless you wish to consider it a sovereign State. 
It is not a member of the bank per se. 

Chairman Ricuarps. Would you consider those rocky mountains 
good security? 

Mr. Overry. There is reported to be quite a bit of quality in 
those hills. 

Mr. Hays. That is all. 

Chairman Ricwarps. Mr. Carnahan. 

Mr. Carnanan. Could I ask one more question, Mr. Chairman? 
Is the decline im foreign loans due to the lack of private funds to be 
loaned? 

Mr. Oversy. I think there is a lot of money that might go abroad 
if investors felt the conditions were suitable, sir. 

Mr. CarNnanan. It is not, then, for lack of funds? 

Mr. Oversy. I do not believe it is for lack of funds held by private 
investors and private companies. I think political risks and the 
other factors that are obstacles to private investment, have entered 
into the minds of people in this country. 

Mr. Carnauan. That is all, Mr. Chairman. 

Chairman Ricuarps. The question was asked you just a moment 
ago by Mr. Smith as to whether or not the activities of your bank 
dry up the field for private investment. In your opinion, do they 
have a tendency to dry up the field or irrigate the field? 

Mr. Oversy. I think the International Bank activity has not 
tended to dry up the field of international investment. I think so 
far, in my judgment, it has helped to irrigate the field, to use your 
words. 

Mr. Curperrie.p. How about flooding the field? 

Chairman Ricuarps. Are there any other questions? Thank you, 
Mr. Overby. 

We have as our next witness Mr. John C. Lynn, legislative director, 
American Farm Bureau Federation. We also have our old friend, 
Mr. Gwynn Garnett of the American Farm Bureau Federation. 
Mr. Lynn, I see you have a statement here. Do you intend to read 
the entire statement or place it in the record? 
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STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, AMERICAN 
FARM BUREAU FEDERATION 


Mr. Lynn. We would like to highlight this proposal. 

Chairman Ricwarps. All right, sir. Proceed. 

Mr. Lynn. We appreciate this opportunity to present our views 
to this committee with regard to the Mutual Security Program. The 
statement we have here is composed of three parts. First, we try to 
explain the recommendations of the voting delegates with regard to 
this program. Second, we accompany the statement with a series of 
charts to illustrate what we mean. Third, we have attached append- 
ices to the statement with five specific amendments to this bill that 
would save about $2 billion from the amount asked for in H. R. 7005. 

Last December, the American Farm Bureau Federation’s voting 
delegates, representing 1,452,000 farm family members from 46 
States, met in Chicago and again gave considered attention to ques- 
tions of policy involved in United States foreign aid programs. 

They outlined, in the form of resolutions, those principles that 
farmers believe should be the basis for sound foreign aid programs, 
and which would best serve both the long and short term interest 
of the United States and friendly nations. 

We are all deeply concerned with the defense of the United States. 
This is a concern for the defense of the idea of personal liberty so 
intimately a part of the history of our country. The concept of in- 
dividual liberty, the dignity and worth of the individual depends for 
its survival upon the United States. There is no other country nor 
combination of countries today which have the ability to protect 
individual freedom against the present threats except as they join 
with the United States. 

Upon the economic and moral strength of the United States lies 
the hope of the world for preserving freedom and liberty. It is our 
firm conviction that our own strength depends upon our system of 
private property, incentive, and reward for the individual citizen within 
a free-choice system. 

We start with the proposition that our best and most effective 
defense is to maintain this American free-choice system. To do so we 
must avoid the pursuit of national policies whose consequences are 
Federal deficits, cheapening money, and Federal controls which destroy 
the free-choice system. As a nation we must devise new procedures 
under which the magnitude of the cost of our essential domestic and 
foreign programs can be held to what can be paid for without resort 
to direct inflation which results from Federal deficits. Otherwise 
there is danger that the methods we use to secure our freedom from 
without may destroy those same freedoms within. 

The primary purpose of the Mutual Security Program of the 
United States is to expand and defend freedom. This includes our 
own. 

No nation is secure without a dependable food supply from friendly 
sources. One-third of the food for the people of Western Europe 
must be imported. Supplies available to cover these requirements 
are just not available this side of the iron curtain and outside of the 
dollar area. This necessity requires not only available supplies in the 
international market but a domestic production adequate to pay for 
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these supplies and the sort of. trade among the nations of the west 
which is consistent with this necessity. 

The joint defense of freedom in America and among all members 
of the free world depends basically upon the free citizens’ will to 
defend. The morale of people is a natural consequence of increasing 
progress resulting from the intelligent application of the techniques 
of free people to the problems of production and distribution. With- 
out a framework of international relations which insures a supply of 
essential food and materials, and a means of paying for them, there 
can be no such determination on the part of the citizens of any 
country. 

It is our considered opinion that the Mutual Security Program, as 
now conceived, does not provide the foundations upon which a sound 
and enduring mutual security can be built. The American Farm 
Bureau Federation does not support the bill as it is now drafted, for 
the following reasons: 

1. The proposal relates the extraordinary military and economic 
needs of cooperating nations bilaterally to the resources of the United 
States rather than multilaterally to those of the free world. It is 
therefore unnecessarily burdensome to the United. States economy. 

2. The proposal provides and emphasizes military exports to the 
NATO area of products they should prepare to provide for themselves, 
with unemployed or underemployed capacities and resources; by 
failing to provide sufficient food and raw materials to cooperating 
countries, it forces them to bargain “‘defense support” with the very 
nations against whom the whole effort is addressed, in order to supple- 
ment the essential needs of their economies. 

3. The proposal would gear the European economy to dependence 
on United States industry when Europe’s basic dependence is rela- 
tively far greater on United States agriculture. Europe’s industry 
can be expanded far more than its agriculture with its limited land 
area. Domestically the proposal concentrates pressures of the foreign 
aid program on those sectors of the United States economy already 
most heavily burdened by our own defense program. If a dependent 
relationship of the European economy to American industry were in 
the long run to the mutual interest of both the United States and 
Europe, this approach would be worthy of support. The reverse is 
true. The long run mutual interest clearly relates the European 
economy to the American agricultural economy. This short run 
excursion in the opposite direction is indefensible. 

In short, we believe that the Mutual Security Program as now 
conceived will not provide a sound or enduring basis for United States 
security, it overlooks the nature of the basic problems of our partners 
in mutual security, and will endanger the solvency of our own economy. 

It is our conviction that incorporation of the principles developed 
by the American Farm Bureau Federation into the foreign aid bill 
will give the United States more mutual security and save nearly 
$2 billion in this year alone. We will present to the Foreign Affairs 
Committee an analysis of the Mutual Security Program and recom- 
mend amendments to it which would eliminate its basic weaknesses. 
With these amendments, the American Farm Bureau Federation will 
support fully the Mutual Security Program for 1952. 

As we understand it, the present proposal is to extend the Mutual 
Security Act of 1951 for 1 year. This would effect an extension of the 
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Greek-Turkish Aid Act of 1947, the Mutual Defense Assistance Act of 
1949, the Economic Cooperation Act of 1948 as amended, the Act for 
International Development, and others. To carry out these under- 
takings, an appropriation of $7.9 billion is requested; in addition $2.2 
billion is carried over. 

The proposals before you appear to be much the same as the Mutual 
Security Act of 1951 except that much more emphasis is given to mili- 
tary aid and correspondingly less to economic aid. The requirements 
for food, feed, fiber, coal, and other products, which are essential for 
the economies of individual cooperating countries, and which are over 
and above what they can pay for by normally earned dollars. pre- 
sumably are provided for indirectly by authority to transfer funds to 
European supernational agencies, by offshore procurement of mili- 
tary items, and by dollar payments for military installations. 

We do not seek advantage or privilege for agriculture as a whole, or 
for any commodity group within agriculture. Our record is clear. 
We have opposed consistently special-privilege legislation in this field 
such as the amendment which was proposed to earmark ECA funds 
for the purchase of agricultural commodities. We do believe, how- 
ever, that as citizens seeking the national interest and long-term na- 
tional security, we should point out some basic relationship problems 
between the United States and those nations encompassed by this 
Mutual Security Program which seem to us to have been overlooked 
completely or given far less emphasis than they deserve. 

We would like to make several points with respect to Western Eu- 
rope generally. This proposal requests nearly $6 billion for Western 
Europe in addition to some $25 billion aid for this area appropriated 
since World War II by the United States. This reference is made to 
illustrate the fundamental and enduring nature, as well as the magni- 
tude, of the problem of the relations between the United States and 
NATO area. 

The first point we make involves the impact of this program on our 
domestic economy although we could just as well start at the European 
end. The production of 1 acre of cropland in 10 in the United States 
goes to produce crops for export. One of the most important single 
factors affecting the American market for wheat, corn, cotton, soy- 
beans, peanuts, dairy products, fruits, tobacco, and others, has been 
and still is the United States export market, principally to Europe. 
Any major loss of export markets for farm products would cause 
drastic shifts in domestic production and supplies of all agricultural 
products. 

A second fact. we should like to discuss is even more important. 
In Western Europe, the food of nearly one person in three is dependent 
upon imports. This dependence in aggregate amounts to over 500 
million bushels of wheat, 300 to 400 million bushels of feed grains, 
50 to 60 million bushels of soybeans and peanuts, 1.0 million tons of 
rice, and 2% million tons of sugar, to name only the more important 
ones. In fact, their dependence for fats and oils alone expressed in 
terms of soybeans or peanuts would amount to the equivalent of 
300 million bushels. 

This is the residual dependence of Europe for imported foods even 
after very commendable increases have been made in their own 
production since the war. These figures, of course, must be approxi- 
mate but their general order and magnitude is right. 
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Now, in addition to these food dependencies to maintain a standard 
of living at the modest prewar level, the NATO area is dependent 
for its cotton, amounting to from 6 to 7 million bales per year, for 
about 600 million pounds of tobacco, and lesser quantities of other 
important agricultural commodities including fruit, wool, and others. 

Imports of coal, petroleum, and other raw materials are vital to 
West European existence, too; however, we wish to concentrate our 
attention in this statement on the matter of Europe’s agricultural 
dependence. So our second point is that the NATO area is inextri- 
cably dependent on imports of food, fiber, and raw materials. 

The third point we make on this matter is that the world supplies of 
agricultural products available to cover the increasing requirements of 
the NATO nations are generally diminishing year by year. This is 
particularly true of supplies from former European colonial dependen- 
cies in Asia, as well as from Australia and the Argentine. To a large 
measure it is now true, and indications are that it will become increas- 
ingly apparent, that these vital European requirements must come 
more and more from either the dollar area or the Communist ruble 
area. Supplies of these vital agricultural needs are just not available 
in sufficient quantities elsewhere. 

The accompanying charts on the international supply and movement 
‘of principal agricultural products dramatize the problem. These 
charts in summary bring out the fact that United States agriculture 
emerged from World War II with completely new relationships to the 
rest of the world. <A clear view of these new relationships has 
been clouded by postwar relief and reconstruction programs, and 
rearmament. These new relationships have yet to be incorporated 
into United States trade policy, foreign policy, or even domestic 
policy. 

It should be noted that these charts do not make it clear that 
while there has been a great reduction in the Communist nations’ 
exports to Western Europe, still the countries of Western Europe 
continue to receive very sizable supplies of grain, coal, and animal 
products and raw materials from behind the iron curtain. The 
Communists use Western Europe’s dependence for these products to 
bargain for the maximum war potential in the form of tin, rubber, 
machine tools, ball bearings, electrical and transportation equipment, 
and requisites for armaments. 

What we have tried to point out here is that United States agri- 
culture is geared to a very large European export market. Second, 
that Europe is and will continue to be dependent on very large imports 
of food and fiber. Third, that supplies to cover these vital require- 
ments are just not available this side of the iron curtain and outside 
the dollar area. Fourth, since the United States became a creditor 
Nation, payment by the European nations for these essential imports 
has been a basic problem. It remains the fundamental problem in the 
relations between these two great areas now and its solution is an 
essential prerequisite to any enduring mutual security involving 
Western Europe and ourselves. In the period from 1934 to 1938, 
United States exports to Europe averaged about one-half billion dollars 
a year more than imports from Europe. Since 1946 our exports to 
this area have averaged around $5 billion per year more than our 
imports. 





MUTUAL SECURITY ACT EXTENSION 613 


These four points concern the fundamentals of mutual security. 
Without a solution of the problems involved on an enduring basis, 
any mutual-security program is built on quicksand. 

The Mutual Security proposal of 1952-53, from its outward ap- 
pearance, seems to have been written without regard to these essential 
international relations. It deals with mutual security as though it 
were primarily a military operation rather than as put by the Com- 
mander of the NATO forces in Europe that there are three aspects of 
mutual security; first, the spiritual, which is the will and determina- 
tion of free peoples to defend liberty and to resist aggression; second, 
the economic side, which is the defense of the economic capacity and 
strength with which to support defense measures and at the same time 
provide for the economic well-being and stability of their countries at 
peace; and third, the development, organization, and equipment of the 
necessary military forces to which he referred as “the cutting edge of 
the nation that generates the power.” 

People must eat and be clothed. These are the prime requisites of 
existence. Governments of nations which are so dependent upon 
imports of food, fiber, and raw materials must aline their economies 
with permanently dependable sources of these necessities. Over the 
next 10 years the political alinements of Europe will tend to be oriented 
to a dependable source of those supplies which are essential for the 
maintenance of their economies. 

Europeans can make no f'rm decisions to aline themselves politically 
and militarily with the west until they can be assured of a dependable 
supply of food and raw materials from the west. This involves not 
only available supplies in the international market but a domestic 
production adequate to pay for these supplies. In addition, there 
must be the sort of trade among the nations of the west which is 
consistent with the foregoing necessities. 

Until this sort of trade is established Europe’s military defense will 
be weak because they are based on insecure economic foundations. 
The joint defense of freedom in America and among our members in 
the free world depends upon the will of free citizens to defend. In turn 
the morale of the people is a natural consequence of increasing progress 
resulting from intelligent application of the techniques of free people 
to the problems of production and distribution. Further, without the 
sort of trade which insures a source of food and a means of paying for it, 
there can be no such determination on the part of the citizens of West- 
ern Europe. 

The following illustrations dramatize the imperative need to develop 
a re designed to meet these needs: 

United Kingdom: The need for additional supplies of meat in the 
[ ‘nited Kingdom has necessitated additional imports of feed grains. 
Unable to sell sufficient of her exports to earn the dollars, the United 
Kingdom agreed last fall to buy from Russia 11,000,000 bushels of 
corn, 16,000,000 bushels of barley, 2,800,000 bushels of oats, and 
7,400,000 bushels of wheat. The British were required to pay in 
sterling expendable throughout the sterling area for rubber, tin, wool, 
and such manufactures and other products as were not on the pro- 
hibited list. 

Western Germany’s trade agreement with Hungary for 1951 
provided that Hungary sell $33 million of bread and fodder grain, oil- 
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seeds, sugar, fresh and canned vegetables, meat, pigs, cattle, and 
poultry. German exports to Hungary to pay for these foodstuffs 
included iron, steel, chemicals, machinery, and electrical equipment 

3. Sweden’s trade agreement with Poland for 1952 requires Poland 
to send $68 million in exports including 3,000,000 tons of coal, 
3,700,000 bushels of wheat, plus sugar, corn, and chemicals with 
Swedish shipments of $48.6 million in iron ore, ball bearings, and 
machinery with the difference paid by the Swedes in sterling. 

4. Denmark’s trade agreement with U.S. 5S. R. exchanges Danish 
manufactures, butter, and pork for rye, wheat, and oats essential 
for the Danish livestock economy. 

5. Egypt, whom the west desires to have cooperate in defending 
the Suez Canal, feels obliged to exchange cotton to Russia for wheat 
and cotton to Czechoslovakia for sugar, neither of which can be 
bought for sterling or are available in sufficient quantities outside 
the dollar area except behind the iron curtain. Europe needs the 
cotton badly but is unable to pay for these additional quantities from 
Egypt either in a foreign exchange which will buy what she needs or 
in commodities equally essential for Egypt’s economy. 

To summarize, the United States is sending industrial products to 
Europe under MSA, although Europe’s major need is for food and 
raw materials, and by such policy causes Europeans to supplement 
their supplies for such foods and raw materials by exchanging in- 
dustrial products and critical materials with iron curtain countries. 
The implications of these stark realities are not met in this proposed 
Mutual Security Program. 

It is our considered opinion that the program as now conceived 
does not make the contribution it could to either the short- or long- 
term best interests of the United States. Consequently the Ameri- 
can Farm Bureau Federation is withholding its support of the bill 
as now drafted. The reasons for this position are as follows: 

1. It relates the extraordinary military and economic needs of 
cooperating nations bilaterally to the resources of the United States 
rather than to those of the whole free world. It is therefore unneces- 
sarily burdensome to the United States economy. 

2. It pursues a policy under which the share of the burden of 
maintenance of mutual security borne by the United States is more 
likely to increase than to diminish. 

3. It provides and emphasizes military exports to the NATO area 
of products they should prepare to provide for themselves, with unem- 
ployed or underemployed capacities and resources. These same 
countries and allies must buy many materials either from the dollar 
area or from iron-curtain countries. In case they are forced to buy 
from the latter, they must pay with war potential. The whole pro- 
cedure results in new and additional requests for direct military 
assistance from the United States. 

4. Finally the present proposal would gear the European economy 
to dependence on United States industry when Europe’s basic depend- 
ence is relatively far greater on United States agriculture. Europe’s 
industry can be expanded far more than its agriculture with its limited 
land area. Domestically the proposal concentrates pressures of the 
foreign-aid program on those sectors of the United States economy 
already most heavily burdened by our own defense program. 
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If a dependent relationship between the European economy and the 
American economy, placing primary reliance upon European imports 
of United States industrial products, were in the long-run mutual 
interests of both the United States and Europe, this approach would 
be worthy of support. However the reverse is true. The long-run 
mutual interests clearly relate the European economy primarily to the 
American agricultural economy. The short-run excursion in the oppo- 
site direction provided for in the bill before you is indefensible. 

There is, and will continue to be, a complimentary relationship 
between our industrial economy and that of Europe. This needs to be 
understood and encouraged. However, the facts we have presented 
are primary considerations at this time and simply must not be over- 
looked. The proposals upon which these hearings are being held by 
the committee offer no rea! solutions. We have tried to do so. 

The cost of the foreign-aid program to United States taxpayers will 
be substantially reduced if the direction of our policy is to help the 
NATO nations use their own manpower, resources, and skills increas- 
ingly to provide their own military requirements and to aid them to 
obtain food and raw materials which will make it possible for them to 
do so. 

In short, we believe that the Mutual Security Program as now con- 
ceived will not provide the best basis for United States security, over- 
looks the nature of the basic problems of our partners in mutual 
security, and will endanger the solvency of our own economy. 

As pointed out in the beginning of this statement, the American 
Farm Bureau Federation members have for several years been giving 
increasing attention to United States policies in connection with 
foreign aid. We certainly would not have you believe that our pro- 
posals offer a panacea to these great and complex international prob- 
lems. We do believe that the propositions presented herein offer 
sounder and better solutions than those before you. 


RECOMMENDATIONS 


Suggested amendments to accomplish the foregoing are appended. 

Adoption of the policies set forth in this statement would clarify 
and strengthen the Mutual Security operations by providing for three 
separate and distinct kinds of foreign aid and emphasize the natural 
interdependence of European and American economies. American 
Farm Bureau policies provide: 

1. Military contributions: All military contributions would be pro- 
vided under a single military program (MDAA of 1949). It would 
emphasize production of the maximum amount of military hardware 
in Europe where there are great potentials for increasing productive 
capacity. It would make the necessary United States military con- 
tribution to mutual defense with a minimum dollar outlay; with a 
minimum reliance on United States resources and a maximum reliance 
on those of cooperating nations. 

2. Technical assistance: Dollar appropriations made available for 
technical assistance would be limited in their use to the export of 
United States know-how, to the exchange of technical knowledge and 
skills, for increasing production, and improving living standards 
among cooperating countries. It would provide for coordination of 
all technical-assistance programs under a single administrative agency. 
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3. Economic program: Economic programs would be operated on 
a sound and businesslike basis. The United States would require full 
counterpart payment in foreign currencies for all economic aid. The 
United States could use these currencies to (a) supplement economic 
programs, military contributions, and technical-assistance programs 
of any cooperating country if these requirements could be procured 
outside the dollar area; (6) develop new sources of strategic materials; 
and (¢c) buy these materials for United States stockpiling for domestic 
use during emergencies or in the future as United States resources 
become depleted. 

Adoption of these policies would permit the Administrator of the 
Mutual Security Program, within the limitations fixed by the Con- 
gress, to do everything he is now authorized to do under existing legis- 
lation. In addition, they would permit him greater flexibility in 
operation by permitting accumulation of counterpart funds in one 
country and use of them in another where they could be utilized to 
greater advantage. Furthermore, where aid was needed for mutual 
security, but could not otherwise be provided within the limits of 
dollar appropriations, he would have the opportunity to use foreign 
currencies deposited to the account of the United States whenever the 
requirements could be procured outside the dollar area. Still further 
the United States eventually would receive stockpiles of essential 
materials in repayment. The American Farm Bureau Federation 
proposals facilitate the exchange of preducts the United States can 
produce in abundance and are vital to others for products others can 
produce in abundance that will become vital to United States needs. 

Thus most important of all, American Farm Bureau proposals pro- 
vide the framework of international economic relations within whieh 
industrial countries like the United Kingdom, Germany, Belgium, 
Japan, and many others with whom we cooperate in mutual defense, 
can be held within the free world. Without such opportunities, 
these nations will orient their economies more and more to other 
sources of food and raw materials as well as for markets for their 
manufactured products to pay for the supplies they need. Their 
political orientation will follow. 

Adoption of these principles will give the United States more mili- 
tary security, economically stronger allies with greater reason to 
defend themselves and save nearly $2 billion in this 1 year alone. 
We hope the committee will study critically these proposals and 
incorporate them into the bill. 


APPENDIX I 
RECOMMENDED AMENDMENTS TO THE MUTUAL SECURITY ACT OF 1952 


1. Objective: (a) To facilitate a single agency and program through 
which to channel all United States contributions to mutual defense; 

(6) to emphasize the production of the maximum amount of military 
requisites among cooperating countries consistent with military ex- 
pediency. 

Amendment: Amend section 104 of the Mutual Defense Assistance 
Act of 1949 which might then read as follows: 


(a) No funds authorized for the purposes of this title shall be used for procure- 
ment at prices higher than those quoted in the United States, adjusted for differ- 
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ences in the cost of transportation to destination and for quality; (b) to the limit 
consistent with military expediency, and with the above, aid pursuant to this 
title shall be used to encourage the maximum production and/ or supply of mutual 
defense needs from among cooperating countries in order to make the minimum 
demands.upon the resources and economy of the United States, to give productive 
employment among cooperating tations and to give the people of each country a 
fuller sense of partnership in the common defense and to discourage overre liance 
upon the United States by cooperating nations. 

2. Objective: (a) To bring technical assistance programs of the 
Mutual Security Administration, the Technical Assistance Act, the 
Institute for Inter-American Affairs, and the coordination of these 
with the United Nations technical assistance programs, under one 
administrative agency : 

(6) to redefine technical assistance as the export of know-how 
and the exchange of technical knowledge and skills for increasing 
production and. improving living standards among cooperating 
countries ; and 

(c) to limit the use of dollar appropriations for technical assistance 
to that definition and-to prevent the perversion of this sound idea by 
the use of money for a variety of other purposes under the cloak of 
technical assistance. 

Amendment: (a) Repeal section 111 (a) (3) of the Economic 
Cooperation Act of 1948 which authorizes technical information and 
assistance; (6) amend title LV, Public Law 535, Eighty-first Congress 
by adding section 419 to read: 

It is henceforth the intent of the Congress, all laws to the contrary notwith- 
standing, that all United States technical assistance to cooperating nations 
shall be administered under a single agency to be known as the Technica! Coopera- 
tion Administration which shall be administered within the Mutual Security 
Administration. 

(c) Techical Cooperation Administration activities shall be limited to 
those which support directly the international exchange of technical 
knowledge and skills designed to contribute to the “balanced and 
integrated development of the economic resources and productive 
capacities of all and any nations authorized to receive United States 
aid pursuant to section 511, Publie Law 165, Eighty-second Congress; 
(7) an additional section might read: 

Strike all references to technical assistance in the foregoing sections and inelude 
in this one section $53,000,000 to be used pursuant to title IV, Publie Law 535, 
highty-first Congress, $13,000,000 of which are authorized to support multilateral 
technical assistance programs. 

3. Objective: (a2) To diseentinue economic aid and substitute 
therefor economic programs by requiring the deposit to the account 
of the United States full title to the counterpart funds deposited in 
local currency, EPU dollars, or pounds sterling; 

(6) to authorize the use of those funds to 

i. Supplement economic programs, military contributions, and 
technical-assistance programs of any cooperating country if these 
requirements could be procured outside the dollar area: 

i. Develop new sources of strategic materials; 

i. Buy these materials for U nited States stoc kpiling for domestic 
use dation emergencies or in the future as United States resources 
become depleted; 
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(c) to limit the use of appropriations under the Economic Coopera- 
tion Act to economic assistance thus excluding assistance to furthe: 
military production. 

(d) to assure that the unexpended balances of previous appropria- 
tions are used according to the limitations and conditions suggested 
herein, and 

(e) to establish a procedure whereby no appropriated dollars would 
be used to cover United States commitments of military or economic 
aid or technical assistance until the Administrator had sought first to 
cover them by counterpart funds, thus minimizing the demand fo: 
appropriated dollars and the drain upon United States resources. 

Amendment: Amend section 115 (b) (6) of the Economic Cooper- 
ation Act of 1948, as amended, by incorporating some such wording 
as the following: 

Depositing to the account of the United States in the curreney of such country, 
in European Payments Union units or pounds sterling for the full eommensurat: 
dollar cost of any commodity or service made available directly or indirectly, )\ 
the United States under this Act. Provided, that such account shall be used onl 
as may be agreed upon by such country and the United States for one or more ot 
the following purposes before dollar expenditures are authorized to: (a) Develo) 
new sources of strategic materials; (b) buy these materials for United State 
stockpiling for domestic use during emergencies or in the future as United State- 
resources become depleted. If existing productive capacity is not adequate to 
discharge these obligations to the United States in reasonable time, the Adminis- 
trator is authorized to invest the counterpart currency for loans to develop 
additional productive capacity. A part of the additional production mad 
possible by such loans shall then be used for their repayment. 


Amend section 101 (a) (2) Public Law 165, Eighty-second Congress, 
first session to read: 
excluding assistance to further European military production; 

Add a further section to section 3, H. R. 7005, which might read: 


Unexpended balances of appropriations continued to be made available in this 
Act shal! be subject to all provisions of this Act. 


An additional section might read: 


Expenditures shall not be made pursuant to sections 3 (d), 4, 5, 6, 7, 8, and 9 
of this Act without the Administrator having considered payment with currencies 
accrued under provisions of section 115 (b) (6) of the Economie Cooperation Act 
of 1948 as amended and as further amended herein in lieu of dollars, the Adminis- 
trator acting under procedures established by him to carry out the intent of this 
subsection. 

4. Objective: The United States should clearly state objectives and 
prerequisites of United States aid and provide aid only to those nations 
who undertake to build a domestic foundation within cooperating 
countries upon which the United States is warranted and can safel\ 


make investments in Mutual Security. 
Amendment: A subsection of section 3 of the Economic Cooperation 
Act of 1948, as amended, to amend section 115 (b) which might read 


No assistance under authority of this Act shall be made available nor shall an) 
funds appropriated hereunder be expended until an agreement is entered into 
between each country and the United States providing for the adherence of suc! 
country to the purpose of this title: Assistance shall further be contingent specifi- 
cally upon the foreign countries involved satisfying our representatives that there 
is a sincere desire (a) to create conditions in that country which enable the citizens 
successfully to attach unnecessary want, misery, and social inequality and which 
will remove barriers to opportunities, the lack of which breed discontent; (b) to 
promote agricultural and industrial production and prohibit limitations of produc- 
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tion or trade essential to the objectives of free people for gainful employment and 
higher living standards: (c) to undertake a program designed to stabilize its cur- 
rency by increasing production and balancing the national budget; (d) to cooperate 
with other countries to reduce trade barriers and increase trade; (e) to honor 
promptly United States-owned local currency, or EPU units, and (f) to prohibit 
the reexport of goods received from the United States to unfriendly countries and 
to prohibit the export of strategic materials to such countries. 


5. Objective: (a) To decrease the total of the new obligational 
uuthority under the proposed act by $1,764,800,000, (6) to increase 
the economic aid by $500,000,000 to diminish pressure to exchange 
war potential to Communists for economic goods, (¢) to reduce the 
appropriated dollar contribution to each part of the proposed program 
sufficient only to cover the minimum which must be bought in the 
dollar area. 

Schedule of recommended appropriations. 


{In thousands of dollars] 


Section | Amount recommended 


of H. R. 
7005 





Previous act, area, and purpose MSA, 1951 ——- a Ee Deed 
| H. R. 7005, AFBF! | Difference 


MDAA 1949, NATO, direct military_......_| 5,028,000 | 4,145,000 | 3,000,000 | —1, 145, 000 
ECA 1948, NATO, defense support. - | 1,022,000 , 1,819,000 2,319, 000 2+-500, 000 
Greek-Turk aid 1947, military assistance; | 396, 250 606, 370 300, 000 — 306, 400 
MDDA 1949, Iran, military assistance. | 
ECA 1948 and AID 1950, Africa and Near | 160, 000 | 196, 000 | 96. 000 — 100, 000 
East, EC and technical assistance. | 
UNPRAA 1950, Palestine refugees aid__.___| 50), 000 115, 000 35, 000 —80, 000 
MSA 1951, relief to refugees, Israel oll 50), 000 126, 000 40, 000 — 86, 000 
MDAA 1949, China, Philippine Islands, 535, 250 611, 230 300,000 | —311, 200 
Korea, military. j 
MSA 1951, China and Philippine Islands. | 237, 500 408, 000 , 000 — 298, 000 
economic and technical assistance. | | 
FEEA 1950, Korea, goods and services______| 45, 000 | 67, 500 5, 000 3—42, 500 
MDAA 1949, American repopulation, mili- 38, 150 | 62, 400 5, OOO —37, 400 
tary assistance. | | 
AID 1950 and Institute of American Affairs 21, 250 22, 000 }....-- —22, 000 
technical assistance. | | 
7(c)new_| Europe, assist migrants---._-...........-..-- | 10, 00 7, 000 —3, 000 
ECA 1948, Europe, pay freight gifts_- | 2, 800 1, 000 —1, 800 
8 (a)_. M i 3 1949, all, excess equipment and ma- |_______.__- 200, 000 100, 000 3— 100, 000 
terial. 
MDAA 1949, all, transfer military equip- |_..........-).__-- ee (*) 
ment. 
AID 1950, backward areas, UN technical 13, 000 17,000 __ 17, 000 
assistance. | 
| Recommended by AF BF to aid of 1950______!. = = F i 53, 000 +53, 000 








Total . > Le 5 8, 140, 800 6, 375,000 =5—1, 764, 800 





' This amount is the maximum dollar appropriation recommended by AFBF. The Administrator could, 
within limits set by Congress, supplement this aid by goods, materials, and services which could be pro- 
vided by use of currencies deposited to the account of the United States. 

2 $500,000,000 increase to take off pressure on Western Europeans to trade with iron curtain countries 

> Transfer of military supplies, goods, and services not included in total of this appropriation. However, 
adding these savings to those of other appropriations make a total saving of $1,906,300,000. 

‘ Balance of contracts at any time may not exceed $700,000,000. 

* Adds to $7,900,000,000 only if requests of sec. 4 (c) and (d) are omitted. 


ABBREVIATIONS 


Act for International Development. 
Economic Cooperation Act. 
Far Eastern Economie Assistance Act. 
... Mutual Defense Assistance Act. 
Mutual Security Act. 
. United Nations Palestine Refugee Aid Act. 
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APPENDIX II 


RESOLUTIONS FOR 1952 AMERICAN FARM BuREAU FEDERATION 
INTERNATIONAL AFFAIRS 


American Farm Bureau Federation resolutions on international affairs are 
addressed to world problems whose solution can no longer be postponed or side- 
stepped. The foreign-policy objectives of the United States should be (1) to hel); 
maintain freedom for those who have it and regain it for those who have lost it. 
It should be the objective of the United States to help to expand freedom, to hel) 
people to realize their opportunities as well as to understand their responsibilities, 
and assist them to expand these opportunities within a governmental framework 
which assures freedom and equality. It is the responsibility of the United States 
to pursue those policies that can help them to help themselves; (2) to improve 
economic well-being of nations through technical assistance, increasing the flow 
of capital investment and trade, and extending credit in the form of food and the 
means for increasing economic productivity; (3) to build quickly sufficient 
military defense together with friendiy cooperating nations to help protect them 
from aggression and the fear of aggression in order to permit them to improve their 
economic and social conditions and give them confidence in the future; (4) to 
achieve real evidence of progress in friendly cooperating nations in order both to 
expand production and offer greater opportunities for individual citizens; (5) to 
accomplish these vast undertakings without destroying or impairing the stability 
of the United States economy, its economic system, or its free institutions. 

The United States should state prerequisites for economic, political, and military 
accomplishments as conditions to United States aid. If we have not the courage 
to make such conditions and ‘‘would-be’’ recipients have not the strength to 
comply, then we commit ourselves without limit—a commitment the acceptance 
of which could destroy us. 

The above objectives should be included in comprehensive foreign programs in 
which every element of the United States relations and contacts with other 
countries is made consistent in support of our over-all national interests and 
security. Established policies and programs inconsistent therewith should be 
modified to conform. United States foreign trade, international credit and 
monetary policies, immigration, economic and technical assistance, military 
collaboration, diplomatic relations, and activities to bring understanding should 
all be used for mutual defense, and for promotion of our ideology of freedom, 
equality, and opportunity for all. This will best support and protect our national 
security. 

The nonmilitary phases of United States foreign relations are, for the long run, 
far more important and will play a major part in determining the outcome of the 
present struggle; yet these aspects of United States relations are more complex, 
less dramatic and colorful, and enjoy less popular support than military aspects 
Programs to protect the national security will require courage and deep conviction 
which must, in turn, rest upon a broad popular understanding of the complex 
United States foreign-policy issues. 

The American Farm Bureau Federation believes that the following national! 
policies would reduce international tension and protect the national security at a 
minimum cost. 

Notre.—Previous resolutions not in conflict with the above resolutions are 
reaffirmed. 

INTERNATIONAL TRADE 


The American Farm Bureau Federation recognizes that international trade is 
not only important to the economy of this country, but also has a powerful 
influence, on United States international relations. It is in our national interest 
that nations upon whom our mutual security depends, import raw materials for 
defense and maintain living standards to support political stability of their 
goveraments. 

The problem of expanding sound foreign trade at this time is primarily one of 
increasing imports into the United States without unduly injuring or burdening 
affected domestic enterprises. A realistic tariff and trade policy must therefore 
ease the impact of trade concessions upon affeeted groups and facilitate adjus'- 
ments in production patterns. 
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To facilitate greater trade, the American Farm Bureau Federation makes the 
following specific proposals on United States foreign trade policy: 

(1) Continue and expand the reciprocal trade agreements program among 
cooperating nations. 

(2) Implement the escape clause of the Reciprocal Trade Agreements Act of 
1951 and section 22 of the Agricultural Adjustment Act to protect affected interests 
to the full extent of the law. We favor adequate budget for the United States 
Tariff Commission to enable it to discharge the responsibilities placed upon it by 
the Congress in this respect. 

3) We vill suppert adn inistrative and, if necessary, legislative action to speed 
up decisions under the provisions of the reciprocal trade agreements program 
offering relief from excessive imports. 

(4) To facilitate agricultural adjustments in line with international develop- 
ments, we request the Office of Foreign Agricultural Relations to analyze food and 
fiber production and demand trends by regions throughout the world, and inter- 
pret their impact upon United States agriculture. The Office should study the 
effect of potential United States exports of food and fiber on our international 
relations and make its findings promptly available to the public. OFAR should 
have adequate budget to perform these services and to support implementation 
of section 22 and the escape clause. Adequate funds should be provided for our 
agricultural attachés so that they can provide all essential data for the needs of 
\merican agriculture. 

Notr.—Previous resolutions not in conflict with the above resolutions are 
reaffirmed. 

ECONOMIC AID 


It is recognized that in the national! interest and in the interest of the community 
of nations, the United States may be required to provide further aid to other 
nations. We are nevertheless convinced that national policies should contemplate 
gradual reduction and eventual elimination of foreign assistance at the earliest 
possible date. The American Farm Bureau Federation believes that the question 
of how to develop national! programs for international cooperation to keep peace 
without destroving our own economy and free institutions is one of the most 
important of national issues. It is essential to devise methods and procedures to 
relate the extraordinary military and economic needs of all cooperating nations 
to the resources thereof and not to the resources of the United States alone. These 
policies are expressed in the following principles on economic aid: 

(1) Countries receiving economic aid should deposit counterpart funds to the 
account of the United States for the full commensurate cost of the goods received. 
The funds of this account should be utilized only as agreed upon by the recipient 
and the United States for one or more of the following purposes: (a) To provide 
necessary local currencies for carrying out only such projects as are designed to 
promote greater economic stability within the country and necessary local expenses 
of United States personnel, (6) for strategic materials for United States stockpiling, 
and (¢) to cover United States commitments of aid to other friendly cooperating 
countries from their existing productive capacity, if adequate. If not adequate, 
the counterpart local currency should be used for loans within the country to 
develop such productive capacity. Part of the production arising from such loans 
should then be used for their repayment. The same procedure would apply in 
countries that received United States aid through other friendly cooperating 
countries. 

(2) Every effort should be made to encourage the production and supply of 
economic and defense needs among friendly cooperating nations in order to save 
dollars and achieve over-all objectives within the limits of military expediency. 
This principle would minimize the demands upon the resources and economy of 
the United States and provide productive employment to people of friendly 
cooperating nations and give these people a more complete sense of partnership 
in the common defense, so vital to the total success of our joint efforts. 

(3) The United States should clearly state objectives and prerequisites of further 
United States aid and extend aid only to those nations who undertake (a) to attack 
the want, misery, social inequality, and lack of opportunities which breed discon- 
tent; (b) to promote agricultural and industrial production and to prohibit 
limitations of production or trade essential to the objectives of free people for 
gainful employment and higher living standards; (c) to stabilize their currency 
by increasing production and balancing the national budget; (d) to cooperate 
with other countries to reduce trade barriers and increase trade; (e) to honor 


96908—-52—-—-41 





632 MUTUAL SECURITY ACT EXTENSION 


promptly United States-owned local currency; and (/) to prohibit the reexport of 
goods received from the United States to unfriendly countries and to prohibit 
the export of strategic materials to such countries. 

(4) All United States aid should be coordinated through a single independent 
Government agency with a bipartisan public advisory board and an interagency 
coordinating committee. The American Farm Bureau Federation opposes the 
extension of further economic or military aid not consistent with the above prin- 
ciples. We believe that economic aid should have greater emphasis compared 
to military aid than was indicated in the Mutual Security Act of 1951. 

(Nore.—Previous resolutions not in conflict with the above resolutions ar¢ 
reaffirmed.) 

TECHNICAL ASSISTANCE 


Technical assistance for economic and social development. of friendly cooperat- 
ing nations, which costs relatively little, solves fundamental problems, and 
engenders good will for the United States, should have great emphasis in our 
foreign relations. Programs should be directed toward increasing productivit, 
and improving educational, medical, and other useful services to improve stand- 
ards of living. Since most of the people in these countries derive their living 
primarily from agriculture, it is our peculiar responsibility to be concerned with 
such problems. ‘Technical assistance should seek balanced economies to provide 
not only more food, but also more production generally as well as useful services. 
The fundamental thought in technical assistance programs should be to share 
our knowledge so people may help themselves through their own human and 
natural resources. Insofar as possible, understanding farmers should be selected 
to direct such aid. 

Direct technical assistance should maintain its identity as an American-aid 
program to other countries within a coordinated foreign assistance administration. 
Under a Federal grant-in-aid program, colleges and universities should be en- 
couraged to assume responsibility for technical assistance in agreements with 
friendly cooperating countries. 


INVESTMENT CAPITAL 


There are vast opportunities for investment of United States capital abroad. 


The United States should arrange commercial treaties with countries, especially 
underdeveloped countries. The aim should be encouragement of better use of 
natural resources and suitable industrial projects by the use of private capital. 

We urge international cooperation to encourage investment of private capital 
abroad in useful projects and support sound standards for safeguarding such 
investments. In general, United States investors should be assured that they 
are given treatment in foreign countries comparable to that which domestic 
investors have, and that it is reasonably comparable to the treatment given to 
foreign investors in the United States. 

In planning this program, we recommend that due consideration be given to 
maintaining a proper balance between agricultural and industrial development 
in the participating countries. Expansion of industry in underdeveloped areas 
is essential in order to provide job opportunities, increase purchasing power, and 
raise the living standards of the population. 


IMMIGRATION 


United States immigration policy should be made to serve and support the 
over-all national policy on international relations. Study should be given to a 
substitution of selective immigration for our present quota basis. Persons should 
be admitted who have demonstrated ability to advance the general welfare and 
whose technical skills, techniques, and labor are needed to supplement our own, 
either by naturalization or by issuance of 2-year renewable visas revocable at all 


times for cause. 
(Nore.—Previous resolutions not in conflict with the above resolutions are 


reaffirmed.) 

We are very glad to follow Mr. Overby because a lot of the principles 
we want to talk about here are the things that were touched on in the 
questions asked by this committee. 

Let me say that this statement is not one that was thrown together 
yesterday. These policies have been thoroughly considered. You 
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will recall we have been before this committee for three straight years 
making specific recommendations. Our member farmers in 47 States 
have studied these proposals quite thoroughly. At our last convention 
they further revised the policy of the American Farm Bureau with re- 
gard to foreign-aid programs. 

We are quite concerned about the security of the United States and 
of the Western European nations. 

We start with the proposition that the best defense of the world is 
to make sure that America is kept strong. ‘To do this we must pursue 
policies in America that will keep us on an even keel. If we continue 
to inflate our currency, continue along the road that it !ooks like we are 
going, the whole defense of the free world will be weakened. Ours is 
the only nation the other free nations of the world can turn to for 
security. There is danger that the methods we use to secure our free- 
dom from without may destroy those freedoms from within. 

Our record is clear with regard to the support of the foreign aid pro- 
gram. We have supported the ECA program, the technical assist- 
ance program, and others. 

I would like to say that if the ECA program was correct, then the 
proposals contained in H. R. 7005 are not correct. In the ECA pro- 
gram, we attempted to rebuild and expand the industry of Europe. 
That was accomplished. In this mutual security program, Europe’s 
principal dependence is upon American industry which must be ex- 
panded to meet this dependence. That is incorrect. I might add 
here that Mr. Garnett spent 5 years in Europe helping to administer 
this program and I spent 3% years in Germany, so we do know a little 
about the operation of these programs on both ends. 

We have spent some $25 billion in Europe since the end of the war. 
As you know, the agricultural plant in Europe was not greatly dam- 
aged by the war. 

Chairman Ricuarps. Your figure and Mr. Vorys’ figures ought to 
go along together. 

Mr. Vorys. No, $25 billion in Europe and $5 billion in the whole 
rest of the world. 

Chairman Ricuarps. You gentlemen are together, then. I wanted 
to get that straightened out. 

Mr. Lynn. Our effort in the ECA program was to rebuild Western 
Europe, that part of Western Europe that we now are joining together 
in the Mutual Security Program. 

We think that the ECA program was good. Through that program 
the industrial capacity of Western Europe was increased to about 140 
percent of prewar. But this program currently being considered in 
H. R. 7005 reverses this whole process. Instead of tying the economy 
of Western Europe to the resources of the United States which we are 
best fitted to send to Europe, namely agriculture, it is tying the 
economies of Western Europe to the industry of the United States. 
7 will elaborate on that further to make sure we make that point 
clear. 

We cannot support this proposal, as it is now before you. We do 
have five specific amendments and recommendations to make in 
connection with this legislation which will improve it to a degree so 
that it can be supported by the American Farm Bureau Federation. 

I would like to refer briefly to a statement that General Eisenhower 
made soon after he went over to Europe on his present assignment. 
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This is not a quote. He said that in planning the Mutual Security 
and defense of Western Europe against Communist aggression, there 
are three facets, the spiritual, which is the will and determination of 
peoples to defend liberty and resist aggression; two, the economic 
side, which is the defense of the economic capacity and strength with 
which to support defense measures, and at the same time to provide 
for the economic well-being and stability of their countries at peace; 
third, the development, organization and equipping of the necessary 
military forces which he referred to as the cutting edge of the nation 
that generates the power. 

The proposal contained in H. R. 7005 puts those in reverse order. 
We are shipping vast amounts of military end items to Western 
Europe. We are not sure of these figures, but our best estimate, 
from the best information we can get, during this current year we 
are now in, we will have transported to Western Europe in military 
items, tanks, guns, planes, and so forth, $4 to $5 billion worth of 
these items. 

Mr. Vorys. Wait a minute. You mean, this current fiscal year? 

Mr. Lynn. That is the year beginning last July and ending June 
30, 1952. 

Mr. Vorys. I hope you are right. 

Chairman Riesarps. You are talking about fiscal 1952? 

Mr. Lynn. Yes. Let us assume these figures are approximately 
correct. What are we doing, in transmitting to the western European 
nations these end military items, is taking away from the United 
States the most critical material and the labor supply which is very 
vital to our own national security. At the same time, we are forcing 
those people in Western Europe to trade behind the iron curtain for 
the things they have to have, that is, food. 

We are not talking in theory when we say that one person out of 
three in Western Europe is dependent on imported food. This is a 
fact. There are two sources in which they can get this food. They 
can get it from the United States and Canada or from behind the tron 
curtain. If we drient the economies of the Western European coun- 
tries to the industrial capacity of the United States and shut off this 
source of food supply, we are encouraging the same type of operation 
that has been going on in Moscow in the last 2 weeks, where the 
Russians have invited people from all over the world, particularly 
aimed at Western Europe, to come to Moscow and let “us work out 
a trade whereby we supply vou food.” 

What do the Western Europeans have to trade for that food, 
which they must have? It is strategic and critical materials, ball 
bearings, jet engines, and what have vou. 

Mr. Cuiperrietp. You would not permit that, would you? 

Mr. Lynn. I hope we will not permit it, but unless we reorient the 
thinking with regard to this Mutual Security Program the Western 
Europeans have no choice but to do just that. 

We have five specific examples here. 

Mr. Curperrietp. Under our laws they could not do it and still 
receive our military or economic aid. 

Mr. Lynn. I think it is a facet, Congressman Chiperfield, it is being 
done. Incidentally, I would like to ask permission to have Mr. 
Garnett “chime in” any time that he would like to do so in order to 
make clear these points. 
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Chairman RicHarps. You say it is contrary to our laws but you 
say it is being done. Have you any figures? 


STATEMENT OF GWYNN GARNETT, AMERICAN FARM BUREAU 
FEDERATION 


Mr. Garnerr. Not contrary to the laws, but the laws are such 
that they do not prohibit what might be called defense support. 

Mr. Lynn. On page 8 there are five examples. 

Mr. Garnett. These are not selected but are random examples of 
what pressures on these people cause them to do. 

Chairman Ricuarps. Does that statement give five instances of 
where these shipments are being made from the United States to 
Russia? 

Mr. Lynn. No. 

Chairman Ricuarps. | understood that. 

Mr. Lynn. These are Western European countries which are trad- 
ing with Soviet Russia and satellites. Let us turn to page 8. 

Chairman Ricnarps. Recipient countries of our aid, European 
countries? 

Mr. Lynn. It is the United Kingdom, Western Germany, Sweden, 
Denmark, and Egypt. We have other examples. Let us talk about 
that a minute. In the United Kingdom, the need for additional sup- 
plies of meat has necessitated additional imports of feed grains. 
Unable to sell sufficient of her exports to earn the dollars, the United 
Kingdom agreed last fall to buy from Russia 11,000,000 bushels of 
corn, 16,000,000 bushels of barley, 2,800,000 bushels of oats, and 
7,400,000 bushels of wheat. 

The British were required to pay the Russians in sterling expendable 
throughout the sterling area for rubber, tin, wool, and such manu- 
factures and other products as were not on the prohibited list. 

Practically the same thing is true in Western Germany. Western 
Germany negotiated a trade agreement with Hungary in 1951 which 
provided that Hungary sell $33 million of bread and fodder grain, 
oilseeds, sugar, fresh and canned vegetables, meat, pigs, cattle, and 
poultry. German exports to Hungary to pay for these foodstuffs 
included iron, steel, chemicals, machinery, and electrical equipment. 

It is not necessary to continue with other examples. We are simply 
saying that unless this program is redirected, the military equipment 
that we are sending to Western Europe is on quicksand, and that the 
vital necessity of Western Europe is for food and fodder. 

Your first reaction may be to say, ““We would expect that from a 
farm organization. They want to sell food.’’ Our record is clear with 
regard to that proposition because we opposed vigorously 2 years 
ago an amendment to the ECA to earmark a billion dollars for pur- 
chasing foodstuffs in the United States. 

Mr. Vorys. That was because you wanted to sell food. You gave 
me quite an argument on that, because you wanted to sell more food. 

Mr. Lynn. That is right. We have presented these proposals, 
beginning in January, to the administrative agencies of the Govern- 
ment, with the hope that this program as it was presented to the 
Congress would have some of these principles in it. 

I am sorry to say that they are not in the proposal currently being 
considered by you. 
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To illustrate this point about food a little further, we would like 
to exhibit some charts, if we might, which have been blown up so 
that you can see them easily. If you will turn to these charts in the 
statement and begin at the back, they are in reverse order, begin 
with the chart on soy beans, I would like to have Mr. Garnett present 
them to you. 

Chairman Ricwarps. Mr. Garnett, would you state in what capac- 
ity you appear here? 

Mr. Garnett. J am in charge of foreign affairs department for 
the American Farm Bureau Federation. If I may, Mr. Chairman, 
I would like to give just a little bit of preamble to these charts. As 
Mr. Lynn pointed out, one person in three in Europe is dependent 
upon imported food, or one-third of the total food needed by Western 
Europe has to be imported to meet a modest prewar standard. This 
dependence in the aggregate amounts to over 500 million bushels 
of wheat, 300 to 400 million bushels of feed grains, 50 to 60 million 
bushels of soybeans and peanuts, 1 million tons of rice, 24 million 
tons of sugar, 6 to 7 million bales of cotton per year, 600 million 
pounds of tobacco, to name a few. 

In all of the testimony that has come before this committee or 
the Senate committee, this important problem has not been brought 
out. We have considerable concern just from the standpoint of 
mutual security alone, that this whole thing is very likely to go 
down simply because of shortages of food supplies and agricultural 
needs. I will start with these charts as background. We will go 
to the soybean chart. 

Mr. Hays. Were these prepared by the Department of Agricul- 
ture? 

Mr. Garnett. These were prepared by Office of Foreign Agricul- 
tural Relations Branch. There is no agency in Government that 
is adequately staffed to do this kind of work as it should be done. 

Chairman Ricuarps. It says on these charts in the left-hand 
corner, “The United States Department of Agriculture.” 

Mr. Garnett. That is right. The Office of Foreign Agricultural 
Relations is a part of the Department. ‘This is their official document. 

The first one that I would like to call your attention to is soybeans. 
You notice on the top half of the page it shows “International Trade 
Soybeans.” It shows that it almost entirely originated in Manchuria, 
moved around through the Canal, in supporting Europe. In the 
postwar era, that prewar trade has almost dried up and the dependency 
of Europe is now on the United States. 

If all the fats and oils that Europe is dependent on, 3 million tons, 
were put together, vou would see somewhat of the same shift, a whole 
new shift to dependence on the United States. 

The next chart 1 would like to call your attention to is the “Inter- 
national Trade in Rice,’ which is the second one. You will see there 
that in the prewar period the rice was naturally produced in the rice 
bowl. It moved out of Burma, Thailand, and southeast Asia, again 
through the Suez Canal in quantities of a million and a quarter short 
tons, supporting Europe. You will see in the chart below that in the 
postwar international trade rice has practically disappeared. As 
these countries of the Far East gained their independence they began 
to eat more, and each has become net importers of food whereas under 
colonialism they were net exporters of food. 
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Mr. Vorys. If vou would permit a comment, these charts are most 
interesting graphic studies, and are the best [have ever seen. I under- 
stand the size of the arrow indicates the size of the export or import. 

What has happened is that the total production of rice has decreased 
so that it is all needed out there, if your chart is accurate, it is needed 
at home and Europe cannot buy it, and we have increased our rice 
export. It does not get to the Far East or Europe. 

Mr. Garnett. That is just about right, with one exception. This 
does not indicate production, but only movements in international 
trade. What it means is that in these newly liberated areas they are 
eating better and there is not the export available to move out. 

The next chart is the “International trade in cotton.”’ The im- 
portant development there is that India, Pakistan, and Egypt have 
diminished in their supplies for internationa! trade, and Europe and 
the other countries are more dependent, or wholly dependent, on the 
United States. 

Mrs. Botton. May I add at that point, in Egypt it is not neces- 
sarily; we cut our buying of Egyptian cotton and nap. That was not 
Egypt’s fault. It did a very bad thing to Egypt. 

Mr. Garnetr. Egypt is using more of its cotton domestically and 
less of it is going to the United States. 

Mrs. Botton. Not necessarily because they want that that way. 

Mr. Garnett. That is true. 

Mrs. Bouton. I wanted to put that in at this point. 

Mr. Vorys. Wait a minute. If this diagram is correct, there is a 
heavier line postwar coming from Egypt to the United States than 
there is prewar. What does that mean? 

Mr. Garnett. On the cotton one there seems to be more relative 
to the total. 

Mr. Lynn. You know that these are 1947-48, 1949-50 figures. 

Mrs. Bouton. It is since 1950 that these reductions have been 
imposed. 

Mr. Lynn. Mr. Chairman, it is well brought out here that a lot of 
our problem is connected with international trade and the trade policy 
that the United States pursues. 

Mr. Garnett. If we might turn to the chart on wheat, wheat is, of 
course, very important to Europe. You notice in the top part Europe 
was supplied wheat from Australia, from Russia and from the Danube 
Basin, from Argentina, from Canada, and 63 million bushels a year 
from the United States. In the postwar period you will see a very 
remarkable change in the international movement of wheat. 

There you see that Australia has dropped down from 106 million 
bushels a year to 60 million. This is for the 1946-48 period. About 
one-half of the ‘eat that formerly came from the Danubian Basin 
ceased to come Canada increased their exports about 10 percent. 
Argentina decreased 50 percent and the United States increased 
exports about 650 percent. 

There are some important side developments on this. Because of 
the great expanding population, a program of immigration in Aus- 
tralia, coupled with an industrial development, their ability to pro- 
vide food exports is diminishing. In Argentina, if this map were 
brought up to date, it would show that she is on an import basis, 
Canada is likewise herself going through a period of great industriali- 
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zation, a period of immigration, and their ability to increase thei: 
exports of wheat is diminishing. 

So that this all throws a tremendous weight upon the importanc 
of the United States agriculture to support the absolute foundations 
to this whole Mutual Security Program in Europe. 

The last one is not the map we wish we had, but it does help to 
illustrate the problem. There has been about a four-time increase in 
agricultural export from the United States to Europe, and [ think 
about five times to Japan and the Orient. 

Our particular concern is this—and I do not mean agricultura! 
interests alone but just from the standpoint of mutual security—that 
this effort that we are now engaged in, that emphasizes and expands 
American industry, and draws off or allocates American resources into 
our industrial machine ts reducing our agricultural production of these 
foods and raw materials which are essential to Europe. 

You are familiar with many of the evidences of the seriousness of 
this situation. Cotton stocks are at a 25-year low; corn stocks are 
down; wheat stocks are down. 

After analyzing some of these needs, Secretary of Agriculture 
Brannan set out goals that would require 6's million acres more of the 
principal agricultural crops. The preliminary expectation is that we 
will have a million acres less. I think a magazine that came across my 
desk yesterday, the United States News, has a feature story in it 
showing rising troubles in agriculture because of low incomes. 

Low incomes in agriculture are not going to attract resources and 
increase agricultural production to meet these vital needs. 

One of our important points here is that the basic and natural 
relationship between the United States and Western Europe is one 
where Europe is dependent upon American agriculture, not upon 
American industry. 

It was only 10 years ago that Europe was able to put out a very 
formidable military force and there must have been the industrial 
capacity to back that up. Since that time, we have put in $25 billion 
in Marshall-plan aid, and that has still further greatly expanded 
European industry, and it is possible to expand European industry 
further. It is very difficult to expand European agriculture. They 
have a very intense agriculture now. They are very definitely limited 
by land. 

To undertake a multi-billion-dollar program in which you give the 
appearance of European dependence on American industry is just in 
reverse of the natural relationship, and it is one that will cause us 
domestic difficulties and it does not provide the needs in Europe for 
mutual security. 

Mr. Lynn. I think, Mr. Chairman, unless you have some questions 
about these, it leads into the next part of the recommendation. 

Mr. Vorys. Let us get to your recommendation. 

Mr. Lynn. This is not a recommendation as listed here, but it is 
an important part of our policy. It is a repeat of what we have said 
for 2 years with regard to the use of counterpart funds. 

We would like to reemphasize that again, if we may. One of the 
recommendations you will find in here is that we put this program in 
three distinct categories: direct military, technical assistance, and 
economic. The new term that they are coining is ‘military support,’ 
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“defense support.’” But it is economic aid. We would like to recom- 
mend that this thing take those three facets. 

For the economic aid, or defense support, the countries would be 
required to deposit counterpart funds to the account of the United 
States. They are required to deposit their counterpart funds now. 
We do not need to get into the details as to how those funds are being 

«used, but they are not being used according to the rec ommendations 
we have made and wish to make again. Let me give vou one simple 
example of what we mean. C urrently, if Italy needs a fishing vessel 
they come to the United States and say, “We need a fishing vessel. 
Will you allocate some dollars to buy a fishing vessel?” 

We not only allocate the dollars but build the fishing vessel up on the 
coast of New England, for example, and deliver it to Italy. Under 
ihis program, where the counterpart funds would be to the deposit 
of the United States, we would say what country is best suited to 
produce a fishing vessel for Italy, and let us say that it was Sweden. 

We are supplying economic assistance to Sweden. We would say 
to Sweden, “We have deposited to our account (not your account, it is 
our money for our exports that we shipped over to vou) Swedish 
kronen, Italy needs a fishing vessel and will you build the fishing 
vessel? We will pav you in Swedish kronen.”’ That is what they 
pay shipbuilders with in Sweden.”’ 

Let us work it the other way. Sweden needs some automobiles. 
Let us say they need military vehicles. Italy is in good position to 
produce military vehicles, pick-up trucks or jeeps or what have you. 
We would say to Italy, ‘‘We have Italian lira to our account. Sweden 
needs 5,000 jeeps. Will you build the jeeps for Sweden. We will 
pay vou for it in lira.” 

This would hi ave to be part of the agreements we eke with these 
countries. Unless we do that we will continue to allow France, for 
example, to use the counterpart funds that are ec acca to be spent 
jointly, to pay off the deficit caused by the nationalization of the 
French railway system. We will continue to allow Britain to use 
the counterpart funds for debt retirement. We could use a little 
debt retirement in the United States. 

Chairman Ricnarps. They cannot do that unless the United 
States agrees to it? 

Mr. Lynn. That is right. 

Chairman Ricuarps. In effect, it would be the same thing that 
vou propose; the United States would have to agree to it in order to 
do the things vou are talking about? 

Mr. Lynn. No, sir. The way that works in Europe now is for 
example, these counterpart funds are to the joint account of the 
United States and France. When France makes up its budget it 
puts in their counterpart funds, so many billion French frances. We 
say that this is not the way we recommend they spend those counter- 
part funds. They say, “Well, if that is not what you recommend, 
we will have to cut out this project and this project because we will 
have to balance this French budget.”’ 

The usual answer by the United States representative is, ‘‘Well, 
this might be more detrimental than it would be if we went ahead 
and let you use the funds.’”’ 1 know that is the way it worked in 
Germany because we helped administer the program. 
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We would say the counterpart funds would be to the account of th: 
United States. That would be our repayment for the goods we ar 
shipping over there. When we say the “account of the United States’ 
we mean under the control of the United States. 

Getting on to the recommendation, we sincerely hope this committe: 
will give consideration to that recommendation with regard to counter- 
part funds. As we said before, this Mutual Security Program shoul 
fall into three slots. There would not be any requirement for counter- 
part funds in direct military. We consider the military part of this 
program for Western Europe, and any other friendly nation, as « 
contribution we are making, otherwise we would have to increase ou: 
appropriations here in the United States to get an equal amoun| 
of defense. 

Mr. Harriman and General Gruenther stated before this committee. 
as was reported in the newspaper, that for every dollar of aid that 
we spend in Europe we could expect to get from $3 to $4 worth of 
military supplies constructed. If I am not correct in that pleas 
correct me. 

We say, “Let us deemphasize the military procurement in th¢ 
United States and increase the economic-aid part of this program 
so that these countries that are supposed to be our friends—and we 
have taken them in as our friends—can build tanks in the Saar and in 
the Ruhr better than in Detroit for the defense of Western Europe.” 

Mr. Vorys. Do you mind interruptions? 

Mr. Lynn. No, sir. 

Mr. Vorys. There is $1 billion in this $4,445,000,000 for Europe 
for offshore purchase for exactly what you are talking about, and the 
military tells us there is not any place in Europe that they can buy 
in fiscal 1953 any more than $1 billion worth of military stuff because 
the factories are not capable of producing that. What do you say 
on that? 

Mr. Lynn. I would like to ask Mr. Garnett to comment. 

Mr. Garnett. I have not been there. The only thing I can do is 
go around to the embassies in town as an individual and check them. 

There is a plant in Holland which can take cousiderably more 
The Adler automotive plant near Frankfurt is looking for business. 
The new Ambassador to Moscow from Belgium has gone there under 
instructions to increase capacity to ship to that country. 

When I have asked again and again in the embassies here they have 
told me that demands, or somebody to pay the bill for the stuff that 
is produced, is the principal limitation on production, that they have 
idle people who are not working. We can go through here and docu- 
ment—— 

Mr. Vorys. Mr. Chairman, I suggest this. I do not want to detain 
the committee, but if you can get a list, give the committee a list of 
the capacities that you have discovered, it would help. 

Mr. Garnetr. We do not have a lot of- 

Mr. Vorys. I would like it very much, and I am sure the committee 
would like to submit them to the Pentagon people to see if they are 
using the capacity to the full extent. 

Chairman Ricnarps. We have had expert testimony here to the 
effect that there is about $1.4 billion in here for title I, defense support. 
It has been said here that it would be better to use more of that, but 
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$1.4 billion would just about take up the available capacity to produce 
those things that we cannot produce in the United States. Just be- 
cause you have men needing more work does not mean you can do 
more. 

Mr. Garnett. I can give you the names of plants that are ready 
to take 6rders. 

Mr. Vorys. The defense support and this offshore purchase are two 
different things. They are recommending increased offshore pur- 
chases. We have been told that about $1 billion is all that can be 
expected. The testimony we have received is naturally secret, and 
will have to be secret, as to which plants are getting orders for what. 

If you could give us, submit to the committee, that list of the plants 
that you are informed would be glad to have additional military 
orders, I think the committee could make valuable use of it. 

Chairman Ricwarps. I think so, if you can do it. Still talking 
about the point I am talking about, defense support, you said more of 
this fund should be used for that purpose, which is economic aid? 

Mr. Lynn. That is right. 

Chairman Ricuarps. There is no question about that. That is 
different from offshore purchases because that is the purchase of end 
items with the funds of the United States. 

If you could make a good case, I think it far more common sense 
to increase production of these things that we need for military defense 
over there at less cost and at the same time help those fellows to get 
on their feet. Capacity to produce is still there. It is a question 
that applies to offshore purchases and it applies to this $1.4 billion 
that you are talking about, of which we hou have more in this bill. 

Mr. Lynn. It seems to us that the object of the Pentagon is to 


equip every soldier in Western Europe with an M-~—1 rifle and a United 
States tank. 

I can recall a lesson about 7 years ago when I was ducking Mauser 
rifle bullets, and I think they produced pretty good rifles in Western 
Europe and in France. 

If we continue to ~ end military items to France and all these 


countries, think of the drain on their dollar resources. It will cause 
them to come to the United States for spare parts. A high official 
in the French Government yesterday told me that the replacement 
parts for the military ——— 

Mr. Garnett. It is general, tractors and all equipment. 

Mr. Lynn lor United States equipment was draining France to 
the tune of $2.) million a year now. 

Chairman Ricuarps. That is a legitimate argument, if you can 
back it up by the ability to do those things that you suggest. 

Mr. Lynn. There are 2 of us and 10,000 of them. I hope you keep 
that in mind. We are only able to get what we can out of the Gov- 
ernment. We are private citizens. <A lot of the books are closed. 
I hope you will be able to get it. 

Chairman Ricuarps. That is what we are trying to get. We do 
not claim we can get everything from the Government. 

Mr. Garnerr. That is not our field, Congressman. We have con- 
tacts with the British, Germans, the French, and Dutch, from which 
we can get some of this information, and I will try to provide it for 
you. 
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Chairman Ricuarps. Let me ask this: You are against using $4 
billion, or something over it, for end-item purchases for Europe, that 
is, title 1? 

Mr. Lynn. For end-item purchases in the United States? 

Chairman Ricuarps. For Europe? 

Mr. Lynn. Yes, sir. 

Chairman Ricwarps. You are against that? 

Mr. Lynn. We cannot say we are against it, but we are for re- 
ducing that. 

Chairman Ricuarps. As you reduce that, you should add it to 
defense support or offshore procurement? 

Mr. Lynn. No; we take General Gruenther and Mr. Harriman at 
their word, and we add $500 million to the defense support, so-called, 
here and reduce the direct military end-items by $1.450 billion. 

Chairman Ricuarps. You think direct military end-item aid should 
be reduced by $1.5 billion, approximately? You would not reduce 
the defense support? 

Mr. Lynn. No, sir. We would increase that by a half billion 
dollars. 

Chairman Ricwarps. That is title I. Last year what did you 
testify about titles 1], 111, and IV? What about those programs? 

Mr. Lynn. They are all listed. May I elaborate just a little bit on 
this table. This table follows somewhat the recommendations we 
made in putting this thing in three categories. I would like to say at 
this point we are very much in favor of the technical assistance point 
1V program, but that program is in great danger now of going down 
because of the fact that we are using it as a guise for every kind of aid 
imaginable, 

Technical assistance program, as we understand it, and as it has 
been sold by the late Dr. Bennett, and will continue to be sold by 
Stanley Andrews, is our know-how and our show-how to these people. 

We should not use technical assistance under the guise of technical 
assistance and then dish out millions and millions of dollars. As Stan 
Andrews put it the other night, “Every time a Communist opens his 
mouth we stuff $1 million down his throat to shut him up.” 

Chairman Ricuarps. You testified last vear that technical assist- 
ance was the most important part of the bill if it is properly run. 
You contend it has not been properly run? 

Mr. Lynn. That is right. 

Mr. Jupp. What has been done under Dr. Bennett you will agree 
has been well done. Now they are keeping the label of technical 
assistance, but changing it into a commodity program where we are 
giving them the products of our production instead of helping them 
produce for themselves. 

Mr. Lynn. If anv member of this committee can find in H. R. 7005 
specifically what is intended for technical assistance, we would love to 
know because it is covered up. It is hidden. 

We are for bringing it out in the open because we think the technica! 
assistance program is one we will participate in for 50 vears. 

Mr. Jupp. And it will not cost a lot of money? 

Mr. Lynn. That is right. Our recommendation is $53 million, 
including our contribution to the United Nations. That is not for 
buying pumps now and building irrigation dams, and so forth, under 
the guise of technical assistance. That is for technical experts either 
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coming to this country or our sending them over there to help do the 
job, and then the assistance to buy pumps and dams would be economic 
aid with counterpart funds deposited to the account of the United 
States. 

Mr. Garnerr. May I clear up a point, Mr. Chairman, that I am 
afraid is not clear. Do you have a copy of that? 

Chairman Ricnarps. Yes. 

Mr. Garnett. | would like to explain that because the meaning was 
not quite right. The column that shows “A. F. B. F.”’ reeommenda- 
tion 1s the dollar contribution. We are not in a position to say how 
much is needed. 

What we did was, to the best of our ability, go down and analyze 
these various requests as to what had to come from the dollar area, 
what had to be appropriated in dollars, and that is what is involved 
in the second column. 

Then, under this $2,319 million that vou see, under our proposal 
there would be a counterpart fund in local currency, preferably in 
EPU units or pound sterling, which are the most convertible cur- 
rencies available, as Mr. Overby testified this morning, as one of the 
main things of the problem. We would build on those. When we 
got through, we would have $2,319 million in counterpart funds. 
The Administrator would be authorized to use those to supplement 
either the military contribution or any of the other programs where 
he could use something other than dollars. 

Then to come back to the statement of Congressman Vorys, that 
this is a program that looks after the United States, because these 
counterpart funds, as they are in the program here, would be author- 
ized, Mr. Chairman, for one of four things: One is to supplement the 
economic and military programs where you do not have to have dol- 
lars, that is, to drain the United States, to make contributions to 
welfare programs like the children’s program, where the needs are not 
in dollars. 

In other words, to say wherever you could to use these nondollar 
currencies, to use them wherever you could to save dollar currencies. 

But to come back to Congressman Vorys’ point, and this is the 
main long-time objective in this program, and that is to invest in 
the additional productive capacity for producing critical and strategic 
materials which we are going to be needing in this country in increasing 
amounts as our own supplies are exhausted. 

Finally, to pay for those commodities, to store and really build a 
stockpile of those commodities in this country, this is the thing, and 
1 will stand on it absolutely. We have checked it with Treasury 
officials, State Department officials, and we will be cross-examined 
by them or anybody. These proposals which we have put in here 
are permissive. They give greater flexibility to the program. What 
they do is give the Administrator the opportunity to do everything 
he is doing at the present time, but they give this additional thing. 
They make it possible to earn a counterpart currency in one country 
and spend it in another country where it might be more useful. 

Mr. Vorys. That is in the law enacted last time largely because 
of your recommendations. 

Mr. Garnerrt. It does not apply to all of the funds that go through 
the ECA Act. It applies to only part of them, | believe, sir. 
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Then, if in the Administrator’s opinion he was unable to cover 
certain needs for ow mutual security needs he would have the oppor- 
tunity of using nondollar currencies to cover them. It is a means 
of paying for an increasing stockpile of the things that Congressman 
Vorys says we need, and we nes to get back. This is one way to 
get them back. By setting up this three-way program and having 
it clean-cut now, it would do that. As we all know, the present one 
has grown up like Topsy. 

You have military, that is, the MDAA is being used to pay for 
economic needs, for the cotton, the tobacco, the wheat, and a lot in 
coal and other commodities. Then the ECA Act is being used to do 
certain military activities and build certain plant capacities. 

Now, we have the technical assistance in three different—from the 
man this morning we apparently have four different outfits doing 
technical assistance. This program we have here would make a 
clean program. It would be one you could shut off when the job 
was done. It would give us a technical assistance program that was 
designed like the law is written, and limited, and put it out where 
we can keep our finger on it and see that it is like the American people 
want it. 

Finally, instead of having an economic-aid program, we would have 
an economic program where we could get paid in a currency we could 
use in lieu of dollars. There would be no give-away under this pro- 
gram, that we would get paid back in lieu of our contribution to the 
military, to other economic programs, but eventually it would come 
back to us in the form of strategic materials. 

Mr. CARNAHAN. You said there would be no give-away. There 
would have to be grants that the counterpart funds were based on 
in the first place. 

Mr. Garnett. If we gave $2,319 million there would be an account 
that would accumulate in these countries of that sum, of EPU dol- 
lars, for want of a better term, that we could use throughout the 
area for expenditures in lieu of appropriated dollars and for develop- 
ing additional economic strength and for these strategic and critical 
materials. 

Mr. Vorys. You are kidding yourself—— 

Mr. CarnaHan. It would still be a give-away program. 

Mr. Garnett. You get it back. 

Mr. Vorys. No; you do not get it back. 

Mr. Garnett. I would like to say this. If we have a $3 billion 
commitment for our contribution to military aid, and we cover $2 
billion of that with appropriated dollars and $1 billion with these 
accumulated EPU units, it seems to me we have saved $1 billion, that 
is, we have spared the Congress of the United States from appropri- 
ating an additional billion dollars. 

Mr. Lynn. Mr. Chairman, I am very conscious of the time, and I 
know you are. 

Chairman Ricwarps. We have a roll call down there, gentlemen, 
right now. It is 1 o’clock. We have to recess the hearing. I wish 
we could hear you more. 

You must admit that, partly on your recommendation, and some 
others, the committee put a central administrator in charge last year. 
I have been very interested in your recommendation of one man in 
the field of technical assistance and economic aid. I think that is an 
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important recommendation. You have some other very valuable 
advice. We will have it all in the record and study it. 

Mr. Lynn. May I make this suggestion, sir? We are developing 
specific legal language for amendments to accomplish these things. 
We would be at your service to come back at any time the committee 
desires. 

Chairman Ricuarps. I would like for you to work on that. If you 
will present them, they will be given consideration by the committee. 
The committee stands in recess until 2:30 this afternoon. 

(Whereupon, the committee recessed at 1:03 p. m., until 2:30 p. m., 
ihe same day.) 

AFTERNOON SESSION 


(The committee reconvened at 2:40 p. m., the Honorable James P. 
Richards (chairman) presiding.) 

Chairman RicHarps. The committee will come to order, please. 
We will continue hearings on H. R. 7005. 

I have here a statement of Mr. D. T. Buckley, chairman, Govern- 
ment Relations Committee, Coal Exporters Association of the United 
States, Inc., in connection with the bill that is now under considera- 
tion. 

Mr. Buckley is not here and could not be here, but he has asked that 
this statement be placed at this point in the record. Without objec- 
tion, that will be done. 


STATEMENT OF D. T. BUCKLEY, CHAIRMAN, GOVERNMENT RELA- 
TIONS COMMITTEE, COAL EXPORTERS ASSOCIATION OF THE 
UNITED STATES, INC. 


Mr. Buckiey. My name is Daniel T. Buckley. I am assistant to 
the president of Castner, Curran & Bullitt, Inc., with offices located 
at 60 East Forty-second Street, New York City. I am appearing in 
behalf of the Coal Exporters Association of the United States, Inc., in 
support of the request of the Mutual Security Administration for the 
fiscal year ending June 30, 1953, which is presently being considered 
by your committee. 

It must be evident to your committee that the export of coal has 
played a very important part in maintaining a strong industrial econ- 
omy in Europe, and in our opinion, the European coal requirements of 
the past year for United States coal had to be met if productivity on 
the continent was to be maintained at a satisfactory level. 

Many statements have been made with regard to the expenditure 
of ECA dollars for the purchase of United States coal during the past 
year, generally to the effect that $800,000,000 was expended by the 
United States Government for the purchase of United States coal. 
In addition, the statement has been made by many people that the 
countries of Europe and the United Kingdom should step up their 
own production in order to take care of their coal requirements 
which, of course, would eliminate the need for United States coal. 
Let me assure you that we, as coal producers, will be only too happy 
when that day does arrive as it will indicate a complete restoration 
of the domestic economy in Europe and the United Kingdom. 

With reference to the many statements that have been made 
regarding the production of bituminous coal in Europe, so that the 
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record may be straight, I am attaching, marked “Exhibit No. 1,” 
a statement showing in metric tons the production of the various 
countries in Europe “for periods from 1945 to 1952, inclusive. This 
exhibit indicates the substantial improvement that has been achieved 
in the production of bituminous coal by the various countries since 
1945, and based on the estimated production for 1952, this tonnage 
indicates that between 1945 and 1952, there has been an increase of 
191,000,000 metric tons which, in our opinion, is a very substantia! 
increase. It is also anticipated that by 1956 production of the 
various European countries will be stepped up to approximately 
520,000,000 tons, indicating a progressive improvement in their 
over-all production in the next several years. 

As there has been considerable discussion with reference to coal 
imports from the United States, I am attaching exhibit No. 2, showing 
coal imports from the United States, 1946 through 1951, and you will! 
note that the calendar year 1947 showed the greatest export of coal- 
a total of approximately 34,000,000 metric tons. You will also note 
that as the economy of Europe improved, decreasing amounts were 
exported from the United States to Europe so that for the calendar 
vear 1950 the volume of tonnage exported amounted to only about 
430,000 tons. It must be evident to all fair-minded people that the 
European countries did made a very sincere effort to solve their coa! 
production problems in the postwar period, and I think it fair to state 
that the enactment of the Foreign Aid Assistance Act of 1948 played 
a very important part in enabling the European countries to improve 
their domestic economy to an extent where they were able to take 
‘are of their increased coal requirements until the outbreak of the 
Korean War in June 1950. 

The attached exhibit No. 3 sets forth the foreign trade of the mem- 
ber countries of OEEC. This indicates that actual consumption 
between 1946 and 1951 increased from 346,000,000 tons to 486,000,000 
tons, and it is also interesting to note that because of the increased 
production achieved by these European countries, the increased con- 
sumption was taken care of with the exe eption that coal from the 
United States was needed to the extent of 25,000,000 tons for 1951 
although in 1947 the United States furnished 34,000,000 tons out of 
the total consumption of 39¢,000,000 tons, or 8's percent of the total 
consumption, compared with only five percent in 1951. In other 
words, Europe has made a very sincere effort to improve her produe- 
tion of bituminous coal, because without the improvement indicated 
by these exhibits, the demand for United States coal would have been 
far greater than the tonnage actually shipped during the calendai 
year 1951. 

1 would like to point out to vou gentlemen that conditions in 
Europe with respect to seams of coal, depth of mines, and so forth, 
do not have the same favorable characteristics as we find in our own 
country, and it has been possible in the United States during the past 
15 vears to develop a very highly mechanized unit for the produc- 
tion of coal and we bel'eve that the European coal-producing countries 
have done a most remarkable job considering the handicaps con- 
fronting them in the postwar period, and given time and encourage- 
ment, 2 substantial improvement in their production may be looked 
for, although it is fair te state that they do not have the vast coal 
reserves that we have in the United States for development. We feel 
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that much of the criticism directed at them has been most unfair in 
the light of their accomplishments over the past 6 vears. 

There has been some irresponsible talk with respect to the amount 
of money that has been advanced by ECA for the purchase of American 
coal and we have endeavored to find out just how much coal was paid 
for with ECA funds during the calendar vear 1951. We have been 
informed by ECA that the actual paid shipments with United States 
dollars advanced by ECA amounted to approximately $66,000,000 
for the purchase of coal, and an estimated $73,000,000 for its trans- 
portation to Europe, or an over-all total of $139,000,000, which must 
indicate to you gentlemen that the fabulous figure of $800,000,000 
that has been used as the cost for shipping coal to Europe is completely 
in error. The fact that approximately 26,000,000 gross tons of coal 
was exported to Europe at an average cost alongside European ports 
of about $21 a ton indicates that these European countries paid 
out of their free dollar earnings approximately $47,000,000. However, 
this has placed a very severe strain on their economy and does repre- 
sent an expenditure far in excess of what anvbody thought they would 
beable todo. It refutes completely the statements made with respect 
to the dollar expenditures of United States funds by ECA during the 
past year in an amount anywhere near approaching £800,000 ,000. 

We would like to comment on the vessel rates to Europe from 
Atlantic ports for the period from June 1950 through December 1951. 
Your attention is invited to our exhibit No. 4 which sets forth the 
rates to selected European destinations and vou will note the increase 
in vessel rates to Europe beginning with December 1950 when Europe 
once again started to purchase coal from the United States at a con- 
tinually increasing rate until July 1951, at which time our newly 
created National Shipping Authority administered most ably by its 
Director, Mr. Charles MeGuire, brought about a substantial reduction 
in vessel rates to Europe and a maintenance of relatively stable rates 
during the period a substantial tonnage of coal was exported. This 
necessitated the NSA withdrawing from the reserve fleet approximately 
500 vessels in order that United States coal could be transported to 
Europe at reasonable rates. 

Inasmuch as most of the European countries received no ECA aid 
until July of 1951, the United States exports of bituminous cos! shown 
in exhibit No. 5 is evidence that the cost of coal to those European 
countries was at an extreordinary high level by reason of the shortage 
of vessels to carry that coal. Exhibit 5 indicates movement by months 
of the export coal tonnage from the United States. 

No small contributing factor to the laid-down price of coal in 
Europe during 1951 were the increases in freight rates authorized by 
the Interstate Commerce Commission during 1951, and these inereases, 
which took effect April 4, 1951, and August 28, 1951, are set forth in 
exhibit No. 6 with respect to the movement to the Atlantie ports of 
Philadelphia, Baltimore. and Hampton Roads. The fact that the 
present rate, for example, to Hampton Roads from the Pocahontas- 
New River district is 22 cents per gross ton higher than it was on 
January 1, 1951, and the fact that this rate has been in effect since 
August 28, 1951, tended to increase the cost of coal to all of the Euro- 
pean countries. As a matter of fact the greater part of the cost of coal 
alongside European ports is due to the rail and water freights, and 
were it not for the fact that our Government withdrew such a large 
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number of vessels from the reserve fleet, the cost of the coal shipped to 
Europe would have been substantially higher. However, in recent 
months there has been a downward trend in vessel rates due to de- 
creased movement, and most recent advices indicate that NSA will 
not need as many vessels to transport coal, at least in the next 6 
months, as they have had during the winter months, and, further, that 
many of these vessels will be returned to the reserve fleet. 

The winter in Europe has been an unusually mild one resulting in a 
substantial drop in consumption. This permitted the building up of 
reasonable good stocks of coal for this time of the year. However, it 
is evident that based on the coal requirements of Europe during the 
present calendar year, it will be necessary for Europe to import from 
the United States approximately the same tonnage as was imported 
in 1951. However, in our opinion, by reason of the drain on their 
dollars, these countries will not be able to pay out the $407,000,000 
they expended in free dollars last year, and will need help from our own 
Government in order to meet their industrial demands. We know 
that Europe, unlike our own country, is entirely dependent upon coal 
to fuel its industries and heat its homes. Therefore, any decrease 
in the tonnage essential for the maintenance of a strong economy will 
vitally affect the over-all defense efforts of these countries. This is 
particularly true where coal is used for the manufacture of by-product 
coke, the generation of gas, and for metallurgical purposes, because 
in the world today there is a definite shortage of the high quality, 
better coals. However, we have been blessed in our own country 
with tonnage that will be adequate to take care not only of our own 
needs, but European requirements as well, for coal of better quality, 
and we fully appreciate that the situation extant in Europe today 
warrants our country making every effort to help them maintain an 
adequate production if we, all of us, are to enjoy the benefits of a free 
world. Certainly, coal is essential for the achievement of that goal. 

(The exhibits referred to are as follows:) 


Exuisit No. 1.—Historical survey of production 


(Thousand tons} 





1950 | 1961 


| 
| 
} 


| 





United Kingdom 85, 7! 4 | } 219.76 | 225.00 
Western Germany | 35. 50 | 12 | | . 76 118. 60 
France !_. ; 33.31 | 5. - 20 | 50.8 54. 60 
SE eee er ee 3. 47 | ’ | . 26 | 5.09 | 16. 00 
Belgium. .--...----- 5. &3 | .< 27.85 | 7.30 | 28, 70 
Netherlands 5. 10 | 70 | 2. 2! 12. 40 
Italy . | 75 | . 22 | .f | 03 | 1.10 


Portugal 
{ 1.00 


281. 





‘61 63 | We 
| 


429.34 | 438. 46 | 457. 55 





! Figures for France do not include “high volatile coal’’ of Provence, lignite from Hostensand small lignite 
mines. 


Source: From Report of Organization for European Economic Cooperation. 
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Exursit No. 2.—Coal imports from the United States of America 


[Thousands tons] 





649 



































| 1951 
| j 
| | 
Country 1946 1947 1948 149 | 1950 First 6 | Second 6 
| | | months | months, 
estimates 
Austfia......... A en ee tle | Way ee zc. 930 
SSE a - 1, 423 4,183 | 959 | 4 | y 567 730 
Denmark_ --.- Scttipristiidh bitte pace So4 2, 230 | Oe Lichen oe 129 790 
PR a a ctkicccicmcceeths 5, 155 11, 912 8, 930 4, 529 | 48 | 1, 168 \ 3. 950 
"tna REE ERE: 611 825 633 405 | 43 | — 5 
Gino tebccdessiccéshocuntie inn 12 75 | steal . | ae it 
TRS net See jel 517 4 imal . 191 450 
a SE es Ce 3, 149 7, 207 4,514 3, 825 } 40 1, 778 2, 525 
yO (WCE Oe Si aio pal RS! Gases . ‘ 
Netherlands 1, 481 2, 427 783 | 423 |__. 755 | 1, 300 
WOES oe oink to abe 679 Oe ti csc. ay Zodeal 549 | 475 
| CRE OOS Naat SR: 77 221 | 182 24 82 | 50 
Sweden____- ‘ 759 2, 399 648 399 116 | 330 550 
_ .. . Saget at SSS 286, ie 577 224 137 | 397 500 
y eae ect iecas ai eae ican ee, is oa 
United mange i eee aes: Fee Seo ee ol 4 5 4» See 
BRS OS ee) Le ee ‘ ween 9 1,391 4, 200 
et 14,447 | 33, 989 0 | 17,411 | 9, 982 | 430 | 8, 483 | 16, 500 
! Last 8 months. 
Source: Report of Organization for European Economic Cooperation. 
Exuisit No. 3.—Foreign trade of member countries 
{Million tons] 
‘ a ] ——T 
1946 | 1947 1948 | 1949 | 1950 1951 
|_| ——__|—____|___ 
1. Production of member countries................___- 335.4 | 364.1 | 395.3 | 429.3 438.5 | 457.0 
2. Exports to nonmember countries---_-.......-- ae 5.4 | 69 | I1L9 | 117 97 6.0 
3. Imports from nonmember countries -_-----..----_- 17.6 | 39.2 | “27.2 | 23 | 10.2| 35.0 
mr i a i ef _—— _— 
Of which: 
a EEE SOE te Co ee eee. 3.2 4.9 9.6 10.3 | 8.8 | 8.5 
EE ee ee ee 14.4 34.0 17.4 10.0 .4 25.0 
NARS SNS aR ENED Te as 3 2 8 | 1:0 | 1.5 
4, Ap nt consumption __ - = 346.6 396.4 410. 6 1 438.9 ~ 439.8 | "486.0 
5, Contribution (percent of 4) 
SRE PE Fed Fe eS - 92 1. 24 2.34 2.35 2.0 1.95 
_ | Ne enanetpeatees tec atcaeeaaaaad ; 4.15 8. 58 4.2), 2.28) l 5.13 











Source: From Report of Organizaticn for European Economic Cooperation. 
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Exuisir No. 4.—WSingle-trip vessel rates on coal from Atlantic ports to selected 
European destinations, June 1950 to December 1951, by months 


{Per gross ton] 


Savona, 
Genoa, 


Bordeaux- 


Vise re sa 
Rotterdam | Discharge Dunkirk Dischar¢g 


| rate (tons) 


Discharge 


rate yns) ate (tons) t 
ite (ton kines rate (ton Naples 


1950: 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 
1951: 
Jan. 
Feb. L 
Mar. 
Apr. 
May 2 
June 
July 
Aug. 2 
Sept. 1 
Oct. f 
Nov. I Ae. S 
Dec. : 50-11. : 


1, 000 
1, 000 
1, 000 
1, 000 
1,000 
1, 000 
1,000 


ee oo: 


Com & & woh 


NS to 


nr 
a 
honmnwnmn 


2 
' 


11. 50-12. 00 1, 000 
13. 75-14. 25 1, 000 

14. 50 1,000 

14.00 1,000 

13. 50 1, 000 
12. 00-13. 00 1, 500 
1, 500 
1, 500 
1, 500 
1 
1 
1 


ea 
T T T 


~ a SY 
Tr Srrro 


NNN NN vd 


KONNBSES 


, 500 
. 500 
, 500 il 


St gr tate 
SSA 





Source: From reports of W. W. Battie Co., Inc., Coal Trade Freight Report. 


Exuipir No, 5.—United States overseas exports of anthracite by continental groups, 
year 1951, by months 


[Figures in net tons of 2,000 pounds] 


North and 
Year 1951 Central 
America! 


South ‘ : a 
America Europe Africa Total 


January 

February 38, 747 > 38, 747 
March 54, 827 
Avril ; ‘ 76, OS2 
May : Y 3f Re 121, 673 
June 2, 162, 794 
July : 3! 231, 37 7 231, 418 
August 3 7 311,2 311, 581 
September 5 351, 62 357, OST 
October 195, 548 
November 285, 200 
December 285, 93s 
Year 1951 2, 474, 375 





! Excludes Canada, 


Source: U. 8. Department of the Interior, Bureau of Mines. 
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(/nited States overseas exports of bituminous coal by continental groups, year 1951, 
by months 


[Figures in net tons of 2,000 pounds] 





North and | 
Year 1951 Central | 
| America ! | 


South 


Aeetridn Europe Asi: Africa Potal 


| 
| 
| 


January -- oe 26, 093 | 157, 516 
February - - - - a 2, 735 | 199, 072 
March -- * 10, 299 154, 093 
April... . psig 9, 997 199, 758 
May..- ‘ ‘ 9, 231 262, O87 
) aE NE See bie 8, 807 206, 920 
} ne 19, 427 260), 293 
August A ; 8, 584 322. 947 
September - - 5, 2 331, 603 | 
October __- - 16, 938 239, 738 
November. - - pid 5, 053 257, 479 
December 15, 328 334, 697 


016, 505 | 03, 86, 912 1, 380, 313 
368, 638 | ., 652 99 831 1, 778, 928 
891, O41 215, 109, 006 2, 378, 145 
906, 679 f 104, 634 2, 418, 248 
227, 804 { 64, 206 2, 674, 013 
104, 333 | YO, 48, 831 2, 609, 628 
042, 116 2h, 20% 77, 86] 2, 524, 990 
784, 610 39, 2 91, 628 3, 347, 061 
O89, 013 226, 7 77, 204 3, 730, 229 
530, 478 57 528 46, 729 4, 002, 608 
832, 568 206, 897 59, 414 3, 301, 411 
041, 708 253, 804 £2, 000 3, 697, 537 


PNPEYNNNN ESS 


Year 1951 138,054 | 3,016, 203 | 27,925, 493 , 895, S45 11, 197 GIR, 316 33, 905, 111 


! Excludes Canada. 
Source: U. S. Department of the Interior, Bureau of Mines. 


Exurpit No. 6.—Rail rates on bituminous coal for export from mine origin groups to 
Atlantic ports 


|Per gross ton of 2,240 pounds] 


To Philadelphia— To Baltimore To Hampton Roads 


Effective dates | From | From From From From New From 
Clearfield, Westmore- Clearfield, Fairmont, River, Kanawha, 
Pa. land, Pa. Pa V. Va W. Va. W.Va 


Jan. 1, 1951, to Apr. 3, 1951 . ‘ $3. 54 


$3. 82 $3. 47 DS} 
Apr. 4, 1951, to Aug. 27, 1951 3. 61 3.89 3. 54 3.81 3. 83 3.94 
3 


74 $3. 76 $3. 87 
Aug. 28, 1951, to date_. é 3. 75 4.04 3.68 3.06 4.09 


Source: From railroad tariffs filed with the Interstate Commerce Commission. 


STATEMENT OF CLEM D. JOHNSTON, DIRECTOR, UNITED STATES 
CHAMBER OF COMMERCE 


Chairman Ricuarps. We are glad to have with us this afternoon, 
Mr. Clem D. Johnston. Do vou represent the chamber of commerce, 
sir? 

Mr. Jounstron. 1 do, Mr. Chairman. 

Chairman Ricuarps. In what capacity? 

Mr. Jounston. I am a director of the Chamber of Commerce of 
the United States and chairman of its committee on policy. 

Chairman Richarps. And you appear here for that group express- 
ing official views of the chamber of commerce? 

Mr. Jounstron. I appear here for that organization. 

Chairman Ricuarps. Have you a statement, sir? 

Mr. Jounstron. Yes, sir, Mr. Chairman; I have a prepared state- 
ment which is rather lengthy and we would merely like to file that. 
I also have a summary of that statement consisting of about six 
pages that will take about 9 minutes to read. I would like to present 
that to the committee. 

Chairman Ricuarps. Without objection, the complete statement 
may be filed following your summary Will vou proceed, sir? 
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Mr. Jounston. Thank you, Mr. Chairman. 

My name is Clem D. Johnston. I am proprietor of the Roanok: 
Public Warehouse, Roanoke, Va. 

The Chamber of Commerce of the United States believes tha‘ 
expenditures for international affairs in fiscal 1953 by the United 
States Government should not exceed $5 billion. Five billion dollars 
is a tremendous sum of money, and we believe that with careful! 
husbanding, it should be ample for both military aid and whatever 
economic assistance may be needed. We believe it is the maximum 
that American taxpayers should be called upon to contribute, in view 
of the present level of taxes and the size of the domestic military and 
nonmilitary budget. 

We see no need for Congress to authorize any additional appro- 
priations, since nearly $8 billion of unspent funds will be available in 
fiscal 1953 from previous appropriations. 

However, we recognize that the Congress may have some informa- 
tion which it regards as sufficiently persuasive to justify some new 
authorizations. But, in any case, we urge that the Congress follow 
the precedent set by the House recently in passing the armed services 
appropriation, and place a limit of $5 billion on fiscal 1953 expendi- 
tures for international aid programs. 

I wish to emphasize the fact that the chamber favors the continua- 
tion of the Mutual Security Program. The substance of our position 
is that such aid should be spread out. We recommend that the so- 
called stretch-out which has been applied in our domestic defense 
program should also be applied to foreign aid. That would seem to 
us to be the logical approach. 

The chamber has long advocated the active participation of the 
United States in seeking solutions to the many difficult problems that 
the free world has had to face since the defeat of the Axis Powers. 

We subscribed to a program of relief through UNRRA and subse- 
quently through direct contributions to nations devastated by war 
We supported economic and military assistance to Greece and Turkey ; 
the British loan, and the Marshall plan. In addition, we favored the 
action of the United States in entering into the North Atlantic Pact 
and the other regional pacts, and the principles of the Mutual Security 
Program. The chamber has continuously believed that the United 
States should participate vigorously in world affairs. 

But the chamber has become increasingly concerned about the 
fact that the achievements of virtually all the various foreign-aid 
programs have fallen short of expectations. We feel, therefore, that 
the time has come to examine catefully the reasons for the successes 
and failures of foreign aid to date. 

We recognize that this committee and the Congress face a most 
difficult task in writing a foreign-aid authorization bill. 

We think that we are in for a long pull and for that reason our 
foreign-aid program should be limited to $5 billion for this year. 
We don’t claim that a larger amount might not be used to advantage— 
if we could afford it—even though there is some serious question about 
that. The point is that if events make continuation of foreign aid 
essential for 10 or 15 years, the time has arrived when we must bring 
this spending in line with our capacity. Our recommendations to you 
are as follows: 
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(a) An expenditure of $5 billion should be adequate for foreign aid 
this vear if it is carefully and properly administered. 

(b) $5 billion is all that we can afford. The Chamber of Commerce 
of the United States has given every member of Congress suggestions 
for other reductions in Federal expenditures which would result in a 
balanced budget at $71 billion. 

(c) For the present and until such time that there is a reasonably 
firm appraisal of what our forward commitments are and how necessary 
it is that they be continued, the funds for our foreign-aid program 
should come from the estimated $7.9 billion carry-over at the end of 
fiscal 1952. 

We estimate that the $5 billion for fiscal 1953 could be taken from 
money that has already been appropriated and there would still be 
available $2.9 billion to take care of any vitally necessary forward 
commitments. 

The really important thing is for Congress to recapture control of 
our expenditures for foreign aid—to firm up a lot of very fuzzy require- 
ments—to squeeze a lot of water out of what might be called reserve 
of contingent funds in this field. 

I would think, Mr. Chairman, that the amount of money involved 
in secret and top-secret programs is comparatively, relatively small 
and as for the rest of it, we think it is a reasonable guess that probably 
the Russian intelligence service has fully as detailed and accurate 
information as the members of this committee. 

Now, we want to keep anything that is secret really secret. On the 
other hand, anything that our enemies know and we know they know, 
we would like to have Congress and the American people in on it, too. 

(d) Foreign aid should be conditioned upon the recipient countries 
pursuing policies of strict governmental economies, balanced budgets, 
and eliminating overly ambitious welfare or public works programs. 

This lavish giving of aid in many cases merely prolongs an untenable 
situation. The economies of some of these nations will never be on a 
sound basis until those nations face up to the facts and undertake the 
financial reforms necessary for national solvency, create convertible 
currencies, and reduce foreign commerce controls and restrictions. 

The British Government, under the leadership of Mr. Churchill, is 
at last attempting to approach the problem along these lines. 

There is increasing evidence that most European economies could 
stand on their own feet and produce or procure most of the armaments 
necessary for their own security if they have the will to do it. 

Most European governments appear reluctant to take the realistic 
steps necessary to stay solvent. They are unwilling, or perhaps, with 
present public opinion, unable, to cut out many social-welfare frills, 
get tough with tax collections, balance their budgets, and hold inflation 
down. They appear far less concerned about the imminence of a 
Russian march to the Channel than we do. 

Mr. Chairman, on page 11 of our testimony as filed, the main 
testimony, we make reference to coal. There was a reference in 
there which was taken from the Commercial and Financial Chronicle 
which the gentleman here from the coal association claims is not en- 
tirely correct and we would like the record corrected to conform to 
their judgment because we think that their information is much more 
accurate than our own. 
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I believe that instead of $800 million a year, gentlemen, it would add 
up, total cost, to something like $179 million in actual cost of coal 
but by actual contrast—— 

Mr. Joun Esres (representing Coal Exporters Association of the 
United States.) That is coal plus transportation, 1951. 

Mr. Jounstron. I happen to be from down in the coal section and | 
have a high regard for these gentlemen. 

Chairman RicHarps. You say you want to correct the statement on 
page 11? 

Mr. Jounston. Yes, sir; we would like for the secretary in connec- 
tion with certain of our men to make a rewrite of that statement as 
presented and correct, change that figure. 

Chairman Ricuarps. Without objection, that will be done. 

Mr. Jounsron. American foreign aid has allowed foreign govern- 
ments to indulge their penchant for social and economic reform 
without having to face seriously up to the consequences. In Great 
Britain, for example, welfare expenditures take on the average nearly 
20 percent of each person’s income. Included in this total are the 
large outlays for socialized medicine, food subsidies, family allowances, 
housing subsidies, and death grants. 

Because of such heavy welfare expenditures, European nations are 
laboring under even higher tax burdens than the American people 
whose taxes are approaching 35 percent of income. There is an almost 
unanimous feeling on the part of the European people that they are 
overtaxed. 

The moral that is commonly drawn from this situation is that these 
nations cannot afford any more for defense. But the United States 
tax burden, instead of taking approximately 35 percent of income, 
would take over 45 percent on the average of each person’s income, 
if a welfare state on the European dimensions were adopted. This 
would be a higher percentage than the amount taken in taxes in any 
Kuropean nation. Then we would also be unable to spend so much 
for national security and for foreign aid. 

I don’t want to seem overcritical about European nations, for they 
have been through a lot, but the inertia of Europe is enormous. 

But in the absence of genuine individual concern and a real will to 
do something to correct the situation, foreign aid could become a 
bottomless pit that could swallow $10 to $20 billion a vear with little 
to show for it. 

If recipient countries do possess that will to resist and to bestir 
themselves and to make the best use of their own resources, we think 
that $5 billion a year is more than enough to round out all the gaps 
and supply all of the items that currentiy are not readily available 
within the countries themselves. 

Let’s relate that to how we pay the bill. 

Because our Government expenditures are so high, the low- and 
middle-income groups are being forced to shoulder burdens of taxation 
never before known in the history of this country. For example, the 
chamber has estimated that those in the $2,000 to $3,000 income group 
pay in taxes, both direct and hidden, to all levels of government, 
almost 30 percent of their income. The $5,000 to $7,500 a year group 
pays slightly over 35 percent of their income in taxes. 

This situation has not come about because the so-called rich do not 
pay enough in taxes. According to figures presented by Secretary of 
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the Treasury Snyder in his testimony before the House Ways and 
Means Committee in February 1951, all of the personal income left 
after taxes in the tax brackets of $4,000 and above amounted to only 
$9.7 billion. This was before the 1951 Tax Act was passed, which 
further increased taxes; $9.7 billion is almost $1 billion less than the 
President proposed to spend on foreign aid alone during fiseal 1953. 

We have unsold surpluses in many lines today, profit margins are 
dropping or disappearing, unemployment is an increasing factor in 
many areas. But because over 80 percent of Federal revenues now 
comes from individual and corporate income taxes, in contrast to a 
mere 40 percent back in 1939. It would not take much of a recession 
to produce a serious drop in Federal revenues. 

Those are among the reasons that we urge that foreign-aid expendi- 
tures be limited to not exceeding $5 billion per year. 

We further urge that we use our best efforts and our best men in 
trying to get the most mileage out of the dollars that we do expend. 
Our greatest opportunity lies in this field. We are all too prone to 
measure foreign aid in dollars. The true measurement is in the end 
products that those dollars can be made to buy. 

If vou will pardon a personal reference, let me say that I have had 
some experience and considerable chances of observation in the field 
of computing military requirements. It is my belief that with opti- 
mum planning and careful administration by competent and cost- 
conscious personnel, it will be possible to get for $5 billion the same 
level of defense and the same number of military end products that 
would cost $10 billion under some of the more haphazard methods we 
have witnessed in past vears. 

Let me sum up the position of the Chamber of Commerce of the 
United States. 

We firmly believe that expenditures on international affairs in fiscal 
1953 by the United States Government should not exceed $5 billion. 
Since nearly $8 billion of unspent funds will be available in 1953 under 
existing appropriations, we see no need for Congress to authorize 
additional foreign-aid appropriations for fiscal 1953. 

Mr. Chairman, for the record, my full statement is as follows: 

Mv name is Clem D. Johnston. I am proprietor of the Roanoke 
Public Warehouse, Roanoke, Va. 

I appear before your committee representing the Chamber of Com- 
merce of the United States, of which I am a director. I am also 
chairman of the chamber’s committee on policy, vice chairman of the 
committee on Government expenditures, a member of its committee 
on national defense, and a member of its committee on international 
political and social problems. 

The Chamber of Commerce of the United States believes that 
expenditures for international affairs in fiscal 1953 by the United 
States Government should not exceed $5 billion. Five billion dollars 
is a tremendous sum of money, and we believe that with careful 
husbanding, it should be ample for both military aid and whatever 
economic assistance may be needed. We believe it is the maximum 
that American taxpavers should be called upon to contribute, in view 
of the present level of taxes and the size of the domestic military and 
nonmilitarv budget. 
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We see no need for Congress to authorize any additional appro- 
priations, since nearly $8 billion of unspent funds will be available 
in fiscal 1953 from previous appropriations. 

However, we recognize that the Congress may have some informa- 
tion which it regards as sufficiently persuasive to justify some new 
authorizations. But in any case, we urge that the Congress follow 
the precedent set by the House recently in passing the armed services 
appropriation, and place a limit of $5 billion on fiscal 1953 expendi- 
tures for international-aid programs. 

Before I go any further, I wish to emphasize the fact that the 
chamber favors the continuation of the Mutual Security Program. 
The substance of our position is that such aid should be ‘spread out. 
We recommend that the so-called stretch-out which has been applied 
in our domestic defense program should also be applied to foreign aid. 
That would seem to us to be the logical approach. 

The chamber has long advocated the active participation of the 
United States in seeking solutions to the many difficult problems that 
the free world has had to face since the defeat of the Axis Powers. 

We subscribed to a program of relief through UNRRA and sub- 
sequently through direct contributions to nations devastated by war. 
We supported economic and military assistance to Greece and Turkey, 
the British loan, and the Marshall plan. In addition, we favored 
the action of the United States in entering into the North Atlantic 
Pact and the other regional pacts, and the principles of the Mutual 
Security Program. The chamber has continuously believed that the 
United States should participate vigorously in world affairs. 

But the chamber has become increasingly concerned about the 
fact that the achievements of virtually all the various foreign-aid 
programs have fallen far short of expectations. We feel, therefore, 
that the time has come to examine carefully the reasons for the suc- 
cesses and failures of foreign aid to date. 

In regard to foreign aid and the domestic economy, the chamber is 
seriously concerned about the effects on the strength of the American 
economy of the current high level of foriegn aid. No one knows how 
long the cold war may last. Mr. Averell Harriman, Director of the 
Mutual Security Program, once stated that we may be in for a 4- 
mile race instead of the 100-yard sprint of World War II. In such a 
situation it is imperative that the American Nation conserve its 
strength for the long pull. 

This is especially important in view of certain changes in the posi- 
tion of the American economy since before World War Il. At that 
time the total tax burden was only slightly over 20 percent of income. 
Today the tax burden is approaching 35 percent. During the past 
decade inflation has reduced the value of the American dollar by 
almost 50 pereent. A continuation of heavy military and foreign 
aid outlays will strain the American economy even more and lead to 
further loss of confidence in our national solvency. 

The present program of military and economic aid and increasing 
amounts of point 4 aid could, unless effective and realistic limits are 
put on its amount, continue into the indefinite future. In fact, there 
are grave dangers that the amounts might increase. A report by a 
group of experts from several countries, appointed by the Secretary- 
General of the United Nations estimated that to develop the under- 
developed areas of the world would require from $10 to $14 billion of 
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outside capital annually for an indefinite period. If past experience 
is any guide, there would. be strong pressures to have the United 
States Government supply most of it. 

Many of our nonrenewable and vital resources are being rapidly 
depleted. As a result, our industrial economy is becoming more and 
more dependent upon foreign sources for raw materials. America is 
becoming a “have not’’ nation in a number of respects. In 1939 we 
were net exporters of aluminum, copper, and petroleum. In 1951 
we were heavy net importers of all three basic commodities. Whereas 
formerly the Nation was self-sufficient in copper, lead, and zinc, now 
we import from 30 to 40 percent of total requirements. Increasingly 
we are becoming dependent on foreign sources for iron ore. 

The principal causes of this rapid and basic shift in our resource 
position are twofold: Primarily the heavy military expenditures of the 
past decade and, secondly, our foreign military and economic aid pro- 
grams. No nation is wealthy enough to continue, over a long period, 
a policy of substantially reducing its material wealth. A wise long- 
range military and foreign policy must give these factors heavy 
weight. 

Few would question the fact that the United States industrial 
might is the No. 1 deterrent to the aggressive designs of the Soviet 
Union. Ina matter of such grave importance where the very existence 
of the Republic is at stake, it is imperative that first things be kept 
first. 

The present tax system is having serious deterrent effects on incen- 
tives to work, to save, and to take risks. It is true that there has 
been a tremendous expansion of plant capacity and production since 
the end of the war but this was financed mainly by reinvested earnings 
of corporations. ‘The increase in taxes since Korea has seriously 
limited this source of funds, and capital formation and the growth of 
production in general are in great danger of being retarded. 

When the personal income tax was adopted in 1913 the rates varied 
from 1 to 7 percent. Today they range from 22.2 percent to a top of 
92 percent. In 1909 a corporate tax of 1 percent was adopted. ‘Today 
corporation taxes take on the average about 60 percent of total cor- 
porate profits. 

Because of the fact that Government expenditures are so high, the 
low- and middle-income groups are inevitably being forced to shoulder 
burdens of taxation never before known in the history of this country. 
For example, the chamber has estimated that those in the $2,000 to 
$3,000 income group pay in taxes, both direct and hidden, to all levels 
of government, almost 30 percent of their income. The $5,000- to 
$7,500-a-year group pays slightly over 35 percent of their income in 
taxes. 

This situation has not come about because the so-called rich do not 
pay enough in taxes. According to figures presented by Secretary 
of the Treasury Snyder in this testimony before the House Ways and 
Means Committee in February 1951, all of the personal income left 
after taxes in the tax brackets of $4,000 and above amounted to only 
$9.7 billion. This was before the 1951 Tax Act was passed which 
further increased taxes. $9.7 billion is almost $1 billion less than the 
President proposes to spend on foreign aid alone during fiseal 1953. 

These figures forcefully illustrate how onerous the tax burdens of 
everyone have become and the impossibility of lightening the tax 
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burdens of the low- and middle-income groups by any other method 
than a reduction in Government expenditures. Today, everyone 
pays heavy taxes—not just a few rich people. 

With relation to foreign aid recommendations of the chamber, lasi 
year it recommended that total outlays for military and economie aid 
be limited to $5 billion in fiscal 1952. Again this year the chamber’s 
board of directors unanimously recommended that total foreign aid 
expenditures be held to a maximum of $5 billion in fiscal 1953. 

This year in the budget recommendations of the President, a deficit 
of $14.4 billion in fiscal 1953 was forecast. The chamber membership 
is seriously concerned about the effects such a budget will have on 
our productive strength and the value of the dollar. We studied it 
carefully. We balanced the alternatives. 

Our conclusion is that the budget should be balanced with no 
increase in taxes. This means that according to the President's 
estimates, expenditures will have to be reduced by $14.4 billion. 
In determining where to make the cuts, the difficult problem of 
alternatives had to be considered. As previously stated, our con- 
clusion is that expenditures for international affairs should be cut to 
$5 billion from the $10.8 billion estimated by the President. 

We also estimate that about $5.5 billion could be saved out of the 
$51.2 billion estimated outlays for the Armed Forces by improving 
efficiency. The rest of the $14.4 billion total cut should be taken 
from the various other programs of the United States Government, 
as we have outlined in a letter to each Member of Congress. 

So far eight appropriation bills have been passed by the House of 
Representatives. The Meinbers of the House are to be congratulated 
on their forthright stand in favor of economy. $6,320 million have 
been cut from the appropriation requests of the President, including 
a $4.7 billion cut in the defense appropriation. 

This committee is considering the President’s request for an authori- 
zation of a $7.9 billion appropriation for foreign aid in 1953. The 
chamber estimates that the President already has available to spend 
on foreign aid in fiscal 1953 a total of $7.9 billion in appropriations 
of previous years. These two amounts total $15.8 billion. This 
means that, if the Congress should pass this year’s appropriation 
request, there would be $5.3 billion available for spending after fiscal 
1953, even on the assumption that fiscal 1953 spending on foreign 
aid is carried on at the $10.5 billion rate the President estimates. 
The chart below contains the relevant figures on this point. 

(The chart referred to is as follows:) 
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How Foreign Aid Funds Accumulate 
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In view of this situation, the chamber sees no justification for 
Congress to authorize any more foreign aid for fiscal vear 1953. 
Out of existing appropriations, $5 billion could be spent and still £9.9 
billion would be left over for spending in future years. This should 
amply take care of the fact that, because of the long production lead 
time, many military items in particular have to be planned for several 
years in advance. 

Reducing the size of the carry-over would give the Congress more 
control over the purse strings. The seeming loss of control over the 
purse strings by Congress is a problem which has worried not only 
Members of Congress but also many other people in recent years. 
This way the Congress would more effectively review international 
affairs each year and determine how much should be spent. 

No one knows how long the cold war may last. But the general 
tenor of the testimony of the official witnesses before both this com- 
mittee and the Senate Foreign Relations Committee has been that 
the international situation is less serious this year as compared with 
last vear. However, the build-up in foreign aid programs has been 
extremely rapid, with spending jumping from $4.5 billion last vear 
to $6.5 billion this year and another jump to $10.5 billion planned 
for next vear. 

It seems likely that we are in for a long pull—and like a long 
distance runner, We must conserve our economic breath for what may 
lie ahead. Therefore, rather than strain our resources so heavily, 
now, we believe that we should spread out our foreign aid over a 
longer period of lower expenditures. 

Now for a review of foreign aid experience, the following table 
shows that since 1940 the American people have spent nearly $80 
billion net outside the United States. Since the end of the war a 





660 MUTUAL SECURITY ACT EXTENSION 


whole host of governmental approaches to international economi: 
problems have been tried. All have been found wanting. 
(The table referred to is as follows:) 
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lirst there were the International Monetary Fund and the World 
Bank. At the time, these were called the solution to postwar 
international economic problems. Shortly after the end of the war 
they proved to be inadequate. 

The British loan of $3.75 billion was supposed to tide Britain over 
her postwar difficulties. But by the end of 1947 it was virtually 
exhausted and the British economy was in a worse crisis than before. 

The next “solution”’ to the European economic difficulties was to be 
the European Recovery Program. There can be no doubt that the 
achievements of the Economic Cooperation Administration were 
considerable during its existence but the fact that the European 
balance-of-payments deficit with the rest of the world was about as 
great when the ECA program ended on January 1, 1952, as it was when 
the program began cannot be overlooked. 

An examination of the successes and failures of the Marshall plan 
is necessary in order to get a clear picture of what must be done if 
American aid is to be more successful in the future than it has been in 
the past. 

The Marshall plan is commonly cited as being the bright light in our 
postwar international economic relations. Impressive statistics to the 
effect that the industrial production of many European countries is 
50 percent and more higher than 1938 levels are used time and again. 
Some reduction in trade barriers has been brought about by the lifting 
of quantitative restrictions on imports among the Marshall-plan 
countries. This, plus the European Payments Union, has facilitated 
intra-EKuropean trade. 

But in addition to the pleasant side of the picture, we must also 
look at the hard facts on the other side. The fact that industrial 
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production is not synonymous with total production has been scarcely, 
if ever, mentioned in the ECA reports. The total production picture 
is not so encouraging. Mr. Colin Clark, the Australian economist 
and statistician, has estimated that total British production in 1950 
was only 12.6 percent higher than in 1938. Total production in- 
cludes agricultural production and the production of services as well 
as industrial production. The net production per person at work 
has increased by only 3.1 percent during the same period. It must be 
remembered that Great Britain is alleged to be one of the countries 
in which the production recovery record has been the most out- 
standing. 

As pointed out earlier, the European balance-of-payments deficit 
with the rest of the world was about as great when ECA ended as 
when it began. This is widely attributed to the effects of the Korean 
conflict and the need to rearm, but if economic recovery had been 
built on as sound a foundation as was implied in the ECA reports, 
these nations would have weathered the adverse winds. While sub- 
scribing to the general principles of the Marshall plan, the chamber 
has from the beginning recommended that this aid be conditioned 
upon the recipient countries pursuing policies of strict governmental 
economies, balanced budgets, and foregoing costly and resources- 
wasting public-works programs. The increase in military outlays in 
European nations is still relatively modest. As far as the increase in 
raw materials prices goes, if the economies of these countries had been 
as strong as the ECA claimed they were, they should have been able to 
cope successfully with the situation. Furthermore, when colonial 
dependencies producing large quantities of raw materials are taken 
into account, it can be seen that many of these countries also bene- 
fited dollarwise by the increase in raw materials prices. 

The time has come to seek out the fundamental reasons why the 
economies of so many foreign countries continue to be in such a 
desperate plight. Outmoded industrial production and marketing 
practices plus widespread discrimination against the initiative, know- 
how and energy of private enterprisers are important explanations. 
The granting of foreign aid by the United States Government has 
allowed these countries to continue inefficient and undesirable prac- 
tices instead of facing up to the hard decisions which they would 
have had to make if foreign aid had been unavailable. 

The inefficient and wasteful use which has too often been made of 
the counterpart funds is another serious black mark. In France, for 
example, counterpart funds are being used to help provide a 354-mile 
seaway and power project from the Mediterranean to Lake Geneva, 
1,230 feet above sea level in the heart of the Swiss Alps. This project 
was twice voted down by the French people when they thought they 
would have to pay for it themselves. 

The receipt of American aid has allowed the Europeans to engage 
in many grandiose capital projects, the benefits from which will at 
best take a long time for realization. In a Commercial and Financial 
Chronicle of March 6, 1952, Prof. E. E. Pratt of New York University 
reported on the type of building projects which he has observed in 
Europe. The following are two of the examples that he cited: On the 
isle of Capri, a luxurious new hotel has been erected while many 
other older but perfectly suitable hotels are empty. On the outskirts 
of Milan, Rome, and Naples are literally hundreds of new apartment 
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houses that would put Park Avenue to shame. Since the averay 
Italian cannot afford to live in these, they have become the source o! 
considerable discontent among the populace. Grandiose and beauti- 
ful buildings and publie works projects may be nice to look at bu: 
they do not put food into the mouths of hungry people nor do the) 
make much of a contribution to defense. 

A classic example of an economic maladjustment which the receip 
of American aid has perpetuated is to be found in the fact that Euro), 
currently imports coal from the United States at an annual rate of 
approximately $546 million. Europe has abundant supplies of cox! 
of its own. Great Britain, for example, is supposed to have eneugh 
coal for 200 years’ consumption at an annual rate substantially 
higher than her current production of coal. 

The difference between Europe’s coal requirements and her coa! 
production is only about 40 million tons a vear. It is interesting to 
note that this is approximately equal to the amount that Britain's 
coal production has decreased between 1913 and 1951. The receipt 
of American aid permits the continuation of this unjustifiable situation 
and allows the governments concerned to avoid making the hard but 
necessary decisions which must be made if coal production is to be 
increased to the necessary level. 

American foreign aid has allowed foreign governments to indulge 
their penchant for social and economic reform without having to face 
seriously up to the consequences. In Great Britain, for example, 
welfare expenditures take on the average nearly 20 percent of each 
person’s income. Included in this total are the large outlays for 
socialized medicine, food subsidies, family allowances, housing subsi- 
dies, and death grants. 

Because of such heavy welfare expenditures, European nations are 
laboring under even higher tax burdens than the American people 
whose taxes are approac hing 35 percent of income. There is an almost 
unanimous feeling on the part of the European people that they are 
overtaxed, 

The moral that is commonly drawn from this situation is that these 
nations cannot afford any more for defense. But the United States 
tax burden, instead of taking approximately 35 percent of income, 
would take over 45 percent on the average of each person’s income, if a 
welfare state on the European dimensions were adopted. This would 
be a higher percentage than the amount taken in taxes in any Euro- 
pean nation. Then we would also be unable to spend so much for 
national security and for foreign aid. 

Anyone who is inclined to doubt these facts should inspect the 
percentage of their total production that our various European allies 
are spending on defense. Whereas the United States plans to spend 
approximately 18 percent of its gross national production on defense 
during the coming fiscal year, Britain plans to spend 11.8 percent; 
France, 10.7 percent; and Western Germany, 8.5 percent. All the 
NATO countries, taken together, plan to spend about 9.2 percent of 
their gross national product on defense. We are not criticizing these 
countries for spending a smaller percentage of their production for 
defense than the United States does. The fact that their productive 
capacity is considerably lower than ours cannot be denied. But we 
do vigorously protest the use of figures on the percentage of income 
paid in taxes in the various countries to imply that the European 
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economies are bearing a heavier burden of the common defense than 
the United States does. 

The solution to this predicament should be easily recognizable but 
it is seldom pointed out. The lavish giving of aid has just been 
prolonging an untenable situation. The economies of these nations 
will never be on a sound basis until they themselves undertake the 
financial and fiscal reforms necessary for national solvency, create 
convertible currencies and reduce foreign commerce controls and 
restrictions. The American Government should be working in the 
direction of trying to bring about these necessary changes instead of 
perpetuating the present inefficiency and chaos by granting excessive 
amounts of foreign aid. 

A prime example of instability resulting from poor financial and 
fiscal management is the case of France. Virtually everyone agrees 
that, all things considered, the French economy is in good physical 
shape. But in spite of this fact the continuing instabilitv of the 
French Government is alarming, as the report of the special study 
mission to Germany and certain other countries of this committee has 
pointed out. One French Government after another has fallen on 
their unwillingness or inability to grapple successfully with this situa- 
tion. The present French Government is now trying with some suc- 
cess to give France better fiscal management, but whether it will have 
anv lasting success remains to be seen. 

It is a'so reassuring to note that the British Government, under the 
leadership of Mr. Churchill, is now attempting to approach the prob- 
lem along these lines. For example, expenditures on food subsidies 
are being reduced by more than one-third and interest rates have been 
raised in order to curtail nonessential capital outlays. 

As to the present program of foreign aid, the American people seem 
only dimly aware of the fact that the present program of foreign aid 
is the beginning of a new phase in international giving which can be- 
come perpetual. The technology of modern warfare changes so 
rapidly that weapons which are the latest model today become obso- 
lete tomorrow. Because of this obsolescence problem, there is great 
danger that our military-aid program will become a permanent one 
unless our allies show striking and unexpected improvements in 
economic strength. 

A particularly serious danger is to be found in the prospect of a 
perpetual continuation of foreign economic aid. The Marshall plan 
was originally scheduled to end in June of 1952. Whether it would 
have ended on schedule or not if Korea had not intervened, as the 
administration claims, is an academic point. The probability is that 
the Marshall plan would have been replaced by an expanded point 4 
program of economic assistance to the underdeveloped areas. 

The fact of the matter is that part of the recommended $7.9 billion 
for fiscal 1953 includes an appropriation of $1.8 billion in economic 
aid for Europe under the name of defense supporting funds. In this 
part of the program, the same type of goods will be sent to Europe as 
were sent under the Marshall plan—industrial equipment, raw mater- 
ials, and food. In addition, about $1 billion of the military foreign 
aid appropriation will be sent to purchase so-called offshore military 
supplies in Europe, thereby directly aiding the European economies. 

It cannot be stressed too often that currently there seems to be no 
foreseeable ending of foreign aid. Last vear when the Secretary of 
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State testified he talked in terms of a 3-year program, costing approx- 
imately $25 billion. In his testimony this vear he has stated that he 
cannot foresee any date on which the program can be ended. 

The rapidly growing program of aid to the so-called underdeveloped 
areas of the world is a serious long-term threat to the already over- 
burdened American taxpayer. The point 4 program began in 1950 
with an appropriation of only a few million dollars. In this year’s 
appropriation request, the administration is asking for over $650 
million. 

When the program was first outlined in the President’s message to 
the Congress in January 1949 it was implied, at least, that the assist- 
ance would be mainly in the form of technical aid and that the dollar 
amounts expended would be small. But the size of this year’s 
appropriation request should be sufficient to put everyone on guard. 

There is strong and continuous pressure from several quarters 
attempting to get the United States to enter into a program of perma- 
nently sharing our wealth with the rest of the world. This has been 
dubbed the international ability-to-pay principle. This is, in effect, 
a recommendation to apply the progressive principle of taxation 
externally. Obviously the prospect of receiving large benefits without 
having to work for them is a very beguiling prospect to the nations of 
the world whose incomes are lower than ours. 

For years the United Nations has been trying to persuade the 
United States Government to allow it to spend more of the American 
taxpayer’s money. United Nations experts have estimated that aid 
to the underdeveloped areas should total around $10 to $14 billion 
per annum for an indefinite period. Although not explicity stated, 
the lion’s share of this aid would have to be supplied by the United 
States. Since the population of the underdeveloped areas of the world 
is approximately 1.5 billion, it is easy to see how a widespread appli- 
cation of this kind of international egalitarianism could bankrupt our 
Nation. 

In a recent television program on which he appeared with Senator 
Capehart, Mr. Harriman, the Director of the Mutual Security Pro- 
gram, endorsed this form of international socialism. Mr. Harriman 
said that a world in which there is one rich nation, the United States, 
and several poorer nations is bound to be one in which there will be 
ill will and wars. He said that this was like a community in which 
there was one rich person and all the other people were poor. 

There is plenty of evidence that international charities and share- 
the-wealth schemes do not improve international relations. In the 
past 6-year period we have probably witnessed a more rapid deteriora- 
tion in our international relations than in any former period of our 
h'story. 

We have lost China as a friendly power. And many competent 
experts say that not much of Asia can be held on a long-term basis 
without a friendly China. Our entire position in the Pacific is jeop- 
ardized. 

Our middle eastern policy has alienated the entire Arab world. 
Charles Malik, the U. N. delegate from Lebanon and a man with a 
most sympathetic attitude toward the west, has stated that United 
States prestige in the Middle East is at an all-time low. 

There was a time not long ago when the whole of Asia and the other 
underdeveloped areas of the world looked on the United States as the 
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bulwark of liberty and democracy. But the granting of dollar chavities 
in order to create good will is boomeranging, as many people predicted 
that it would. The recipient nations develop sensitive inferiority 
complexes and feel that we are adopting a condescending attitude 
toward them. The attitude of the average Asiatic seems to be that 
the United States is granting him dollars in a desperate attempt to 
gain his good will for no good purpose and that basically we have no 
love for the Asiatie. 

This problem can be resolved only if we have a consistent, well- 
admaialaserel foreign policy at the official level, with clearly defined 
aims. Even more important is the creation of mutual good will and 
trust whi¢h can only develop as the private citizens of all nations learn 
to know each other and work together. 

Let me turn now to the essentials of a realistic international de- 
velopment policy. The technical cooperation program of the United 
States Government has been widely and favorably received. The 
idea of American know-how being made available to all nations is a 
good one. But this program is in constant danger of being per- 
verted. In the judgment of the Chamber of Commerce of the United 
States, approv al of an appropriation of $650 million as recommended 
in this year’s appropriation request might mark the point of no re- 
turn in this respect. From now on, the economic and technical as- 
sistance program can easily develop into an international relief pro- 
gram on a gigantic scale in which the amount given would ultimately 
bankrupt the United States. But because of the large number of 
people to be aided and the wasteful use which is likely to be made of 
a large part of the aid, it probably would achieve few appreciable 
results. 

The time has arrived for the United States Government to take 
stock and to remind itself once again of the conditions under which 
our Nation grew great and under which international investing has 
achieved its only lasting results. 

It is the unparalleled productivity of the private enterprise system 
that has furnished and is furnishing the means of national defense 
and the sinews of war. It is the projection of this productivity abroad 
through private exports of capital, materials, skills, and ideas that 
constitutes the chief hope of the free world. 

The investor is motivated by one of the oldest, strongest, and most 
laudable impulses known to man—the urge to accomplish, to build or 
to produce something of recognized value for which he will receive 
adequate compensation in the way of earnings or profit. All any 
enterpriser wants is an opportunity to put productive resources to 
work in such a way that they will produce a profit commensurate w th 
the risks—and the greater the risks, the greater must be the oppor- 
tunity for profit. 

Concerning impediments to private international investment, much 
has been written and spoken in these postwar years about economic 
aid, the need for investments to close the foreign-trade gap, and for 
investments to meet our responsibilities to other nations. It has been 
asserted by so many different people on so many different occasions 
and in so many different places that private investment has been 
insufficient to do the job and that, therefore, we must have govern- 
mental lending, that altogether too many people in the United States 
and elsewhere now accept this misconception as the truth. 
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The real reasons why there has not been more private foreign invest- 
ment are not difficult to find. The National Industrial Conference 
Board recently published a 382-page analysis of replies to questions 
received from 107 American companies having investments abroad, 
entitled “Obstacles To Direct Foreign Investment.”’ They found thi 
following obstacles in order of importance. 

1. Export and import quotas constitute the leading problem in 
most of the individual countries. Distributors cannot obtain goods 
from abroad for resale. Manufacturing firms are forced to shut down 
or reduce their operations below capacity, thereby raising their unit 
cost of production. Flant maintenance and expansion are often 
prohibited. Increased costs are incurred because of delays, red tape, 
and fines for infractions of regulations. 

2. ‘The limitation on remittance of profits is of greatest importance 
in the industrialized countries of the world. This obstacle is’ basic 
for all industries because it retards the important motive of profit 
return on investment. 

3. The control of capital movements arising out of the problem of 
balance of payment shortages is particularly acute in Europe. 

4. ‘lhe burden of social insurance charges results in high labor 
costs, particularly in South America. One company reported that 
social insurance represented 38 percent added cost in salaries. In 
other cases dismissal of the worker is almost impossible, thereby 
lowering the efficieney of the work force. 

Other important obstacles to direct foreign investment are lack of 
trained personnel; retarded development of such facilities as roads, 
railroad, harbors; also, inadequate housing, recreational and shopping 
facilities; multiple exchange rates; and restrictions on importation of 
American personnel, even where trained personnel are unavailable 
locally. 

The question must be asked, What are our Government officials 
doing to correct these situations? All available evidence shows that 
they are really doing very little. In fact, probably one of the fore- 
most obstacles that private investors face in creating an improved 
environment is the firmly rooted belief in many foreign countries that 
they can obtain all the investment capital they need from the United 
States Government or from intergovernmental agencies without 
taking the stern measures of self-discipline required to create a favor- 
able environment for private enterprise. 

This situation leads to a sort of international blackmail system. 
Because of the various obstacles, the amount of private foreign invest- 
ment possible is limited. Countries then claim that they cannot get 
enough capital to develop their resources. The usual reaction of our 
Government officials has been to argue that there is no other alter- 
native to governmental lending. 

The chamber has carefully examined the statistics on international 
private direct investments in the postwar world. All things con- 
sidered, the record has been impressive. From the end of 1946 to the 
end of 1950 total private American direct investments abroad increased 
from $8.6 to $13.6 billion. 

A further breakdown of these statistics tells an interesting story. 
Most of the increase in investments has gone to Canada and certain 
Latin American Republics—countries which have received little or 
no American aid and in which the obstacles to foreign investment have 








MUTUAL SECURITY ACT EXTENSION 667 


been less. ‘The increase in direct investments in the ECA countries 
has been quite small—from $1.8 billion to $2.3 billion during the 
corresponding period. 

In the opinion of the members of the chamber there are two primary 
reasons for this picture. The first, of course, is to be found in the 
fact that the countries in which private investments have been the 
createst possess large quantities of natural resources needed by Ameri- 
ean industry. But the second and even more important explanation 
is that the investment environment in these nations is sufficiently 
favorable so that the returns are large enough to justify the risks. 
Given the proper political climate, there is simply no limit to invest- 
ment opportunities in the world. Assuming an even break, American 
business would be more than willing to direct its skills to the task. 

If the authorities of the United States Government are really serious 
in their expressed desires to improve the lot of the underdeveloped 
nations, they should be bending all of their energies to this end. 
This does not mean, as many opponents of such a program will al- 
lege, that the United States would be pursuing a policy of economic 
imperialism. All we would be doing is to make it unmistakably clear 
on what terms United States aid will be forthcoming and to undertake 
the task of convincing the nations of the free world wherein their best 
interests lie. 

With reference to the role of the Government in international 
economic development, it is definitely not the intention of the members 
of the chamber to create the impression that the Government has no 
legitimate function to play in the field of international economic de- 
velopment. First, there is the previously discussed important func- 
tion of convincing the nations of the free world to adopt the policies 
that give real promise of promoting economic and social progress. 

Also, the Government has an undeniably important role to play in 
the information and education field. It can facilitate the exchange of 
information, technical knowledge, and people with technical skill. 

Finally, there are several areas where the Government can directly 
promote economic development. In the United States, Government 
research has compiled an excellent record in the field of agricultural 
science, education, public health, road building, and general com- 
munity development, for example. The Government can make this 
knowledge available to foreign countries. But even in these areas 
large Government loans are not needed. An examination of the 
historical record would show that by following reasonable practices, 
the various levels of government in the United States and Canada 
were able to borrow large sums abroad on a private basis. 

The importance of selling the nations of the free world on the only 
policies which give’ real promise of promoting economic and social 
progress cannot be too strongly stressed. The United States Govern- 
ment could show how, by creating a reasonable climate for private 
investment, we were able to get amply quantities of funds from the 
then more developed European nations when we were dependent on 
foreign investment for economic development. Canada makes an 
excellent story. Our great neighbor to the north has relied heavily 
on foreign private investments for development. It is no accident 
that after the removal of exchange controls and other restrictions on 
foreign commerce, there was a tremendous new influx of private capital 
into Canada. 
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The view that private foreign investment means economic imperial- 
ism and exploitation of foreign people is, unfortunately, widely held 
Never has a more incorrect statement gained such wide acceptance 
Socialists of all different stripes and left-wing liberals accept it 
uncritically. 

Undoubtedly, cases can be cited in which individual firms did not 
improve the lot of the native population as much as they could have 
But on the general question, undeveloped countries which wish to 
develop their resources can benefit enormously from the use of private 
foreign capital. It is well known that the great industrial structure 
of the United States—the product of private enterprise—is the funda- 
mental explanation of our high standard of living. No other socia! 
system in the recorded history of the world has ever produced such 
an achievement in such a short period of time. The great unanswered 
question then is, how can other nations who wish to emulate the 
material achievements of the United States succeed unless they do 
likewise? 

A tremendous public relations job is needed on this point. 

We in the chamber have been trying to do our share of this job 
for years. Unfortunately, however, the first prerequisite for success 
along these lines is more people in the various international agencies 
of the United States Government who themselves understand how 
the private enterprise system works. 

As to the need for an informed public, the chamber is endeavoring 
to promote the widest possible understanding of facts essential to 
the development of the United States foreign policy, and to develop 
an informed public opinion on the course that we should follow. 
In this connection we wish to register a strong protest against the 
view propagated by the apologists for our present foreign policies 
that any changes will mean a serious deterioration in our interna- 
tional relations, if not the triumph of the Soviet Union itself. The 
key question is one of devising the best program to guarantee a 
peaceful free world and to serve American interests. As our state- 
ment shows, we do not feel that the present program meets these 
requirements. 

In order for the American people to develop the best possible 
program it is necessary for the facts to be made available to them. 
A red-tape curtain has been thrown around the information con- 
cerning the various foreign aid programs. During the past few weeks 
the press has on several occasions reported the concern of Members 
of Congress that they are being given insufficient information upon 
which to base crucial legislative decisions. Private individuals and 
organizations have an even more difficult time obtaining the informa- 
tion that is essential for an evaluation and understanding of our 
foreign policies. 

A policy of this nature is not very reassuring to the American public 
when they have in full view our disastrous foreign policy record of the 
past decade. 

The Chamber of Commerce of the United States has subscribed in 
principle to the foreign aid programs of the United States Govern- 
ment over the past 10 years. 

The chamber firmly supports the principle of mutual security. 
Within the limits of economic ability, we feel that the United States 
should assist other nations to help themselves militarily as well as 
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economically, provided that they are willing to work together to resist 
Russian domination. But continuation of the present programs 
threaten to do irreparable harm to the economy of the United States. 

In conclusion, therefore, we wish to reiterate our considered opinion 
that the remedy is to clamp a $5 billion ceiling on foreign aid spending 
next fiscal year, to stretch out the $8 billion in unspent funds which 
will be carried over from this year to next, and to appropriate no more 
funds this year. 

It is often contended that the new appropriation is needed because 
a large but never specified amount of the $8 billion carry-over will 
already be obligated for spending by the end of this fiscal year, on 
June 30. Even if the money is obligated, there is nothing to prevent 
Congress from requiring that the program be stretched out over a 
longer period of time. 

The House has voted to impose a $46 billion spending limit on the 
military next year and it can also limit foreign aid spending. The 
Mutual Security Administration has no long-range commitment 
problems that the military does not have. 

The chamber knows of no areas where the foreign aid program 
would break down for lack of new appropriations now. If the com- 
mittee has information to the contrary, which has not been made 
public, and decides that some new appropriation must be made to 
take care of one or more countries which could not be provided for 
under the carry-over money, there still is nothing to prohibit a $5 
billion spending limit for fiscal 1953. 

(There follows a list of telegrams received by the United States 
Chamber of Commerce endorsing its stand with reference to any new 
authorization for foreign aid for fiscal 1953.) 

Since March 15, 1952, the Chamber of Commerce of the United States has 
received telegrams and letters from chambers of commerce in the following cities 
specifically endorsing its stand in opposing any new authorization for foreign aid 
for fiseal 1953: 


Alabama: Fairhope Illinois: 
Arizona: Champaign 
Kingman (Mohave County) Elgin 

Tueson Flora 
(Arkansas: Hardin 

Earle Moline 

Harrison Park Ridge 
California: Indiana: 

Beverly Hills Elkhart 

El Monte Evansville 

Fullerton Indianapolis 


Laguna Beach 
North Hollywood 
North San Juan and Comptonville 
Santa Ana 
South Gate 
Connecticut: 
Bridgeport 
Middletown 
New London 
Georgia: 
Douglas (Coffee County) 
East Point (Hapeville and East 
Point) 
Idaho: Nampa 


Logansport 

North Manchester 
lowa: 

New Hampton 

Red Oak 

Waverly 
Kansas: Chanute 
Kentucky: Owensboro 
Louisiana: 

Abbeville 

Hammond 

Tallulah (Madison Parish) 
Maryland: 

Aberdeen 

Frederick 
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Massachusetts: Boston 
Michigan: 
Alma 
Flint 
Gaylord (Otsego County) 
Grand Rapids 
Kalamazoo 
Marine City 
Muskegon 
Wayne 
Minnesota: 
Brainerd 
Madelia 
St. Paul 
Missouri: 
Jefferson City 
Pleasant Hill 
St. Louis 
Montana: Helena 


Nebraska: 
Chadron 
Scottsbluff 
Superior 

New Mexico: 
Albuquerque 


Silver City 
New Jersey: 
Elizabeth 
Madison 
New York: 
Albany (Empire State Association 
of Commerce) 
Angelica 
Buffalo 
Grand Island 
Newburgh 
Port Jefferson, Long Island 
Poughkeepsie 
Staten Island 
Westhampton Beach 
North Carolina: 
Black Mountain 
Elizabeth City 
Gastonia 
High Point 
North Dakota: 
Mandan 
Wahpeton 
Ohio: 
Akron 
Ashland 
State Chamber (Columbus) 
Oklahoma: 
Ada 
Bartlesville 
Ponca City 
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Oregon: 
MeMinnville 
Oregon City 

Pennsylvania: 
Berwick 
Bradford 
Corry 
Emlenton 
Hollidaysburg 
Lancaster 
Mount Joy 
Philadelphia 
Pottsville 
Tyrone 
Warren 
York 

Rhode Island: 
Cranston 
Pawtucket 

South Carolina: 
Hartsville 
Union 

South Dakota: 
Deadwood 
Watertown 

Tennessee: 
Chattanooga 
Greenville 
Memphis 

Texas: 

Brady 

Gladewater 

Kerrville 

MeAllen 

Navasota (Grimes County) 
Robstown 

Weslaco 

Utah: 

Logan 
Richfield 

Virginia: 

Suffolk and Nansemond County 
Wytheville (Southwestern Va., 
Inc.) 

West Virginia: 
Charleston 
Moundsville 

Washington: Spokane 

Wisconsin: 
Kenosha 
Wausau 








Chairman Ricuarps. Thank you, Mr. Johnston. 

Do you propose slightly under a $3 billion cut in this authorization? 
Mr. Jounston. Approximately a $3 billion cut. 

Chairman RicHarps. Where would you place that cut? 


Mr. Jounston. No; we propose the entire cut—— 

Mr. Vorys. Seven billions and nine hundred millions. 
pose a $7.9 billion cut in the authorization. 

Chairman Ricuarps. I want to get that straight. 


They pro- 
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Mr. Jounston. Yes, sir. We think that there are enough con- 
tingent funds in the military and in the aid bill to take care of the entire 
program for fiscal 1953. 

Chairman RicHarps. But you said in the statement, “not less 
than,” if we are going to make this authorization, not less than $500 
million, or not less than $5 billion. 

Mr. Jonnston. Not more than $5 billion. 

Chairman Ricuarps. Not more than $5 billion? 

Mr. Jounston. Yes, sir. 

Chairman Ricuarps. The suggestion is that you might approve 
$5 billion of new money; is that right? 

Mr. Cuaruam. It is in his testimony. 

Mr. Jounston. Let me put it this way. Congress is, perhaps, i 
possession of information that we do not have. We think that this 
$8 billion of unspent funds contains ample contingencies to run the 
entire program through fiscal 1953 if there is enough stretch-out. This 
committee and the Congress may have some information that we do 
not have. If there are some compelling things that they have to 
make additional appropriations for, then make them because we are 
for this program, and so on; but in no event exceed an expenditure of 
$5 billion a vear because we want to look at this in terms of 5-, 10-, or 
a 15-year program, not a mere something that ends in fiseal 1953 

Chairman Ricuarps. All right; how do you come to your $5 billion 
conclusion, if we are going to make that appropriation? How do you 
arrive at that conclusion? 

Mr. Jonnston. We work backward, Mr. Cha :man. It is at what 
the economy can stand. 

Chairman Ricuarps. I am talking about new money. All right; 
go ahead. 

Mr. Jounstron. It is simply a matter of what the American economy 
can stand at the present time. ‘That is figured back from a $71 billion 
budget. 

We sincerely believe we have come to the end of the productive limit 
of taxation in this country; that if you materially increase taxes over 
a long period, that even the higher rates will in the long run yield less 
revenue to the Government than more. Therefore, we think we have 
got to cut our cloth to fit. This $5 billion is simply a part of an over- 
all governmental program which involves a great many departments of 
Government and would entail substantial cuts to the military, to 
agriculture, many other functions such as veterans, many of the other 
functions of the Government. 

Chairman Ricuarps. Then if this committee were to authorize 
$5 billion, the limit of what you said we could stand, where would you 
put the cut? Would you put it in military end items and military 
support, and point IV, or what? 

Mr. Jounston. We feel that the committee is in much better 
position to do that than we are. We are not in possession of and have 
not been able to secure sufficient detailed information to enable us to 
make intelligently a real decision on all of that. We have opinions 
on many of the items, but we do not know if those opinions would be 
conclusive because of a lack of full and complete detailed information. 

Chairman Ricuarps. Mr. Chatham. 

Mr. Cuaruam. Mr. Chairman, I am delighted to see Mr. Johnston 
here because I have known him for many years and he is an out- 





672 MUTUAL SECURITY ACT EXTENSION 


standing citizen of the South and is a great patriot. I personall) 
am always glad to hear his viewpoint. 

There are a few questions I would like to ask Mr. Johnston. | 
think it has been testified here time and again that this $8 billion 
you speak of in unspent funds, that only $400 million would be 
unobligated as of June 30, 1952. Of course, obligated funds, to me 
and I am sure to vou, are just as good as spent. funds when you place 
orders for tanks, planes, guns, and so forth. That is a contract and 
I am sure in your business when you have a contract it is a contract 

Mr. Jounstron. I take a slight exception, Mr. Chatham, to what 
constitutes an obligation. I have been in and around military service 
ever since World War I and during the last war I was Chief of Ware- 
houses for Army Ordnance, and I was also for quite a while on Genera! 
Somervell’s Control Division where we looked at the requirements of 
all the services and a lot depends on what you call obligated. 

For instance, a tank as such is a very, very valuable item. A tank 
shell without the spare parts is one item. A tank with 4 years’ 
worth of spares is a figure that could easily be double the cost of the 
original figure. So when we ask the question, ‘‘What is our obliga- 
tion?”, are we going to send this to our allies in Europe with 6 months’ 
worth of spares, l-year’s spares, or with 5-years’ spares? It makes 
that 50 percent difference or so, perhaps, in the situation. 

Again speaking of the military pipeline, a heavy machine gun called 
for there by the tables of equipment—we all want those 50 front-line 
divisions to have them—maybe my figures are out of date, but it used 
to be that for every one in the front line we used to have three in 
reserve at various points. Is it necessary at this stage to have al! 
three of those in Europe? Could not some of them simply be back 
in this country or actually just have the productive capacity for parts 
of those guns? I think that those things, while they are commit- 
ments, and we mean to go through with them, are subject to a stretch- 
out. 

Mr. Cuatuam. I agree with what you have said, but with reference 
to obligations we have had testimony here from Mr. Averell Harriman, 
from General Gruenther, and others and the figures have been the 
same, that $400 million will be unobligated, either through letters of 
intent or actual contracts. Certainly, when I used to do business 
with the Government, a letter of intent to me in the textile business 
was the same as a contract. They give vou a letter of intent that 
they are going to give you a contract. The manufacturer buys riw 
materials and schedules production. Their testimony has been that 
there will be $400 million out of this 8 billion that you speak of that 
will be unobligated as of June 30. 

Mr. Jounson. That is perhaps so. 

Mr. Cuaruam. I am taking that at face value. 

Mr. Jonnston. That is the reason we do not take an absolutely 
positive, dogmatic position. Yet my experience in the Ordnance 
Department in the war and these other things was always that we 
allowed ourselves a good deal of latitude and contingency funds in 
that. That was subject within the Department itself to considerable 
interpretation. 

Mr. Cuatuam. I was in Naval Ordnance for 15 months, but an 
obligation we considered a contract. It was obligated; it was a 
contract. We certainly treated it that way. 
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Mr. Jounsvon. We certainly do not intend to welch in any sense 
on our strict contracts, but those matters are subject to interpretation 
and the matter comes to a question of interpretation as to whether 
it needs to be shipped to our allies this year, and you will recall that 
some of the things we shipped during the war were subject to as 
high as 40 percent pilferage around the Mediterranean and the Persian 
Gulf. Could not those things be well left in this country, still subject 
to obligation but maybe not subject to this year’s fiscal operation? 

Mr. CHATHAM. Subject to payment, I am talking about. If you 
have a machine gun, no matter where you are going to leave it, made 
by a contractor, he has to be paid. You cannot say, “I will pay you 
next year.”’ If you give a mana contract, you have to pay him. You 
have had contracts. | am sure; you have done warehouse business. 

Mr. Jounston. Because the rate of obsolescence of certain material 
is so high, it might actually be questioned whether it is worth while 
and proper to make 4 years’ worth of spare parts for certain of these 
things. 

Mr. Cuaruam. | am not arguing about that; but if you give a 
manufacturer a contract, the Government has to carry out that con- 
tract. The payment is due no matter whether you store the material 
or the spares or anything else. 

Mr. Jonnsron. Unless you can adjust that contract to the satis- 
faction of the contractor. 

Mr. Cuatuam. That is, of course, allowable always. The Govern- 
ment has that. 

It has been testified several times that there was only $400 million 
unobligated. If that is true, it would mean that there would be no 
obligations made if there was no money appropriated for this year 
in the bill? 

Mr. Jounsron. That is part of the figures that have not been made 
public to us and that is the reason we allowed ourselves the loophole 
and did not take an unequivocal position on that. But we worked 
backwards and our whole position is that on a continuing basis it 
would be unwise for this country to undertake a program that would 
put us into an unbalanced budgetary situation; that we must not 
even this vear, this critical year, exceed the $71 billion of revenue 
that we are going to have. 

Mr. Cuatruam. To go on, Mr. Chairman, on page 3 of your state- 
ment you say that “our industrial economy is becoming more and 
more dependent upon foreign sources for raw materials.” Of course, 
that is true. But do you not feel that it is just as important that 
we keep these sources of raw materials open to this country and as 
going concerns for our future whether we are in a cold war or not 
because there are many items, as you know, that we practically gave 
out of in this last war, such as lead and zine? 

Mr. Jounston. We simply put that in as information for the 
information of all concerned. But just last year, I believe, we shipped 
to our European allies some 29,000 motortrucks and other vehicles. 
As was brought out this morning, we think it is quite possible that 
Italy, France, and some of the others who make very good motortrucks 
might turn that out of their own materials rather than deplete our 
somewhat short materials over here. 

Mr. Cuarnam. Now, Mr. Johnston, you have said there that you 
thought this should be very carefully looked into and revised, and so 
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forth. I want to say that when you give us a figure of $800 million 
for coal to Europe and it turns out to be $179 million, and while I am 
sure-you did not prepare these figures on coal but that the chamber of 
commerce statisticians prepared them—— 

Mr. Jounsron. That was taken from the Commercial and Financia| 
Chronicle, a reputable source. 

Chairman Ricwarps. What are you arguing about? 

Mr. Cuarnam. He changed it for the record. He said here that 
Europe was importing coal at an annual rate of $800 million and the 
coal association has given a figure of $179 million, a difference o! 
$621 million, and it seems an irresponsible statement that the chamber 
of commerce has made here. 

Mr. Jounston. That is the reason we hasten to correct it. Europe 
has imported $546 million worth of coal instead of $800 million. As 
Mr. Buckley’s statement to the committee points out, the ECA paid 
for $139 million worth of coal. Mr. Buckley goes on to say that $407 
million worth of coal was imported to Europe out of their own dollar 
earnings. 

Mr. Cuarnam. I do not see how they should make it in the first 
place. 

Then I want to bring up in the record a couple of other things. | 
have been reading the testimony before the Senate and I see you have 
left out the railroad station in Rome which was also an irresponsible 
statement. Mr. Huley, I believe, is your president. I have a quote 
here because I knew you were coming and I tried to figure this thing. 

Mr. Huley said, ‘‘ Foreign countries are using American aid for such 
projects as a ‘mile-long railway station in Rome,’ which will be larger 
than New York’s Pennsylvania and Grand Central Stations, the 
Cleveland Union Station and all of Chicago’s railroad stations com- 
bined.” It turns out that not a penny of American funds or counter- 
part funds was used in the station. You did not quote Mr. Huley 
but you spoke of a railroad station in Rome in the testimony before 
the Senate. 

Mr. Jounston. May I ask Dr. George Cline Smith who has infor- 
mation on that to supplement right there? 


STATEMENT OF GEORGE CLINE SMITH, DIRECTOR, GOVERNMENT 
ECONOMY PROGRAM, U. S. CHAMBER OF COMMERCE 


Mr. Sairu. I think one point should be brought out and that is that 
the cornerstone on the railroad station, according to the St. Louis 
Post-Dispatch, says it was built with ECA funds. We understand 
that is not correct, but the station has that label on it. 

Mr. Cuaruam. Is the statement the chamber of commerce makes 
based upon what a cornerstone says? I used to have this same fuss 
with the NAM where staffs would prepare this stuff and be picked up. 
That is why I think an association like that, and which was my 
association, and this, put themselves in a ridiculous position coming 
down here and making any such statements. 

There is some more in here about this power project in the Rhone 
Valley. Let me find it for you, sir. I know you do not mind being 
checked on these things because the record ought to be straight and 
I hope it will do the chamber staff some good, too. 
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You are for this program and so am J, and I want to see just as 
little spent on it as possible. . 
Can you tell me where the power project is mentioned? 


In France, for example— 


you say—and I am quoting from your statement 

Mrs. Botroxn. What page? 

Mr. Cuaruam. On the bottom of page 10, last paragraph. 

In France, for example, counterpart funds are being used to provide a 354-mile 
seaway and power project from the Mediterranean to Lake Geneva, 1,230 feet 
above sea level in the heart of the Swiss Alps. This project was twice voted 
down by the French people when they thought they would have to pay for it 
themselves. 

I have asked for this information. A multipurpose series of projects, 
hydroelectric power, flood control, agriculture, and such work was 
started in 1930. The French have already spent of their own funds 
the equivalent of $200 million American. The United States has 
provided $3% million in credits with which the French Government 
bought from American manufacturers earth-moving equipment and 
so forth for their dams, for use on one of the dams. The French 
Government has also used from counterpart funds, their own deposits 
derived from sale of Marshall plan goods to Frenchmen, frances to 
the value of about $35 million. 

Your statement sounded to me like we are building this project. 
The French Government has put up $200 million, and the French can 
spend their counterpart funds in any project they like; not on hotels 
in Capri and things like that, but that was one of the uses of counter- 
part funds. I think yours is an irresponsible statement. 

Mr. Jounsron. We think the statement is essentially correct, that 
without American contribution they probably would not have gone 
forward. 

Mr. Cuaruam. You say that the French people voted it down and 
the figure shows they put up $200 million. 

Mr. Jounston. They voted it down twice before they did this. 

Mr. Cuatuam. And voted for it the third time? 

Mr. Jonnston. With American aid. 

Mr. Cuaruam. Those are the figures I have got. 

Mr. Vorys. Was that started, you say, in 1930? 

Mr. Cuarnam. The development was started then, 1930. 

Mr. Vorys. Was it voted down twice before that? 

Mr. Cuarnuam. I have not any idea. They just said it was voted 
down. Iam reading from Mr. Johnston’s statement. 

Mr. Jounston. May I add in there that the contention of those 
statements is to show the attitudes of the people of Europe, that they 
are apparently not as desperate people living in the imminent shadow 
of war, but they are a people who can and do build mile-long railroad 
stations, do build luxury hotels, do build very fine apartment houses 
whose rentals are beyond the capacity of the people to pay. We 
might do the same thing here if we were in their place; but what we are 
talking about is that we want to get them down to cases at a time when 
they are calling on the American taxpayer for sacrifices. We think 
that they should take up their share of the load. 

Mr. Cuarnam. I am in agreement with that. However, with 
reference to that mile-long railroad station in Rome, I was there last 
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year and the vear before and it did not look a mile long to me. | 
certainly can get that from the Italian Embassy here. That is from 
here to the Willard Hotel. . 

Just one other thing: You say here on page 11 at the top of th 
page- 

The following are two of the examples that they cited. On the Isle of Capri, a 
luxurious new hotel has been erected while many other older but perfectly suitabl: 
hotels are empty. 

I asked about that. No ECA dollars have gone into a hotel on 
Capri or anywhere else in Italy. Italian-owned counterpart has been 
released for repair and modernization of four old war-damaged hotels 
on Capri. 

Mr. Jounsron. We did not claim there was ECA funds in_ that 
As I sav, it was symbolic of the attitudes of the people, the business- 
as-usual attitude at the time that they were calling on the American 
taxpayers for very severe sacrifice. 

Mr. Cuarnam. No ECA dollars have gone into apartment houses 
except for low-cost workers’ housing. 

I saw the same houses you are talking about in Italy. They were 
not ECA houses. 

Mr. Jonnston. We did not claim they were ECA. 

Mr. Cuatruam. | think there are some irresponsible statements in 
there, certainly the one on coal was especially irresponsible and shock- 
ing to me. I know neither you nor Dr. Cline Smith got that figere 
out of there. 

That is all, sir. 

Mr. Hayes (presiding). Mr. Vorys. 

Mr. Vorys. | am wondering how you arrived at the $5 billion that 
should be expended. You no doubt analyzed the program that was 
put before us and very properly pointed out that this bill that is 
before us is not a $7.9 billion bill but is a $15 billion bill because in 
the bill that is before us it is stated that not only the seven billion 
nine hundred million is to be authorized but the unexpended bal- 
ances. That is a public service for you to point out. I have pointed 
out that based on the expenditures so far, it is not a $15 billion bill, 
but more nearly a $19 billion bill that we are considering. 

Now, what I wonder is, analysis you made of the needs for fur- 
ther expenditures. As you ralize, your advice to this committee 
and to the Congress is simply to vote, ‘‘ No,” to vote down the entire 
request for additional aid. 

For instance, the largest single item in the program is $3,914 mil- 
lion for matériel that is military equipment for Western Europe, and 
$155 million for training. That is $4,070,000,000 there. Are you of 
the opinion that all of that can be eliminated? 

Mr. Jounston. No, I do not think so. As I say, we come back 
to the point that this committee satisfy themselves that there are not 
and recapturing control of the expenditures. We think that much of, 
this figure could be eliminated by a refiguring of the military require- 
ments, Mr. Chairman, because I think anvone who has ever had the 
experience or been in a position to figure military requirements knows 
that a lot of them are simply a matter of educated guesses and that 
very frequently in making up that requirement they then add 100 
percent or so for contingencies over and above—— 

Mr. Vorys. Have you reviewed the military requests that are 
involved in this program which is before us? 
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Mr. Jonnston. We have reviewed the military requests in the 
little booklet that was the basic document. 

Mr. Vorys. I have that before me. 

Now, you are familiar with the fact that in general the expenditure 
for economic and technical assistance, defense support, Palestine 
refugees, that sort of thing, is not, does not involve forward spending 
but 1s current? 

Mr. Jounston. That is current; yes, sir. 

Mr. Vorys. You would eliminate all of that current spending for 
fiscal 1953; is that correct? 

Mr. Jounston. Not the point IV. We think that the point IV 
is an overly ambitious figure, for instance. That $650 million there 
is more than you could possibly spend in that. That would be 
65,000 technicians at $10,000 a year and we question whether you 
can recruit that many capable, qualified technicians and get them 
into the field by fiscal 1953. 

Mr. Vorys. I| thoroughly agree with you on the need to comb over 
these and to make extensive reductions; but your recommendation 
involved cutting out entirely 31.3 percent of the request. I am look- 
ing at table VI which contains the basic data. Your proposal involves 
cutting out entirely funds other than military, $2,475,000,000. The 
reason it involves cutting that out, I think, entirely is that very little 
of that will be carried over into the next year as are the military funds. 
A rather small amount of that will be carried over. 

So I want to find out whether you want to eliminate that entirely. 

Mr. Jounston. Our recommendation was to throw the judgment as 
to these items entirely in the lap of this committee and of the Con- 
gress because we do not and did not have sufficient detailed informa- 
tion on that. We come back to the basic thing that the American 
economy is currently at its limit to produce tax money and that we 
simply have to make some all-around cuts and looking at the entire 
picture we came back to a $5-billion-per-year rate which we felt that 
over an extended period was the maximum that the American economy 
could stand. 

As to the details of the breakdown, country by country, military 
item to military item, we are not prepared to testify. 

Mr. Vorys. You have repeated a number of times in your recom- 
mendations here that $5 billion is all that needs to be spent for mili- 
tary, economic, so forth, purposes all over the world in fiscal 1953. 

Now, if that is your recommendation, all right. Then I would 
hope that you could show how you got to it. If your recommenda- 
tion is, ““‘Do not spend more than that unless it is necessary,” I would 
like to know that. 

Mr. Jonnston. The latter statement is the correct statement that 
we think that on an enduring basis $5 billion a vear is all that we can 
afford. We are looking way down the road. 

Now as to fiscal 1953, having no detailed knowledge of our commit- 
ments, it may be necessary to spend more than $5 billions in fiscal 
1953 in the aggregate. That, we think, is the function of this com- 
mittee of Congress to make recommendations. There may be some 
very urgent reasons why we should exceed $5 billions per vear. 
There are certain areas of the world that may go into conflagration so 
that we will have to get in there very busily. 

Chairman Ricuarps. Will the gentleman yield? 

Mr. Vorys. Yes, I yield. 
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Chairman Ricuarps. Is this not a fair statement of your testimony: 
That it may be wise from a world standpoint to spend as much as 
$10 billion now, but you do not think that the economy of the United 
States will stand more than five; is that right? 

Mr. Jounsron. That is right; yes, sir. We say that in the body 
of the testimony. On a continuing basis, I can conceive of conditions 
where fiscal 1953 would require the expenditures of more than that. 
But we do not see anything in the present situation that would justify 
it, that amount, and we question whether or not the military will be 
able to actually get in and actually procure at that rate. 

Mr. Vorys. As I said, | think you have performed a public service 
in bringing before the committee and the public the fact that the bill 
they are talking about is not $7,900,000,000 but at least double that 
because the bill itself authorizes not $7,900,000,000 but over $15 
billion. Now, that is a great public service. 

The other public service you could perform would be an analysis 
of what you think should be spent where as compared with the requests 
that have been presented to us. For instance, the Farm Bureau came 
in this morning and they showed in detail, going right down the pub- 
lished figures, where they thought reductions should be made. It is 
true they suggested a $500 million increase in one item which might 
involve the purchase of half a billion dollars more of farm produets 
from the dollar area, but it would be in some such analysis that your 
organization could be very helpful to us. You are not very helpful 
when you say, “We think $5 billion is all you ought to spend, unless 
you need to spend more.” 

Mr. Jounston. Thank you, sir. I realize the force of your state- 
ment. Nevertheless, the thing that primarily concerns us is the 
thing that we see American businessmen who were formerly starting 
new enterprises, hiring more men, quitting every day because of the 
impact of the high rate of progressive income taxes and corporation 
taxes and that is the thing that concerns us primarily. 

Now, as to the matter of the reduction of expenditures, this matter 
of requirements is so complex I believe the present Military Establish- 
ment had about a quarter million different items. We have tried to 
make a contribution in another way. We have asked, called several 
times on the Defense Department offering to recruit any number of 
competent business executives that they could have on their own 
terms to put throughout the military departments to assist in the 
operation of the bureau and of the various departments, who would 
report only to the heads of those departments. 

We think that there are a lot of business brains in this country that 
could be of inestimable value in getting better administration and 
materially reducing costs. 

Mr. Vorys. I agree with you on that and it might well be that your 
organization would say, ‘Well, since so much of the information is 
secret, we just simply cannot review the military, secret military 
program, and come up with a recommendation.”” However, you have 
come up with a recommendation of $5 billion which will be influential 
with Members of Congress and the public and it seems to me that 
you ought to show how you figured the $5 billion. 

Mr. Jonnston. May I add this into it from my own experience? 
I mentioned during the last war that I was Chief of Warehousing in 
the Army Ordnance. The warehousing situation was investigated by 
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the Meade committee and came up with a clean bill of health, but there 
were some of us inside that felt we could do a good deal better. So 
we were given authority to go ahead and through the trade associa- 
tions and the chambers of commerce of the country we got 6,000 appli- 
cations from different individuals throughout the country who were 
qualified in warehousing and kindred lines, materials-handling men, 
oflice-procedure experts, and so forth. Werecruited and commissioned 
400 of those men. Their average age was 41. Their average salary 
was $12,500 a year and we made them first lieutenants. I was 
privileged to do the training of that group. 

Three months after those men had goue to work, we were able to 
reduce personnel from 123,000 down to 83,000 and we increased the 
tonnage handled in the depots about 25 percent. It was that response 
to good business judgment, to business know-how, and to so on, that 
led us to believe that you can take any military $7.9 billion figure and 
cut it to $5 billion; and if you have proper personnel and proper cost 
consciousness and get a sound result, you can get within a $5 billion 
result. 

Now, we do not have the detailed information, and there are so many 
items in these military requirements we would almost despair of doing 
it; but we can almost guarantee that if you let us put the best brains 
in the country to work in these military departments, not seeking 
glory, not seeking headlines, not trying to get anybody’s scalp, that 
we can buy for you $5 billion worth of materials, end products, and 
things that would in the normal course of things cost $7.9 billions. 

Mr. Vorys. I believe you could. 

Chairman Ricuarps. You would have a pretty hard time getting 
the best brains of the country down there in any appreciable number, 
wouldn’t you? There is not much money in it; there is a lot of 
cussing in it. 

Mr. Jonnston. I mentioned a little while ago or intended to that 
we made three calls on Mr. Foster, Assistant Secretary of Defense. 
Mr. Huley and I offered to get them any number of men. We spoke 
in terms of a couple of thousand, of asking industry to take the rap, 
take the junior vice president in charge of production and lend him 
to the Government, not just for 6 months but for 2 years and at 
whatever pay the Government chose to pay him for that time. We 
were simply going to call on all of American industry for equality of 
sacrifice and tell the General Electric Co. or General Motors and 
Westinghouse, and so on, that this is your job; this is your quota; 
send us 19 men of such and such a category to spend 2 years down 
there; we are going to count on your getting us the men and you are 
going to be judged by the kind of men you send us. We think indus- 
try will do that and it is prepared to do it. 

To date, we have not been called on for any personnel; but we 
are prepared to make the effort and we think that the situation that 
confronts the country is sufficiently serious so that not only the 
military, but all other Government departments should be given 
access to that type of experience and brains and energy. 

Mr. Vorys. How long ago did vou call on Mr. Foster? 

Mr. Jonnston. About 60 days; February 14. We were graciously 
received and Mr. Foster agreed with us, but to date we have not been 
called upon for the men. 
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Mr. Smira. You asked if we could make a recommendation a- 
to where to cut. As you know, the President’s budget message sa ic 
he was going to spend $10}s billion in 1953. That is the figure you 
would have to work on if you were going to make recommendations, 
But I have never been able to find anywhere the breakdown of tha‘ 
$10% billion to be spent. It has not been available publicly. | 
assume it is available somewhere. But we have to have something 
like that before we do any work on it. 

Mr. Vorys. We have sort of a statement. 

Mr. Smrra. We have not been able to go into the $10% billion; that 
is the important thing, because we were talking about expenditures 

Mr. Vorys. You could get a lot of it from Mr. Lovett’s testimony 
before this committee, which was made public. 

Let me say that I am shoeked to hear that vou have heard no further 
from Mr. Foster and I think that Mr. Foster and company are going 
to have to come around to that because they are not going to get the 
money to play with for future spending for defense, or for spending in 
fiscal 1953 that they thought they would. 

Chairman Ricuarps. Mr. Foster is a good businessman himself 
and he quit a good busines: job to come down here to do a job. He 
should know what they need along that line. He is a man who 
really made a sacrifice to come into the Government; so did Mr. Lovett 
his chief. They are products of the American free enterprise system. 

Mr. Jounston. May I add, Mr. Chairman, that I very recently, 
spent—not too recently now, 1948—a year in Mr. Forrestal’s office as 
Deputy Director of Civil Defense and there are a great many able. 
consecrated, devoted men down there who are giving unselfishly anc 
without headlines their very best efforts but there are not enough of 
them. You constantly have to use second- and third-grade personne! 
for these pick and shovel jobs and you are not satisfied with the results, 
and we think we need more top men there. 

For instance, I believe the Secretary of Defense is limited at the 
present time to ten men to serve without compensation. 

The other now, as I say, our ticket that we outlined to Mr. Foster, 
was that the Government pay whatever the civil-service rate was to 
these men and that they would have to take the rap, because, under 
the law, their companies cannot make up the difference between their 
$30,000-a-year salary and what may be $7,500 or $8,500 that the 
Government would pay them for that service. But on the basis of 
equity, of sacrifice, we still think we can find a very considerable 
number of able men who would be willing in consideration of the 
services of others in like capacities to go down and do the job. 

Chairman Ricuarps. Mr. Ribicoff. 

Mr. Risrcorr. If this question has been testified or asked, will you 
please cut me off? 

Have you taken into account, Mr. Johnston, that the amount that 
is asked for in this program already considers the amount available 
and appropriated prior to this year in order to get the entire over-al! 
picture of the NATO set-up and to make it effective? 

In other words, if you would cut down to $5 billion the amount to 
be spent in the coming fiscal year, by the very nature of it you would 
have to cut a considerable amount of the expected progress of the 
NATO forces? 

Mr. JoHnston. I am not sure that I follow the question. 
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Mr. Risicorr. In other words, you say, “‘Let us spend only $5 
hillion in the coming fiscal vear.’”’ Certainly, the men who are plan- 
ning the NATO organization in asking for $7.9 billion rely upon the 
unexpended balances available from prior years. 

Mr. Jounston. We would not want to do anything that would 
materially impede the formation of effective NATO forces in the fie!d. 

Mr. Risicorr. Would not your proposal lead to that result? 

Mr. Jounston. If so, we would not want our statement followed 
because we think it is highly imperative that the NATO program be 
carried out and we are not here in any sense testifving against foreign 
aid. We believe in the foreign-aid program. We believe in the 
NATO program. But we merely want to apply the practical limita- 
tion of the ability of our American economy to support our domestic 
armaments and to give foreign aid and we do not want to exceed our 
limitations. 

Mr. Risicorr. If the facts are different than you suppose, I assume 
vou are willing, then, to eliminate your entire position, negative it? 

Mr. Jounston. We have testified that if this committee is in pos- 
session of information that we did not have, that we felt they should 
vo ahead and do the necessary to insure this program. We merely 
felt that there was a lot of unobligated funds, a lot of contingent funds 
around in the Military Establishment that the military, if it had a will 
to, could put their finger on and materially reduce the demand for 
funds for fiscal 1953. 

Mr. Risicorr. I would say that what has bothered almost every 
member on this committee who conscientiously has considered it, and 
all of us take the same attitude, we were worried about these unex- 
pended funds, too. Yet, we certainly do not want to cut away all our 
projected strength, and I can well understand how you came to the 
conclusion that you did. But you find, and if this committee in its 
studies found that the unexpended balances are absolutely necessary 
with whatever sum we need this year added onto it to make those 
forces effective, vou would want us to do that; otherwise, everything 
we have spent to date has been wasted. 

Mr. Jounston. You have accurately stated what I have been try- 
ing to testify to; ves, sir. 

Mr. Risicorr. That is all, Mr. Chairman. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Boiron. Let me take up a number of little things first. You 
speak of ‘‘fuzzy requirements.” That word is becoming a_ very 
popular word. 

Chairman Ricwarps. What word is that? 

Mrs. Bouton. “Fuzzy.” You say, “To firm up a lot of fuzzy 
requirements.” 

Can you give us an example of that? 

Mr. Jounston. Again I will have to talk about myself and put it 
back in terms of World War II because I have not been initimately in 
this. Let me give you one example. 

Mechanical pencils are pot a very large item in fighting a war but 
they did try to have unified procurement; so they asked the services 
to give their requirements as to Eversharp or other mechanical pencils. 
The Navy said they did not want them. The Air Force said they did 
notwantany. But the Army came in and said they wanted 26 million. 
“o then they had a conference. That would be four mechanical 
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pencils for everybody in the Army. The Army came in and said, 
“We are embarrassed about this and in view of the fact that the serv- 
ices have not made any request, suppose vou put us down for no 
mechanical pencils, too.” That looked all right until somebod\ 
came in and found that we had in stock already 4 million mechanica! 
pencils. So they were divided up and parceled out equally among the 
services. That is what I call a fuzzy requirement. 

These requirements, by and large, are made up by second lieutenants 
and civilian employees, passed on by very able, sincere, lieutenant 
colonels of the West Point class of 1938, something of that sort, none 
of whom want to lose the war because there were not enough pencils 
to go around. 

Mrs. Boiron. Out of the many listings of requirements, also, there 
might be confusion. 

Mr. Jounstron. There is confusion because of duplication of de- 
scription in catalogs of the same items of standard hardware. There 
will be one description in the Navy catalog and quite another in the 
Army. 

Mrs. Boiron. From your experience, would you have any sugges- 
tions to make about how that could be done away with? 

Mr. Jounston. Well, I suggest again to get the qualified, competent 
personnel, men with real experience, to go in and work for that service 
and within that service; put on a uniform or whatever is necessary, 
reporting to the chief of that service and not to the press or anything 
else and do the best they could do, best possible jo’, for the country 

Now just as an example, during the war they had an inventory 
procedure. It looked all right, but nobody had ever worked backward 
from an inventory. The procedure was to take a card of what they 
have and go to the depot and satisfy themselves that the goods were 
there. Nobody had ever thought that the card might be lost. We 
took a sample inventory in one ordnance depot and found 6,000 
different items, some of them in amounts of several carloads which 
were on hand and lost to the services for all practical purposes and so 
on, because nobody ever thought of going to the bins and counting 
the things first and checking back against the cards. 

Mrs. Boiron. They had not been hardware merchants, had they? 

Mr. Jonnstron. I had a further experience. I came back from 
China after the war and was asked to set up surplus-property-disposal 
centers for all the Army surplus property. Some of the things that 
came into those centers would make your hair stand on end and would 
again give some color to the fact that you can take any normal 7.9 
asking and with proper administration buy it for about $5 billion. 

Mrs. Boutron. You said several times that our economy is at its 
tax limit? 

Mr. Jonnston. Yes. 

Mrs. Boron. Therefore, is that the basis upon which you say that 
the $5 billion is all the country can stand? We get that phrase so 
much. 

Mr. Jonnston. Yes, ma’am. Let me give you my own example 
I am just a small-business man with less than 30 employees. | 
happen to be in the warehouse business down in Roanoke, Va. 
Roanoke needs additional warehouses. To build efficient units would 
require about $600,000, most of which I would have to borrow. 
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Now, if that enterprise were successful, I wou'd immediately be in 
between the 75- and the 80-percent tax bracket and at my age no 
chance of ever paying back the original loan. If it is unsuccessful, I 
would lose everything that I had. So, in spite of the faet that I had 
28 acres of land bought in anticipation of building that warehouse 
which was needed, I had to face up to that fact and decided not to 
build the warehouse. I have sold the land and there are fewer jobs 
in Roanoke, fewer facilities available. That is my reaction to that. 

Mrs. Boron. I think you have used it in various ways, then, 
because I had the sense of it in one or two of vour expressions of it 
that you meant that it very broadly, that we could not tax our people 
any more heavily than we were now taxing them. 

Mr. Jounsron. The law of diminishing returns sets in. 

Mrs. Boiron. Yes; the law of diminishing returns. Therefore, it 
would be impossible for us to do anything about the expenditures. 

In the Hoover Commission reports, there seems to have been a 
cood deal of effort put in on those reports-and people have considered 
them rather good. If my memory is not very faulty, there was a 
possible savings suggested of from $5 billion to $10 billion. 

Mr. Jounsron. That is right. 

Mrs. Botron. That was a matter of economy. Now, if we have 
reached the limit in tax possibilities, would it not be advisable for the 
administration to administer a little bit more economically in all its 
terms so that we might have these $5 or $10 billion that we want 
to use for the protection of our country? 

Mr. Jonnsron. We think it is an absolute necessity that that be 
done. Certainly, the $71 billion is the absolute minimum at the 
present time and it would give a lot of people encouagement if there 
were reductions beyond that, and we think that the law of diminishing 
returns is so plainly evident in so many cases; the fact that we need, 
or that our job population is increasing at the rate of 600,000 per vear; 
that we have got to create that many new jobs, even after there is no 
Korean War or no war emergency. Our people have stopped; they 
have slowed down on the venture capital. 

Mrs. Botion. The improvement has not slowed down the demand 
for more jobs, the demanding for them. Just the other day a man 
whom } know was ordered by his administration group to proceed to 
develop 65 new jobs and he was about to hand in his report that he 
would want five less, and he is now up against trying to find things for 
65 additional men to do where there is nothing. 

Those are things which, of course, trouble us here in the Congress 
very much. Knowing as we do the very great importance of protec- 
tion for this country, and the possibilities of doing it through work 
abroad, it brings a very, very serious situation. 

One of the questions I particularly hoped you will give me some 
light on is this: I have been told by a number of authoritative people 
who are very much involved in this whole program that after the 
Congress cut last year the military requirements had to be refigured; 
it took 3 months to refigure and it slowed down the whole process. 
Do you have anything to contribute on that end of it? 

Mr. Jonnston. Yes. Personally, with a military background, I 
would hesitate to do anything that would cause the cancellation of 
existing contracts given in good faith or anything that would ma- 
terially slow down our NATO program, and so on. 
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What we are concerned with—I am probably boring you wit! 
continued references to this thing in terms of a 5-, 10-, or 15-yea 
program and adjust accordingly. As Mr. Averill Harriman said 
we may be in for a 4-mile race instead of a 100-yard sprint, and we dv 
not want to get committed to a rate of expenditure of $10 billion a yea: 
and then find ourselves embarrassed bv inability to carry throug!) 
It is far better at this time when war does not seem immediate! 
imminent to trim our sails in terms of the long race. 

Mrs. Boiron. | am interested in your using Mr. Harriman’s nam: 
that way because I was of the opinion that his testimony here wa- 
rather strong to the effect that cuts would do exactly what it did las: 
year. It would cause a great deal of delay and cut down the who! 
program and make it far more difficult for us to accomplish somethiiy 

Mr. Jonunstron. I am afraid I could not give you expert testimo1y 
but we would not want our program cut down, our administratio: 
unduly embarrassed in any contracts let for necessary items. 

However, we do think that there is a good deal of frills and thing. 
in here and a lot of requirements that could be trimmed without any 
harm whatever. 

Mrs. Bouron. I am very much of your opinion in many of thes: 
things, Mr. Johnston, but I cannot help feeling that in many instanc>- 
the way you have presented it to us makes me feel that as I said t) 
my son, “You want vour cake and you want to eat it, too.’’ I thin! 
it is highly desirable that we have a lot of these things, but we have t» 
be practical about it. And we would have to know. If we get va th 
floor of Congress and say, cut $5 billion, that is all we are going t» 
put into this, there would be a dozen men spring up and say, “How 
do you get that figure?” 

So we just cannot have that delightful chunk-of-cake attitude 
toward it. We have to have a very practical approach to every one 
of the possible questions on the floor. 

Chairman Ricuarps. Either that or a lot of faith. 

Mr. Jounstron. As I say, we are very much for this program 
We are very much disturbed about the pressing international situatio 
and it does not look good to see even on this matter of the cut of the 
military budget, which is vitally necessary, down to $46 billion 
In the meeting it was brought out that that will involve cancellation 
of certain contracts, and all of that. 

I think that that can be done much better, perhaps, than certaic 
of the military things where you have made a distinct promise to 
Britain or France or Holland or Belgium where it might take a grea‘ 
deal of explaining in that particular way. 

Mrs. Boiron. You would feel that wherever they could do it 
themselves over there would be advisable rather than our doing it. 

Mr. Jounston. Wherever we can, too. I think we can cdo both i! 
men of good will recognize the urgency of the situation. 

Mrs. Bouton. Even men of good will have got to have an awful 
lot of good sense mentally and it is hard to get that combination in 
some of these things. 

Mr. Risicorr. Around this table? 

Mrs. Bouton. Here, of course. Present company always excepted 

I do thank you very much, Mr. Johnston. 

Chairman RicHarps. As a former Army officer, what would be 
your choice in this case? Suppose we could fully equip a foreign 
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division for a million dollars and it would take 3 millions to equip an 
American division. In other words, if we could equip three foreign 
divisions for what we can equip one American division, for what would 
you spend the money in this thing? 

' Mr. Jonnston. You would have to tell me whose division that was 
and whether or not they would fight. 1 do think, everything else 
being equal, | prefer giving the money to the foreign country and 
letting them equip their own divisions, all other things being equal. 
| think it should be done. I believe that a French soldier gets about 7 
cents a day. It costs us about $10,000 per year, on the average, for 
each American solider, and we are interrupting his education, his 
home life, and his start in life; so to the extent that everything else 
is being equal, we would favor helping these other countries to help 
themselves, and to persuading them to find themselves, and much more 
importantly than our dollars, encouraging them to actually do the job 
for themselves. 

Chairman Ricuarps. Mr. Zablocki. 

Mr. Zasxockt. | sincerely regret, Mr. Johnston, that I did not 
hear all of your testimony. I am certainly going to read your state- 
ment in summary very diligently because I did want to hear your 
statement since I had received a letter from the Wisconsin State 
Chamber of Commerce which just did not make sense, at least the 
arguments they presented did not add any enlightenment on the legisla- 
tion before us. Further, I am unable to get any satisfaction from 
your statements because you repeatedly state you do not want any 
of the contracts now obligated to be curtailed. Yet, you say that we 
can very readily limit ourselves to $5 billion. It just does not add up. 

We have $8.9 billion unexpended but obligated. If you refrain 
from expending $3.9 billion by limiting it to $5 billion, there are $3.9 
billion of unexpended funds that will result in breaking contracts 
to that amount. 

Mr. Jonnston. Two point nine? 

Mr. Zan.ocki. Three point nine. The testimony before this 
committee has been that on June 30, 1952, the program will have had 
$8.9 billion unexpended. 

Mr. Smrru. It should be $7.9. 

Mr. Zasiocki. | am not referring to your chart on page 6. 

I have seen this chart in your March edition. I am not taking 
the figure out of that chart. 

Mr. Suiru. I only see 7.9. 

Mr. Zasiockt. | am not taking it from your testimony, sir. 

Mr. Vorys. He says there is going to be less spent than you have got. 

Mr. Smirxu. That is probable. There are many estimates on the 
spending. 

Mr. Zasiockt. There is $8.9. That is going to be unexpended but 
obligated. Therefore $3.9 billion on which contracts have been let 
vou think should be broken or curtailed. 

Mr. Smirx. May I make a point there? We understand that on 
January 31, about $5.9 billion remained unobligated. There are still 
two and a fraction months of the fiscal year to go and presumably 
there is still quite a bit of unobligated money as of today. The figure 
that you have presented earlier here is at the end of this fiscal year. 
When we first made cur rec’mmendation here, it was aimed at the 
President as well as the Congress and it pointed out thit these ex- 
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penditures could be held down. At that time, the evidence is that 
most of that money was not obligated. 

Mr. Jonnston. Mr. Zablocki, on this I did not seek to say that 
every item of this thing should be continued. I tried on the matter 
of the forward contracts, I said that it should be reviewed and the 
essential items should be left in there; but my earlier testimony was 
that we felt that this could well be spread out over a longer period 
and not to be confined to fiscal 1953. 

Mr. Zasvockt. If vou spread it out over a longer period, vou are 
taking into consideration, of course, the lead time necessary in pro- 
ducing certain items of armament. What happens after 1954 if we 
have a few vears’ time to build a piece of equipment that vou have not 
contracted for in 1952? How will you have it available in 1954 
or 1955? 

Mr. Jounston. That is a matter for determination by the individua! 
services but in general the longer lead time you have the more effici- 
ently and cheaper you can do the job. 

Mr. Zanvtockt. Iam sorry; I just do not follow. 

Mr. Jounsvon. Take the north African airfields, for instance 
They got through in a hurry and paid a tremendous price. If they 
had given them an additional 6 months or a year to construct those 
airfields, we think we could have gotten a better airfield much cheaper 

Mr. Riercorr. That does not hold true in every item, that genera! 
statement of yours, because in a manufacturing business the longer the 
lead time the overhead keeps on going and that is most expensive, 
is it not? 

Mr. Zastockt. I will not take any more time, Mr. Chairman, except 
to ask, because I have not read this testimony, and because we are 
accustomed, whenever the answers are not available to questions, 
whether the witness will have supplied for the committee any concrete 
evidence of fuzzy requirements. 

I agree with Mr. Johnston that all waste must be presented. [do 
not believe there is any member of the committee that would not wan! 
to curtail the appropriation and authorization on this present bil! 
before us where reasonably possible. But we certainly would like to 
have additional information rather than just the statements made 
by the chamber. 

I was very happy to hear your statement that if the committee 
has evidence to the contrary, that we should disregard your recom- 
mendations of limiting and curtailing the amounts in the Mutua! 
Security Program. 

That is all, Mr. Chairman. 

Chairman Ricuarps. Mr. Hays. 

Mr. Hays. Mr. Johnston, I want to add my thanks to you for a 
good statement. 

While I wish you had had the benefit of some of the testimony here 
regarding the effect of slowing down the production of some items 
by stretching out, I think you have made it clear that you would not 
criticize this committee if we feel that a larger sum than $5 billion 
should be made available in the light of conditions as they are detailed 
here. It comes as good support from a respectable group and I am 
glad to have this point of view presented. 

I would like to ask this one question. Does your organization 
attempt to establish a continuing advisory service so that bad business 
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practices can be corrected by the administrative officers in the Gov- 
ernment? It seems to me that you are in a position to render a great 
service by pointing out to the responsible officials themselves where 
practices can be improved. 

Mr. Jounston. We strive to do that on a continuing basis, and, as 
I pointed out earlier, we will go further and seek to recruit personnel 
for the services to the degree that they want and they need such men. 

Mr. Hays. I think it is fair to say, and I am sure you will not take 
offense, that so many organizations like your own engage in rather 
wholesale condemnations that are not helpful. They rather compli- 
cate the problem instead of helping. That is the reason I think your 
appearance here is extremely helpful. 

Mr. Jounston. Congressman Hays, we have our own little chamber 
of horrors and can cite vou 50 or more examples like this pencil thing 
| mentioned—taking 50 out of the air—but it would not be fair 
because those are the exceptions. By and large, the people in the 
services are very earnest people; but as I said, frequently they are 
lacking in experience. They went directly from college into the 
service and were assigned to a certain job and they do the best they 
can. But they have not been exposed to a lot of experience. Thev 
do not know how to get the best bargains for their money and some- 
times they are a little prone to not to take a chance. 

In fact, | know in our own ordnance depots, it was not infrequently 
the custom for a man to recruit and get sufficient personnel for his 
maximum demand. In other words, he might recruit up to ability 
to ship 2,000 cars and have enough personnel available to ship 200 
cars of products per day on calls to meet deadlines. As a matter of 
fact, on actual operations he may have been called on to ship not 
over 1,000. It was the job of somebody up higher to supervise that 
and tell him, ‘‘No, vour deadline is 1,000 cars a day, not 2,000.” 

It is on that type of thing that we think we can make major econo- 
mies in administration throughout all the services. 

Mr. Hays. Thank vou very much. 

Mr. Vorys. Could I ask two things? 

As vou know, the United States Chamber of Commerce, and echoing 
the voice of almost everybody in the United States, has been urging 
that Congress reduce nonmilitary expenditures. 

Mr. Jonnsron. Yes, sir. 

Mr. Vorys. Did you know that the projections furnished by 
Mutual Security to us contemplate that Britain’s nonmilitary expendi- 
tures shall remain the same for next year; that Turkey’s shall come 
down $24 millions, but that every other one of those countries propose 
under this bill before us to increase their nonmilitary expenditures for 
next vear? 

Mr. Jounston. I was not aware of those figures as vou quote them; 
no, sir. 

Mr. Vorys. If vou just get this book with the pictures in it, and 
so forth, you will find out that official information. 

Now, | have one other. My own feeling is that possibly some of 
those countries might do what we are doing and reduce some of their 
nonmilitary expenditures for various worth while or worthy welfare 
projects, and so forth. 

Now, I want to ask you this: On page 8 of your statement is a table 
on United States foreign trade and in there is shown loans, $10.6 
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billion. I have been trying to find out a complete statement of louns 
1 find from the Survey of Current Business, from which you got some 
of vour information, that out of the Marshall plan business there i. 
$1,132,000,000. Those were for loans. Congress forced the ECA to 
make that amount. They made it available solely for loans ani 
ECA promptly loaned it. 

This year, Congress required that at least 10 percent should be in 
loans and [I understand they made it with $166 million. 

Now, I wonder if the chamber is thinking about this: In the course 
of expending, of exporting this $182 biiion shown on page 8, we no\ 
only send a lot of agricultura products that we can grow another cro) 
of next year, but we have exported steel and petroleum and copper and 
stuff that is irreplaceable and we are becoming a have-not nation wit): 
reference to a number of important materials. 

Now, the way that such a nation tries to arrange its affairs is throug), 
a series of long-term loans which can be repaid through the years, not 
in industrial imports that compete with the products of our factories, 
but in those strategic materials. But the program of the Nationa! 
Advisory Committee so far recognizes that in theory but has done 
nothing about it in fact. 

I wonder whether the chamber has studied that and studied the 
importance of making at least a substantial part of whatever we do 
outside strictly military hardware in the form of long-time loans 
repayable in strategic materials? 

Mr. Jounstron. We, of course, have given foreign trade continuing 
study. 

I might call on Mr. Kenneth Campbell who is manager of foreign 
commerce committee of the chamber to elaborate on tbat. He is 
down in the corner. 


STATEMENT OF KENNETH W. CAMPBELL, MANAGER, FOREIGN 
COMMERCE DEPARTMENT, UNITED STATES CHAMBER OF 
COMMERCE 


Mr. Campse tt. I think, Mr. Vorys, that that is a very good point. 
The difficulty is that some of the countries where we make the loans 
are not the raw material producing areas, and many of the areas, 
colonial areas, that formerly produced materials are independent 
countries, such as in southeast Asia where they did belong to the 
Dutch at one time, or the French. 1 think that that is a very valid 
point to be given consideration in the chamber and in our committees. 

On the other hand, when you take some of the geographical areas 
in Europe, to which we have made loans, they are in dire need of raw 
materials in many areas just as we are. 

Mr. Vorys. They have DOT—Dependent and Overseas Territories 

Mr. Campse tu. Belgium has the Congo, but we are not lending 
much money to Belgium. 

Mr. Vorys. You mentioned in the course of your statement $600 
million in here for point IV. If you had been smari enough to find out 
what part of this $7.9 billion is technical assistance, you are smarter 
than I am or our staff because it is hid around here all through the bill 
but maybe your estimate is right. For that reason, nobody is pre- 
tending in the figures before us that all of that is for technical experts 
to go someplace, or for people to come from other countries and be 
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iechnieal experts. There is a lot of that that is just to be spent for 
stuff that we export. There would be a situation, it seems to me, 
where long-time loans to those undeveloped countries might be 
justified where gifts are.completely unjustified. 1 wondered if you had 
had a chance to analyze the technical assistance programs? A | t of it 
is secret for reasons that I do not understand, but 1 iaquire whether 
you have had a chance to analyze the technical assistance programs 
slong that line? 

Mr. Jounston. I would not attempt to qualify as an expert, but 
| have friends associated with those programs. I am afraid that my 
opinion on that would not be of any particular value to this committee. 

Mr. Vorys. Will you make some of your fellows work on that? 


STATEMENT OF W. GLENN CAMPBELL, ECONOMIST, UNITED 
STATES CHAMBER OF COMMERCE 


Mr. GLENN CampsBe.r. That is one of the areas, Congressman, 
where we made the statement about fuzzy requirements. It is some- 
(imes simply impossible to get any information on where the technical 
assistance funds seem to be going in terms of what kind of goods and 
services they are buying to send abroad. 

It is perfectly obvious that only a small percentage of that is going 
to go for actual technical assistance. 

The chamber, in its study of the subject, hes taken the attitude 
that most of the loans could be done privately rather than having the 
Government foree large sums of money and accompanying goods on 
these countries. The programs can be arranged privately just the 
same es in the early history of the United States and Canada, when 
we used to do that. 

Furthermore, in terms of this program, actually the Export-Import 
Bank and the International Bank for Development already stand 
ready to make loans in this particular line. It seems to us really here 
is another agency that is getting mto the act and trying to add to the 
total sum of money. 

Mr. Vorys. And both the Export-Import Bank and the Inter- 
national Bank furnish technical assistance. 

Mr. Guenn Camppeut. That is right. 

Mr. Vorys. We have a lot of figures that so far are secret on that. 
But if we have any such money for any such purposes when this thing 
goes to the floor, I am going to do my part to prevent those figures 
being secret. 

Mr. GuenN CampsBe tt. I would also like to point out in this con- 
nection that about 3 vears ago in the International Bank report they 
made a great deal of the fact that they were having difficulty finding 
in these countries enough worth-while projects that were thought out 
sufficiently to justify loans. 

In other words, rather than not having enough money to make 
worth-while loans, they were having a great deal of difficulty finding 
projects on which they felt a realistic business basis could be applied 
whereby they could spend the money that they had available. 

Mr. Vorys. If we hire enough Americans to run around to all of 
these countries, whose jobs depend on hunting up things for those 
people to get grant money for, you can be sure increasing programs 
will be presented. 
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Chairman RicHarps. Thank you very much, Mr. Johnston. W, 
appreciate your coming here and giving us the views of your organi- 
zation. 

Mr. Jonnston. Thank you very much, Mr. Chairman. 

Chairman Ricuarps. The next witness is Mr. John A. Baker. 
legislative secretary, National Farmers Union. Will you have 4 
seat, Mr. Baker? Mr. Baker, do you have a prepared statement? 


STATEMENT OF JOHN A. BAKER, LEGISLATIVE SECRETARY, 
NATIONAL FARMERS UNION 


Mr. Baker. I have a very brief prepared statement, Mr. Chairman 

I appear before you to day to urge that you act favorably on the 
authorization of at least $7.9 billion for the Mutual Sec urity Program. 
The proposed legislation should be enacted without crippling amend- 
ments. We are in full support of H. R. 7005. 

The bill before your committee is primarily an extension of the law 
which the Congress passed less than a year ago. If enacted, it will 
continue the operation of those programs that most of the world has 
come to know favorably as the Truman plan, the Marshall plan, the 
good-neighbor policy as spelled out in the work of the Institute of 
Inter-American Affairs, and the point 4 program of economic 
development and technical cooperation. 

This work has been carried out mainly through the United Nations 
and other existing international agencies and through established 
Government agencies, such as the Office of Foreign Agricultura! 
Relations, both by direct allocation of funds and by contract. 

There is every evidence that these programs are even more suc- 
cessful than could have been confidently predicted. Direct observa 
tion of the programs in operation, personal correspondence, conver- 
sations, and study of reports convince officials of the organization | 
represent that the various parts of the Mutual Security Program are 
making a solid and sound contribution to world stability and the 
eventual attainment of a peaceful democratic world. 

We have also been impressed by the hard work, sincerity, dedica 
tion to purpose, lovaltyv, and quiet competence of the men and women 
who are responsible for planning and cenducting the over-all and 
agricultural phases of the Mutual Security Program that we have 
observed most closely. It would be impossible to name them all. 
here in Washington and in far-away lands. 

However, Americans like the late Dr. Bennett, like Averell Harri- 
man, and Stanley Andrews, and V. Webster Johnson; leadership 
positions, like Ray Ogg and Russell Smith in Paris, and Hardy in the 
Philippines, like Ray “Hill and Edwin Astle of the Institute of Inter- 
American Affairs, will, in the final analysis, spell success or failure of 
the Mutual Security Program. 

I should also like to mention the strong support and leadership that 
Secretary Brannan, Under Secretary McCormick, and Herb Waters. 
of the Department of Agriculture, have given to land reform as‘ part 
of foreign policy and mutual security programs. I discussed this very 
important subject with vou last year. It was just getting underway 
then. Land reform is now very much a top priority part of the 
foreign policy of this country, as we understand it. We want to pay 
our respects to the folks that make that possible. I say to you our 
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observations tndicate that the work of mutual security is being done 
by good hands. 

Last summer I was privileged to spend some time discussing with 
your committee the details of the Mutual Security bill then before 
vou, and sharing with vou some of my observations based upon my 
experience in military government in Okinawa during World War Ii, 
and in the South Korean National Land Administration in the late 
forties. We were gratified that many of our suggestions were incor- 
porated in the bill vou folks sent to the House and were included in 
the legislation adopted by the Congress. 

Subsequent events have not caused us to alter the views | expressed 
to you at that time. Since that testimony appears at great length in 
the record of your previous hearings, I shall not repeat our detailed 
comments here. 

I request your permission to place in the record at this point a 
statement of Farmers Union President James G. Patton, supporting 
the Mutual Security Program. The statement I would like to put 
in the record, Mr. Chairman, the main part, is directed to this question 
you have just been discussing, and which seems to be the key issue on 
Mutual Security this vear, whether or not out country can afford a 
sum in that amount. 

Chairman Ricwarps. Is there any objection? The Chair hears 
none. The statement will be put in the record at this point. 

(The material referred to is as follows: ) 


STATEMENT OF JAMES G. PaTTon, PRESIDENT, NATIONAL FARMERS UNION 


I am in full support of the Mutual Security Program recommended by the 
executive branch. The needs of humanity and the realities of national defense 
combine to demand that this legislation be enacted without crippling amendments, 
and without reductions in the sums requested. The requested authorization of 
approximately $7.9 billion is a great deal less than the need for increased mili ary 
strength and particularly the need for economic rehabilitation and development. 
The sum requested is also well within the ability of this nation to supply. 

There will be those who appear before vou with faint heart and near-sighted 
vision who will try to tell you that a Mutual Security appropriation in the amount 
of $7.9 billion will bring our Nation to near-bankruptcy. Such talk as that is so 
completely inaccurate that it can correctly be branded as foolish. If sincerely 
advanced, such reasoning is an expression of a lack of faith in the future possibili- 
ties of our great Nation. 

We in the United States are currently producing and enjoying the highest stand- 
ard of living in our whole history. No other nation, now, or at any time in his- 
tory, has had so comfortable a real income so well distributed among the people. 
An as great as has been our productive and distributive attainment we have only 
partially tested our powers, we have never even closely approached the limit of our 
potentia ities. 

Econo nie trends during the half century of Farmers Union existence, the re- 
sources and technological base of our national economy, and the ingenuity and 
organizing ability of the people indicate that the United States can triple its gross 
production of goods and services over the next 25 or 30 vears. This vast expansion 
provides sufficient leeway to take care abundantly of the needs of the one-fourth 
more population that is expected by 1975; double the per person national income; 
and allow at least one-sixth of the gross national product to be used in expanding 
social and cultural services at home and overseas investments in international 
economic and social development. The facts that confront us are such that if we 
do not take advantage of the favorable opportunity we have, we shall lose even a 
great deal of what we now have. 

Far from bankrupting our Nation, substantial appropriations for world economic 
and social development are necessary to maintain an expanding economy, high 
lev lemployment, and strong purchasing power in this country. Failure to make 
international investments in world development will be a refusal to do all we can 
to halt imperialist communistie aggression and roll it back. A miserly appropria- 
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tion would also be a dangerous step toward deflation, falling farm prices, inereasi 
farm foreclosures, more business failures, less than capacity. production, and 
growing unemployment such as the Nation experienced in the period from 1924 
to 1932. 

At the height of our depression agony, the Nation was fortunate in selecting a- 
a leader, not a prophet of despair nor yet a fanatical dictatorial lunatic like Ge: 
many got, but a man who told us that all we have to fear is fear itself—Frank|i), 
Delano Roosevelt. In considering this Mutual Security Program, I urge you 1. 
consider F. D. R.’s words, reread his statement of the “four freedoms.” Reflec: 
upon the vast expansion in productive ability and material well-being of thi- 
country that has taken place since those dire days of depression. Project thv- 
trend of that attainment into the future. Then honestly face the facts of th 
growing despotism that is loose in the world which feeds upon poverty, hopeles-- 
ness, and misery. I honestly think you will conclude with me that as a natio: 
the United States not only can afford the investment of $7.9 billion in mutua! 
security, we cannot afford not to. 

Important steps have been taken toward West European economic integratio: 
Even as we sit here in Washington today, other men are gathered in Paris, Franc: 
to discuss ways to facilitate agricultural economic integration. This moveme: 
is the direct result of the urging of Mutual Security people in Europe and has bec: 
nurtured by them. 

Mutual Security Agency has placed agricultural land reforms, including develop 
ment and encouragement of farmer cooperatives, adequate family farm credit o: 
reasonable terms, land tenure improvements, and free farm organizations on a 
level of high priority in its agricultural work. The work they are doing to encour- 
age and assist the Italian land reform program is not only helpful in preventing 
the spread of neutralism and communism among those people, but is also making 
a major contribution to the production ability of a nation that is finally democratic 
after 25 years of fascism which found its strongest roots in rural poverty and 
decaying monopolistic cartelization of business and industry. The work ot 
technical cooperation in Latin-Americen throvgh the Instityte of Inter-American 
Affairs is a very encouraging example of the good ueighbor policy in operation. 

It is obvious to me that we have no choice but to maintain a protective shield 
of military strength to guard free nations against possible military aggression by 
totalitarian would-be world rulers. 

But behind our protective shield, we must build a vital political understanding 
of the process of democracy. We must cooperate with free people everywhere to 
promote economic and social development of sufficient magnitude to eliminate 
injustices, overcome hopelessness, and bring an end to human exploitation. And, 
difficult as it is, we must work harder than ever to improve democracy in the 
so-called democratic nations. 

It is vitally important to our Nation and to the worldthat the Congress not cut 
down on the already too skimpy funds requested for the Mutual Security Program. 

The National Farmers Union gave this matter of foreign policy and world 
affairs a very careful going over at the golden jubilee national convention held 
recently in Dallas, Tex. I request your permission to include in the record of 
these hearings, those parts of the Farmers Union statement of long-term purpose- 
and 1952-53 action program that have a direct bearing on the question under 
consideration by your committee. 


Mr. Baker. This statement by Mr. Patton includes our considered 
opinion respecting the economic ability of the Nation to support the 
Mutual Security Program. I also have here the world affairs resolu- 
tions adopted by delegates to National Farmers Union Golden Jubilee 
Convention, Dallas, Tex., March 10-14, 1952, which I would like to 
put in the record. 

Chairman Ricwarps. If there is no objection, it will be inserted in 
the record at this point. 

(The material referred to is as follows:) 


[Excerpts from Long Term Purposes and 1952-53 Action Program of National Farmers Union adopted by 
delegates to golden jubilee convention, Dallas, Tex., March 10-14, 1952] 


Wor.tp Arrarrs—LonG-TERM PURPOSES 


Farmers Union will strive for the earliest possible attainment of a world brother- 
hood of prosperous democratic nations living at peace with one another in a 
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United Nations that derives its just governmental powers directly from the 
people of the world. 


t. United Nations 

The principal hope of the world for the achievement of permanent peace, 
abundance and security is that the present United Nations will grow into a world 
government through which all people everywhere can find a truly democratic 
means of making their wishes govern in world affairs. The United States must 
support the United Nations as a place where disputes between nations can be 
settled by democratic processes of conciliation, arbitration, and negotiation. 
We shall give full support to the rapid development of stronger international 
agencies under the United Nations Organization. 


2. World economic and social development 

We are convinced that many of the political problems of the world would be 
more easily solved if the misery, poverty and hopelessness of the world’s people 
could be reduced through a vast program of world development and the inaugura- 
tion of agricultural land reform and similar improvements in the laws and customs 
of all countries to discourage or remove all undemocratic elements, procedures 
and practices. 
8. World Court and World Police force 

We are convinced that a truly United Nations world government cannot be 
attained until world affairs are subject to world law interpreted by a world court 
whose decisions are backed up by a world police force which can halt aggression 
and bring the aggressors to trial. 


}. Untied States foreign policy 

The trend of world events has thrust the responsibilities for world leadership on 
the shoulders of the people of the United States. If world peace, abundance and 
security are to be attained in our time, the policies and actions of the United States 
must serve thatend. We shall, therefore, continue to urge the Government of the 
United States to judge its every move in terms of the contribution it makes to 
these objectives. 

5, United States security policy 

A sound security policy involves much more than sole reliance on military 
strength. We must demonstrate the strength and faith of democracy to promote 
ultimate peace. This involves realistic sincere steps to secure universal disarma- 
ment, even if this must be step by step. Furthermore, we are convinced the time 
is here right now to build a real United States security policy by investing as 
heavy an expenditure in such measures as point IV and an economy of abundance 
for peace as we are demonstrating we are able and willing to invest in preparation 
for war. 

We recognize that until such time as world peace, abundance, and security are 
attained, the United States and the rest of the free world must build and maintain 
a strong defense program. We are convinced that this aim can and must be 
attained without turning the nation over to rule by the military. We shall 
steadfastly oppose universal military conscription. 

We believe our best security lies in doing as much or working as hard for peace 
as we always do in winning a war. 


Worup Arrarrs—1952-—53 AcTION PROGRAM 


There are today two major threats to true world brotherhood and peace. One 
is the existence in the world of uncorrected and indefensible evils which provide 
the seed bed for agitation, uprising, and revolt. The other is the fact that Russian 
rulers, instead of cooperating to end these conditions under free government, 
have revealed imperialistic world aims and a determination to exploit every 
wrong for her own imperialistic purposes. We must end starvation, exploitation, 
feudalism, dietatorships, and all other injustices in the world. We must stop 
being miserly about point IV, economic aid, and technical assistance. We must 
cease making partners of despotic governments like those of Franco Spain and 
launch through the United Nations a campaign to create a world that is truly 
free, in which men may find justice through democratic and peaceful processes. 
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1. 'nited Nations agencies 

We urge that the Government of the United States, our National Farmer, 
Union and all people interested in world peace give full support to agencies o/ 
the United Nations—Food and Agriculture Organization, United Nations Educa 
tional Scientific and Cultural Organization, International Labor Organizatio; 
and World Health Organization. We urge increased Federal appropriations for 
support of the agencies. We heartily approve the support of the Food and 
Agriculture Organization to set up an International Commodity Clearing Hon, 
which would implement the movement of farm commodities in world trade. WW; 
support the general principles of the foreign assistance programs and urge that 
the United States channel such aid to the fullest possible extent through th 
United Nations and its specialized agencies instead of directly to the receiving 
nation. 


2. International Court of Justice 

We favor the participation of our country in an International Court of Justice 
as a part of the United Nations with an international police force to enforce it 
decisions and those of the General Assembly and Security Council of theUnited 
Nations. 
3. International Wheat Agreement 

We urge the extension of the International Wheat Agreement on a basis adapted 
to current conditions and related to an international farm-parity index. 
,. International Federation of Agricultural Producers 

We regard our participation in the International Federation of Agricultura! 
Producers as an important extension of Farmers Union educational, cooperative, 
and legislative programs into international affairs. We approve the continued 
insistence of the International Federation of Agricultural Producers to all gov- 
ernments and international agencies that mears must be found to protect and 
improve the income of the farmers of the world and improve the living standards 
of all people everywhere through land reform and other desirable measures. 


5. Moral leadership 
The United States must take the lead through the United Nations in sponsor- 
ing a gigantic effort to relieve hunger and misery in the world. Our actions to- 
ward other peoples and areas of the world must not be bound by the shackles of 
colonialism. Our mission as we work through the United Nations must be: 
(a) To protect people’s rights to freely select their own government. 
(b) To demonstrate the moral courage of free people seeking not to ex- 
ploit, but to rehabilitate. 
(c) To assist all nations in economic reforms which tend to give the people 
on the land a feeling that they “belong.”’ 
Only through bold new action to build up underdeveloped areas of the world 
can we hope to prove our genuine interest in the building of democracies the 
world over. Therein lies the way to lasting peace. 


6. International economic and social development 

United States leadership, working through the United Nations channels, in the 
building up of the underdeveloped areas of the world offers the most hopefu! 
alternative yet advanced to the continuation of a world tension that daily threatens 
the outbreak of the most frightful of all world wars. We regard the point I\ 
program as a stroke of the highest statesmanship. This bold new program if of 
sufficient size and quality can change the political and social climate of the world 
within a few years. We endorse pending proposals to expand and improve the 
program, with special emphasis on the need for working under the guidance of the 
United Nations. We regard these proposals as pitifully limited in comparison 
with the need, both from a selfish national economic point of view and from the 
point of the general welfare of all peoples. We are convinced that the United 
States should embark now on an international development program on a com- 
prehensive scale. 

As much as possible of United States aid to assist international economie and 
social development should be extended through the international agencies, such 
as Food and Agriculture Organization, rather than direct from the United States 
to the country involved to remove the danger of imperialistic domination. 

Through our contribution to international economic and socil development the 
United States should insist that adequate provision for agricultural land reform is 
included in every phase of the undertaking. 
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We commend the President, the Departments of Agriculture and State, and 
Economie Cooperation Administration for having incorporated the promoting 
of agricultural land reform in their foreign programs, including the successful 
United States effort to obtain adoption of agricultural land reform resolutions in 
the General Assembly of the United Nations and in Food and Agriculture Organi- 


zation. 

Mr. Baker. I wish to thank you for the privilege of again appearing 
before this conscientious and hard-working committee. I am warmed 
by your friendliness and courtesy and inspired by your sincerity. I 
was impressed last vear with the way you handled the witnesses and 
with the awfully long and hard work that all the committee members 
went through last summer and fall in the original consideration of 
this Mutual Security Program. 

Of course, I am a little partial to this committee, Mr. Hays, It is 
the one I cut my eve teeth on in appearing as a witness before con- 
gressional committees. For that reason I may be just a little bit 
biased in favor of this committee. I thank vou very much, Mr. 
Chairman. 

Chairman Ricwarps. We can stand a little partiality around here. 
Thank you, Mr. Baker. We appreciate vour appearing before us 
again. Are there any questions? 

Mr. Hays. Could I ask one short question, Mr. Chairman? 

Chairman Ricuarps. Yes, indeed. 

Mr. Hays. I appreciate his reference to the committee, because 
I have known Mr. Baker for some vears. 

Your organization as a producer of foods and commodities might be 
crowded out of certain markets if world rehabilitation is what we 
envisage under this program. It still does not fear that kind of 
competition, and if you do lose certain markets or have to adjust 
your economic program in defense of your own interests, you still 
believe considering the larger interests of your own peope, your own 
constituents, that this is a good thing; is that a fair statement? 

Mr. Baxrr. A brief answer to your statement is ‘““Yes’’, Congress- 
man. I might hasten to add the reason the answer is “Yes” is that 
right in our own country it looks now that by 1975 or 1980 the domestic 
needs for food and fiber are going to be about half again as large as 
they are now. 

We are now better fed and better clothed than any nation in the 
world. There is more than enough hunger and nakedness in the 
world to last such a long time that we do not have to worry about 
losing markets to that competition you mention. 

Mr. Hays. Your support of the program is in the larger interest 
of the Nation, and not through any desire to acquire economic ad- 
vantage? 

Mr. Baker. Yes, sir; and the eventual attainment of world peace. 

Mr. Hays. Thank you, Mr. Chairman. 

Chairman Ricuarps. We are doubly glad that you came up here 
to talk to us. The committee stands in recess until 10 o’clock to- 
morrow morning. 

(Whereupon the committee adjourned at 4:15 p. m. until 10 a. m., 
April 23, 1952.) 

(The following statement has been submitted for inclusion in the 
record:) 


96908—52——45 
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SraTeMeNT oF J. T. Sanpers, LeGIsLaTtivE CouNSEL, THE NATIONAL GRANGE 


1. The National Grange vigorously supported the original proposal of the Mar- 
shall plan aid for Europe; has continued to support the granting of this aid; 
has watched carefully the course of the use of this aid; and has seen its success 
with pleasure. We believe that this work has been of great benefit to our Nation 
and the other free nations, and are convinced that the only alternative was chaos 
and great danger to the entire stucture of freedom in the world. 

2. We also believe that it is now necessary to continue to give assistance to 
European countries in their efforts to maintain their independence and in our 
mutual efforts to stop the aggressive policies of communism. These efforts to 
aid our allies have run through distinct cycles. First the main objective of 
European aid was that of immediate relief and prevention of hunger and starva- 
tion immediately after hostilities ceased. Then followed the more tedious task 
of rehabilitation of the extensively wrecked industrial capacities of our European 
allies and to a less extent their impaired agricultural capacities; and the capac- 
ities of Germany, Austria, Italy, and Japan which had been our enemies. his 
rehabilitation was completed in Europe in good shape and ahead of the original 
Marshall plan schedule. But pressure of international communism continued 
unabated and it now becomes necessary for these very war-torn countries to 
devote a large part of their economic strength, so recently recovered, to building 
up armed manpower and diverting industrial output from a sorely needed civilian 
production to the production of war matériel. Some people claim that Western 
Europe cannot defend itself against Russian communism if Russia chooses to 
attack. We do not subscribe to such a hopeless view. 

3. It is a sad commentary that the terrible tragedy of World War II must 
be followed by an aggressive, ruthless, and nonpeaceful policy by Russia and 
its enslaved satellites; and that the peace-loving peoples of the world cannot 
devote their energies to healing the wounds of war and to diverting their pro- 
ductive energies to peaceful pursuits. Nevertheless this is the sad fact that we 
must face; and in this predicament we are all in the same boat. As peace-loving 
pe ple we all sink or save ourselves together. None can escape the necessity 
of defending itself against the declared enslavement by communism, or against 
the alternative of giving up to it without a struggle and thus suffer the terrible 
consequences of losing all personal liberties and dignities. 

4. As we see it there is neo decent, no acceptable alternative except to prepare 
ourselves to meet any possible force that a militant, determined, and unprincipled 
aggressive communism can muster. For there is no doubt that communism will 
use force to gain its end if this end cannot be attained by infiltration and treachery 
and if it thinks force will bring success. There can be no doubt that it will stick 
doggedly to its aim to overthrow all vestiges of personal liberty in the world. 

5. It was to be devoutly hoped that at the end of the Marshall plan aid all 
our efforts to render aid to a troubled world could be turned to the long-time 
phases of mutual aid, to the so-called point IV type of international cooperative 
assistance. This is the more desirable, the more constructive, and Christian 
type of mutual assistance between nations. It is the only means by which the 
conditions of misery on which communism thrives can be prevented. It is clearly 
the kind of aid that can benefit both the giving nation and the receiving nation. 
Point IV is distinctly the only way that nations who need help can be induced to 
help themselves quickly before it is too late; and in so doing peaceful commerce 
will be fostered and will lay the foundation for compensatory prosperity in the 
aiding nation as well as the receiving nation. 

6. In dealing with the technical assistance program the National Grange 
considers itself on much surer grounds than we are in passing judgment on military 
aid. Outside of Europe technical aid is in large part agricultural in nature and 
should consist largely of personal service. As such it is very important that in 
the present state of its development it must of necessity be expanded slowly and 
constructively. The problem of finding competent personnel, of arranging for 
soundly conceived and carefully planned projects and of obtaining the proper 
cooperative arrangements is of great importance. 

7. We are convinced that an error in appropriation for technical assistance is 
likely to be made in overappropriation rather than in underappropriation. To 
Overappropriate in the initial stages of setting up such a soundly conceived 
program, as point IV is, will of necessity result in too hurried selection of personnel 
and in approving projects resulting in visible waste and mistakes. These could in 
the end cause lack of faith in the work by the general public, and a reversal that 
might conceivably cause a complete discard of the program. 
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8. The technical assistance program in Latin-America has been in operation 
for several years, and the agricultural phases of it are probably on a sounder and 
more sensible basis than the program in any of the more recently initiated program 
areas. To reflect the danger of overappropriations in the initial stages one can 
compare the status of expenditures of appropriated funds in the Latin-American 
areas with those of the newer point IV areas. 

9, Unexpended balances of funds (not necessarily unencumbered) set aside for 
agricultural work in point IV amounted, for the most recent month for which 
figures are available, to 34 percent of the funds appropriated and allocated for the 
current year for Latin America. This reflects in all probabilities excellent and 
efficient use of these funds. But for funds similarly allocated to Asian areas, 90 
percent was unexpended and 78 percent likewise for the Near East areas. These 
last two figures in all probabilities represent judicious and cautious arrangements 
in the use of these funds in the new point IV areas. But these two figures also 
serve aS & Warning to your committee to give careful considerations to the rate of 
expansion of appropriations for point IV during the initial years. 

10. The military aid program is a phase of the measure upon which we are 
incompetent to pass; however, it appears to us that there seems to be too much 
direct military aid compared with the item of defense support. The latter item 
contains among other forms of aid, assistance toward production of war matériel 
in Europe, where we understand great economies, under the cost of matériel we 
produce, can be had. We believe, therefore, if there is a sound possibility of 
cutting funds from the requested budget it should come largely from the funds 
requested for sending direct military matériel made in this country to Europe. 

11. Every avoidable expenditure of this nature, it appears to us, is desirable 
first because it givés the mutual defense effort more results per dollar contributed 
by us. Second, it creates a more desirable economy both in Europe and in the 
United States viewed from the long-time results. 

12. It is highly important to expand Europe’s industrial capacity and to mod- 
ernize it. War production facilities in many cases can be turned into civilian 
goods production capacity without great loss. 

13. To overload mutual security aid to Europe with too much United States made 
matériel, tends to overexpand our war-plant facilities and to hold down desirable 
long-time expansion of European industrial facilities. Industrial expansion and 
not agricultural expansion is the only sound way of taking care of Europe’s 
population growth and of raising its present undesirably low standard of living. 
We trust, therefore, that your committee will, in examining these requests for 
funds with a view of determining in detail whether or not desirable cuts can be 
made, keep in mind that the less direct military matériel we can send and the 
more needed matériel that can be provided from European manufacture the 
more healthful the long-time effects will be, we believe, on both the agricultural 
and industrial economy of Europe as well as our own economies. 

14. We would like to revert to some important qualifications or safeguards 
that we think should be written into the law dealing with the administration of 
point 1V funds. Point IV is a type of work that should draw upon all American 
institutions, both public and private, for personnel to carry to other countries 
American know-how. We cannot continue to tap these multitudinous American 
sources and obtain the most up-to-date assistance for these so-called undeveloped 
countries that we are trying to aid if we rely on building up a large rigid technical 
staff composed of permanent Mutual Security Agency employees. 

15. To rely exclusively on a large permanently employed personnel would tend 
to freeze the personnel into a huge Government bureau whose staff would be 
unresponsive to the suggestions of the best brains engaged in domestic technical 
and professional work and connected with other Government agencies, with 
State institutions, with public and private research agencies, and with the enor- 
mous fund of knowledge private industry of America has to contribute to point 
IV’s success. 

16. We believe that all point 1V authorizations and appropriations should have 
provisions limiting expenditures for permanent staffs (especially those head- 
quartered in the United States) to probably not over half of all expenditures for 
salaries for each current year. This will prevent the building of MSA up into a 
rigid Federal bureau that is undesirably unresponsive and uncooperative with all 
other American agencies and institutions that are interested in and whose con- 
tributions are necessary for the success of a point IV program. 

17. By the same line of reasoning, we believe it was a grave error last year to 
leave the point IV program in the State Department. This program is not a 
foreign program motivated entirely or even in large part by diplomatic purposes, 
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Such a motivation will ruin it, and in time insure its abandonment, we believ« 
It should be motivated by both national diplomatic purposes and by domestic 
policies and programs. American domestic industry, commerce, labor, and agri- 
culture each is, and should be; just as much interested in determining the course 
of our point IV program as is American diplomacy. Therefore point IV has no 
more business being located in the State Department than in the Department of 
Labor or Agriculture or Commerce. Also, point IV requires in the main tech- 
nical personnel, and State Department administrators are poorly equipped to 
select technical workers. Point IV should be administered in an agency outside 
of the State and other departments but under some sort of a policy board truly 
representative of all important Federal departments called upon to contribute 
significantly to point [IV work. 

18. We would like to ca!! attention to what we think is another requirement 
for a permanent successful point [IV program. We believe some serious errors 
have been made in the plan for use of counterpart funds under ECA’s operations 
These funds have been, under past arrangements, held in the name of the country 
receiving the original aid from which counterpart funds were derived; and wer 
to be expended by mutual consent of the receiving country and the ECA ad- 
ministrator in the country. 

19. Since the use of these funds is always the result of negotiation between ECA 
specialists in the country and some high-ranking government department chief 
of the country the latter has been able to put undue pressure on ECA people to 
use counterpart funds for very unsatisfactory purposes so far as ECA’s personne! 
views are concerned, 

20. We believe that counterpart funds arising from point IV projects should 
be held in the name of the point IV administration in the country and should be 
spendable only for purpos*s mutually agreeable to both point IV officials and the 
Officials of the country—which latter provision now rules. The difference is that 
this arrangement will give point [IV a much more constructive control on use of 
counterpart funds, and will lend a far more stable status to point IV work in the 
country. To prevent accusation of imperialistic aims against our representatives 
in point [V som» positive means should be provided to the country for closing out 
the whole point [IV program, including the liquidation of counterpart funds at 
any time they wished to stop the work. 
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WEDNESDAY, APRIL 23, 1952 


House OF REPRESENTATIVES, 
ComMITTEE ON Foreign AFFAIRS, 
Washington, D. C. 
The committee met in the House Foreign Affairs Committee 
room, Capitol, at 10:29 a. m., the Honorable James P. Richards 
(chairman) presiding. 
Chairman Ricuarps. The committee will come to order, please. 
We will continue hearings on H. R. 7005. We have with us again 
this morning General Olmsted and Mr. Harlan Cleveland. General, 
will you proceed with France. 
(Discussion off the record.) 


STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, 
MILITARY ASSISTANCE PROGRAM, OFFICE, SECRETARY OF 
DEFENSE 


’ General OLMsrrep. France agreed at Lisbon to provide certain forces, 
firm for 1952 and tentative for 1953 and 1954. Our Army program 
is designed to correct the deficiencies which I have outlined, and to pro- 
vide the initial equipment on a training level for the forces that are to 
be phased in vet this vear and for calendar 1953. 

On the chart there vou will see the total dollar program for France, 
that portion of it that is earmarked for matériel, that portion which is 
earmarked for training, and then the breakdown between Army, Navy, 
and Air. 

On the chart on the right vou will see the major items, end items, 
that will be purchased by the funds which are requested. These items 
fit in, as I say, either to the deficiencies of unit equipment for the forces 
in being, or the requirements which France cannot meet herself from 
her own production for the forces that are to be phased in this year 
and next. 

On the Army program the basis for the matériel and equipment 
proposed for France is a list of net deficiencies submitted by the French 
authorities to the Department of the Army through MAAG-France 
and the joint American military advisory group in London. All re- 
sources available from sources other than the United States, including 
indigenous production budgeted for in the fiscal year 1953 and inter- 
country transfers were considered in arriving at net deficiencies. The 
list was screened by both the joint military advisory group and agencies 
of the Department of the Army. 

(Discussion off the record.) 

General OtmsteaD. Behind those general statements of our objec- 
tives are the specific breakdowns both in major categories, which are in 
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these program documents, and then the specific itemized list of items 
with costs in each case that make up the aggregate of these figures. 

Chairman Ricuarps. Those schedules you are talking about will 
be placed in the record, is that right? 

General Otmstup. They can be, if you so wish; yes, sir. They are 
very bulky documents. 

Chairman Ricuarps. They are? 

General Otmstep. Yes, sir. 

Chairman Ricuarps. There are a lot of complaints about secret 
figures. I understood there was no tendency on the part of you 
gentlemen to claim secrecy for anything except certain military end 
items, and that is practically what all of it is. I wanted to know 
whether or not it is still your position that they cannot be made 
available. 

General Otmstrp. We will present those country programs to the 
committee. I believe it will be your conclusion that it is too bulky 
a document to incorporate in the record of the committee. How- 
ever, if you wish to do it, we will declassify it to the ultimate extent 
that we can. 

Chairman Ricuarps. I do not think it is of any use if you are going 
to cut out the end-item schedules of all the countries. We will go 
ahead as we are now. 

General Otmstep. We can put in the record the total without the 
breakdown of the countries. 

Chairman RicHarps. You can do that? 

General O_tmstep. Yes. 

Chairman Ricuarps. I wish you would. 

(The information referred to is as follows:) 


Tentative amounts of military end items to be purchased with the funds requested for 
the fiscal year 1953 Mutual Security Program 





Title I Other areas 





82 
967 
5, 240 
13, 928 
122, 534 

6, 77 


a as cach ar ce a i ae ‘ ; ; 
Aircraft seuicaabateil ; Sactdteaipmabiolisbiatecseieaaiaeinanlcikiehibis —? ane 

Tanks and combat vehicles F ; po delet egies tadadas 5, 
Motor transport vehicles ee 
Small arms and machine guns-_.----. 
Artillery and naval guns EE RITA ee 
Small arms and machine gun ammo..-------- EL ae 198, 835 
ee kL | an ae A 13, 387 16, 457 
Charged to program ! " cient in millions $3, 395. 4 $1, 084.5 

| 
| 








1 Matériel only, no packing, handling, crating, and transportation, training, or administration included: 
Excludes acquisition cost of excess. 





General Outmstep. In addition to this information which I have 
just presented, we receive from our MAAG-France, and for that matter 
all of our MAAG’s, periodic reports of the equipment status of all of 
the units of that country, which designate the unit by number, where 
it is located, its percent of strength, its percent of equipment, and then 
the breakdown of the actual equipment that it has in its possession. 
In that way we are able to verify our overseas missions’ estimates of 
what their true requirements might be. 

In the case of France, for example, and this I would like not to have 
in the record—— 

(Discussion off the record.) 
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Mr. Vorys. The unexpended part would lapse. It is different from 
the other bill. 

Chairman Ricnarps. They claim they can make a case on the 
obligated. If that is so, why did they put that in this bill? What 
is your opinion about it? You contended all of it lapsed. As a 
matter of fact, they contended about all but $45 billion of it did lapse. 
General, you are not an expert on that, or you do not claim to be, is 
that right? 

General Otmstep. That is right. 

Chairman Ricwarps. What do vou think about it? 

Mr. Vorys. What about that, Harlan? This is different from the 
big defense bill down there, where we appropriate money for defense 
and it is appropriated under existing law. Here we put in a provision 
for annual authorization and appropriation. 

I understood that any unexpended balances at the end of the fiscal 
year—that if that was not spent that day, there was no authorization 
in law for it to be spent later. 

Chairman Ricuarps. You do not contend that in regard to the 
defense bill; you contend it in regard to this bill? 

Mr. Vorys. I think this is different. 

Mr. WestrenHa.. I checked with the fiscal and the legal people to 
ask that very question. If an obligation were incurred in June, and 
the payment did not fall due until July, would it have to come out of 
next year’s appropriation? ‘They said no, that for 2 years after the 
end of the fiscal year the money would be available to pay this year’s 
obligations. 

Therefore, the important point is the carry-over of the unobligated 
balance. I asked why this phrase “unexpended’”’ was used when 
“unobligated” was intended. They said this was a legislative phrase 
that was well understood, and it really meant the unobligated balance. 

The other point is that if you deobligate and you do not have the 
unexpended carry-over right, then the money reverts to the Treasury. 

Chairman Ricnarps. Let us go into that a little bit later, John. 
We will have to go into that, and the question that Abe is talking 
about. Let us not do that right at this stage of the game. Let us 
finish with France. 

General Otmsrep. This is the present condition of these units. 
When we make up our program for 1953, we assume the delivery at 
the appropriate time of all undelivered items funded in 1951 and 1952, 
We take those undelivered items as an element on the asset side of 
this balance sheet before we arrive at the deficiencies. 

Chairman Ricuarps. That is all taken into consideration in your 
figures here? 

General Otmstep. That is right. 

Chairman Ricuarps. Otherwise, you would have an entirely differ- 
ent chart and an entirely different lay-out? 

General Otmsrep. That is right, sir. 

(Discussion off the record.) 

Mrs. Botton. What percentage of those are Arabs? Are any of 
the colonials in those? 

General Otmstep. Mrs. Bolton, I do not have that percentage 
figure, but there is a large percentage of the enlisted personnel that 
are colonial. They are either north African personnel—— 

Mrs. Bouton. Either French or Arabs? 
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General Otmstep. They would be French colonials. I do not 
believe in these French units there are any Arabs. 

Mrs. Botton. Are there not some Berbers? 

General Oumstep. I do not think so. 

Mrs. Botton. When I was in Paris, I was shown photographs of 
Berber troops and the equipment they were getting. 

General Otmsrep. I will find that out for you. 

(The information requested is as follows:) 

Approximately one-third of French troops in north Africa are native north 
Africans. In Morocco two-thirds of the native troops are Berbers and one-third 
Arabs. In Algeria they are mixed about half and half. 

In Tunisia two-thirds Arabs and one-third Berbers. Both are mixed in the 
same units, not only with each other but with white colonials as well. 

These figures are approximate—not accurate. 

Mr. Risicorr. On this basis of secrecy, I have before me the issue 
of this morning’s Washington Post in which there is an article by 
Homer Bigart, a former Pulitzer prize winner. He talks of allied 
strength now being about even with Russia. He lists every division 
of every nation, what it is composed of and where it is located and 
what it is capable of doing. I am wondering, in view of what the 
chairman asked before concerning secrecy, in view of the fact that we 
have to present these things on the floor, why some of the general’s 
figures cannot be used by us in our report. 

Mr. Cuaruam. Will the gentleman yield? 

Mr. Risrcorr. Yes, 

Mr. Cuaruam. Does he break it down like this as to these end 
items? 

Mr. Risicorr. No; but it is important to show how the divisions 
are constituted, that our equipment went to help build up these divi- 
sions, What these divisions are capable of doing. 

It certainly is going to help us present our case on the floor rather 
than saying, “ Boys, take it on faith.”’ It is all right to say, ‘Take it 
on faith,’ but if this information is public property why should Con- 
gress be denied the right to have it? Why should this committee be 
denied using this information? 

Genera! O_msrep. I will see what we can do about it. I have not 
seen this particular article. 

(Discussion off the record.) 

General Otmstep. As General Bradley said either before this 
committee or before the Senate committee, of course, when an in- 
dependent newsman comes out with a story of this kind, that is one 
thing, and when the Defense Department says this is true, or with 
this modification it is true, that is a little bit different. It may be a 
distinction without a difference. 

From our viewpoint, we would like to get everything into your 
record that we can. 

Mr. Risicorr. Would it be advantageous for us to get on the floor 
and say that responsible journalists say thus and so and then quote 
Bigart? 

Mr. Vorys. Will you yield on that? 

Mr. Risicorr. Yes. 

Mr. Vorys. When we had the interim aid bill in the fall of 1947, 
I was insisting that we had to present some sort of statement on 
Russian forces. I asked the Army about it at that time, and the 
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Army was adamant that they were not going to publish any estimates. 
| said, “Will vou just privately give us a cue as to whether George 
Fielding Eliot or Hansen Baldwin or someone else has made a good 
guess so that the committee can say in their report, ‘Here is a very 
interesting estimate by Hanson Baldwin: who is usually accurate,’ ”’ 
thus having the committee give some sort of blessing to it. 

After a lot of finagling around the Army came through and said, 
“You can release these figures and say we said it.” I think that was 
the first time and the last time that that was done. I felt it was 
extremely effective. 

Chairman RicHarps. It was, | remember that. 

Mr. Vorys. In getting through a big bill. 

Chairman RicHarps. It would be very effective on the floor to 
have something on that in the bill. 

Mr. Vorys. I think you are going to find the same point involved 
here, that if the Army and the Defense people say someone else is 
right, they might as well say it themselves. 

I would hope that on a lot of this stuff the committee in their report 
would say, “This is it.” We would not say where we got it. It 
would be one degree removed from saying that General Bradley said 
it. But I am quite interested to see that this great big secret chart 
that General Bradley had here, I said, “Is that the chart that the 
Joint Chiefs work from?” And the answer was, “ Yes, and it is secret; 
a lot of this is out but it must not come from us.” 

Exactly the same stuff came out in Eisenhower's report, 175 Rus- 
sian divisions, 20,000 planes, 300 submarines. 

Maybe Eisenhower said something he should not, maybe that is it. 
On the other hand, it was sort of amusing to me that here was a chart 
that we must not mention but Eisenhower could put it in his report. 

Chairman Ricuarps. What do you think about that, General? 

General Otmsrep. I will see if we can either verify this or 

Mr. Cuarnam. Will the gentleman yield? This speaks of divisions 
and strength, which you see published all the time, but it does not 
speak of this breakdown which I understand is the secret part, the 
end items, and where they are going. 

Mr. Rratcorr. I do not want to break them down. But it becomes 
very effective if we can say that this program is helping arm these 
divisions, and point out what has been accomplished and that it has 
been accomplished by the foreign policy of this Nation. 

In other words, I think one of the grave questions in the minds of 
many Members of Congress is that they doubt whether anything is 
actually being accomplished. You have to say, “Boys, take it on 
faith because we know the facts and cannot tell you.” 

This committee goes along time after time with those requests. 
Since we are in a very tough position on this bill as it is, if vou have 
information that is being widespread throughout this Nation and, 
therefore, is not secret, then it would seem to be rather silly for this 
committee to be unable to use as public information. That is the 
point I make. 

Chairman Ricuarps. I think you are right. 

General Otmstep. I will see what we can do with this. 

(Discussion off the record.) 
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Chairman Ricuarps. Mr. Vorys has just asked a question as to 
what do you mean by “selected major items.”” Do you mean those 
items which are necessary or just used as illustrations or what? 

General Otmstep. No, sir. That word “selected” is used in this 
case, and we agree in our-accounting procedures over there that 
certain items make up the major categories, that would be ships as a 
class, airplanes as a class, both Air Force and Navy aircraft, and tanks 
and combat vehicles and motor transport vehicles. 

“Selected” has no significance other than that it is a comptroller’s 
or an accountant’s word over in the Pentagon. If you want a major 
breakdown of the major items, those are the ones. 

Mr. Vorys. Is this it? 

General Otmsrep. This is absolute; yes, sir, this is it. There are 
no motor vehicles, for example, programed that do not show in those 
columns. There are no small arms programed that do not show in 
those columns. The things you do not get in selected major items are 
things like engineer equipment or electronics equipment. 

Mr. Vorys. For instance, let us take France on tanks. 

(Discussion off the record.) 

General O_mstep. That is right, tanks and combat vehicles. 

Mr. Vorys. How many tanks are you going to deliver out of the 
unexpended balances that you have on hand? 

General Otmsrep. I do not know that I have the exact figures for 
you, but I can get them if I do not happen to have them with me. 

(Discussion off the record.) 

General O_mstep. In addition, your category would include scout 
cars and armored cars. 

Mr. Vorys. You have a picture of a tank. 

General Otmstep. Down near the description. 

Mr. Vorys. But there ought to be other pictures. 

General Otmstrrep. Tanks and combat vehicles, down in the key 
below. I could get you, if you wouid like, a breakdown of those 
figures as to how many are medium tanks, how many are scout cars 
and armored cars. 

Mr. Cuatuam. Will the gentleman yield? I think what he is 
after, and what I would like to see, is something just as if it were a 
commercial concern, how many on the 1952 program, how many on 
the 1953 program, how many have been delivered, how many are to 
be delivered out of the 1952 funds. You would like to see the tank 
program for France and everything else? 

Mr. Vorys. It is just this simple: We hear that the whole plan over 
there is to have 50 divisions. 

(Discussion off the record.) 

Mr. Vorys. Nobody has yet explained to me how if you got that 
far on what is over there now, that you need, not $4 billion or some- 
thing like that, but $9 billion or some billions more. 1 do not under- 
stand it myself. 

Here are these chamber of commerce fellows. They say $5 billion. 
We say, “Where do you get those figures?”’ Well, they kind of pick 
them out of the air. There are a lot of people that are going to say, 
“Now, let us see you, Mr. Member of this committee, explain why 
that is not enough.” I was deviling your friend Clem Johnson on 
that yesterday. However, if he had turned around and said, “I am 
going to devil you a little bit. Now you tell me exactly what it is 
you need.” I would be in a stew. 
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Mr. Cuatuam. I agree thoroughly. You could break this thing 
down and show what is the position of the French tank program. 
First, how many are allocated to France to build up to this point, 
how many are delivered and how many are undelivered. We can 
understand this because the chart shows what is requested in addition 
for 1952-53; is that not right? 

Mr. Vorys. Abe said something here a couple of weeks ago, 
“Maybe we are fone to look this over.” 

(Discussion off the record.) 

Mr. Vorys. That is just about all we can figure we can make this 
year. At least if we had that there it would be something to go on. 
The danger that we face is unintelligent cutting because there is 
unintelligent defense of what is needed. 

Mr. Rrsicorr. And incomplete knowledge, John. 

Mr. Vorys. Neither thing is a very good way to run a country. 

Mr. Cuatuam. I am in thorough agreement with that. I do not 
think we have the proper knowledge here. I have picked up a lot 
of things under this, but I do not have the proper knowledge on the 
whole picture, and I told Mr. Johnston yesterday. 

There is going to be several billion dollars unexpended. I want to 
see the difference that they had as of January 1 unobligated. Where 
they had a much greater amount on January 1 unexpended, what 
program does that fit into? Are they a yearlate? Are they 6 months 
late? Is this coming on top of the 1953 program? I understand the 
long time it requires. I do not think any of us have the final figures 
in tying this up, Mr. Chairman. 

Chairman Ricuarps. No, it is a little different proposition than 
they had in the defense bill because that dealt only with this country. 
They had some figures on what they expected next year and the fol- 
lowing year. When you come to this country breakdown in Europe, 
while the general principle may be the same, we are going to be 
pinned down a lot closer than that; do you not see? 

General Otmsrep. I will get you such a set of figures as the gentle- 
man is suggesting. 

(The information requested is as follows:) 


Medium tanks 
Title I total 








Programed through fiscal year 1952, total............................- 6, 745 
i ee nn aleting ened 1, 692 
ec ete eae 475 
I NN ere ANS i te aa gt ao rectaeics placer ebb en gh Swath 4, 578 

Snipmem @heowen Bier. 1, 19068, totel.... 64.2.6... sn. ccc cccces “1, 818 
RE, SAS AUP SO Or oe ne ee RE eS orate Be 1, 644 
ee et ee aga wediune desk bobtak 158 
0 ST el es ee ee See ee ee oe ee Eee 16 

NN ELA OO TE | SES a EE 4, 927 

Proposed fiscal year 1953 program, total_..._.......-----.------------ 2,733 
og, a rer ree CO ate ie i Oe Ue a ae 5 
ER See SO ae es ee Gane ne ee ee 46 
OP eedunta saisatakeansnnk< EDS Ge A RES OAS EEO OE I 2, 682 


Norte.— Medium tanks include M4’s with 76 mm. guns, M4’s with 105 mm. howitzers, M46’s and M47’s, 
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Jet aircraft 


Total 
Programed through fiscal year 1952__..............----------- 3, 338 
ne cn en wa oe niga ag neieni 328 
nN ren Jo Sack oes tie Woo La 3, 010 
Proposed fiscal year 1953 program___--_- a hod See bvng ban ies 1,019 


Mr. CuatHam. You understand, General. You are so close to this 
thing and know so much about it, and we are so far away from it. 
It would seem to be simple to take the tank program and break it 
down. How many have been delivered; how many have not been 
started? This is off the record. 

(Discussion off the record.) 

Mr. Vorys. I asked Mr. MeNeil when he was here. 1 was inter. 
ested in the contract forms. I was trying to figure out what ‘‘obli- 
gated’? means. So far as I understand it, obligated merely means that 
some contractor is obligated if the Government insists on his going 
through with the contract, but the Government is at no time obligated 
in the sense that two private companies would be obligated on a 
contract, because there is a provision in there for changes, and he says 
he could not think of anywhere there had not been changes. There is 
a provision for termination for the convenience of the Government. 
There is an entirely different situation with reference to this vast 
amount of obligations, just as you described. They keep changing 
all the time. 

Mr. Cuarnam. That is obligated. In consumer goods or things 
like that, or machine guns, there are probably not many changes. 
The contract is a contract; a letter of intent is an obligation. You 
have to turn around to the other side. If it is at the convenience of 
the Government, it costs the Government like the devil. It is a very 
uneconomical thing, as General Olmsted and everybody knows. 

Mr. Vorys. I thought the build-up this time was to be uneconom- 
ical in one way in that we were going to get an assembly line started 
and just have a few of them going down the assembly line, because 
we knew that there would have to be changes in the fiery crucible of 
war where you find out what changes have to be made, but we were 
going to have that assembly line so that if war comes we would be 
ready and then we could start to shoot with the best model we would 
have. 

Mr. Cuatuam. You would have to do that through Government 
industry; you could not do that in private industry. You could not 
build up an industry line and let it lie idle. 

Mr. Vorys. It doesn’t lie idle. It is operating a little. You have 
an assembly line there. Suppose you have an armored division and it 
is all dressed up and does not have any place to go to war right now. 
That is a very expensive thing. They just walk around and eat and 
train and wait for a war. We are used to that. 

As I understood our new system, it was that we were going to have 
an assembly line, that is ready and in training, but when we are not 
fighting, we are not producing. Am I wrong about that? 

General O_mstep. No, sir; take the case of the medium tank. 
There are four lines in being that are in production. There are two 
lines that are in being but are in a stand-by condition. The four that 
are in operation are operating on a single-shift basis. 
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The change from singleshift to multi-shift and the activation o/ the 
two inactive lines is vour industrial mobilization reserve. 

Mr. Cuaruam. May I interrupt? How about vour components? 
How long would that take? Can you tell me how long it would take to 
activate the other shifts? 

General Otmsrep. Well, sir; it would not take long to activate the 
other shifts, but where you take 100 or 200 subcontractors who are 
building components for ‘the tanks, that is where you begin to run into 
real difficulties in the cone ept. 

Chairman Ricuarps. About that one-shift business, that is much 
more expensive per shift than three shifts, is it not, to the Government 
itself? 

General O_mstep. Industrialists will argue with you about it. In 
terms of capital equipment, yes, but in the actual output per man that 
second and third shift does not perform quite as well. Three shifts 
will not give you three times the output of the one shift. 

Chairman Ricuarps. Industrialists will tel! you that with civilian 
goods they can run three shifts and, therefore, you are going to bave 
to pay them for these facilities that are lying idle, those other 16 hours. 

General O_msrep. That is right, sir, and that is your greater 
expense as a result of the capital investment. 

Mr. Cuaruam. Your time lag is terrific there, and is bound to be? 

General O_msrep. Of course, all of us in the serviees are up against 
the choice between the broad industrial base, that is, working only at a 
partial capacity, an intentional throttling-back or stretching out. 
That is the one choice. The other is that these units are getting ready 
now so they can receive their full-unit equipment. It was not so 
much a problem a year ago because they were then in the initial devel- 
opment of mobilization and the training stage. Now they are getting 
ready to receive their full equipment. The desire is that at least a 
portion of them be in a state of complete combat readiness. The rate 
of the delivery of these items is slowed down by our production plant 
here. So the customer at the other end of the line says, “We need 
these tanks faster.” 

We could produce several thousand more tanks in the next 12 
months than we are going to produce. From the simple security 
standpoint in the next 12 months it would be better to speed up our 
production here and get that equipment in production over there. 
From the long-range security standpoint and a preservation of a 
stable civil economy here, it seems the hazard of all our production 
now and a cut-off of production 12 months from now is greater than 
proceeding to a state of combat readiness at a slower rate. 

Mr. Vorys. For various items of equipment you would have, I 
would think, different patterns. For instance, you might have a 
tank that you decided on, on which you have the turret, and say 
that that is one they need and have one factory work three shifts on 
that one. 

I would think there would be something like that going on. But 
you would have some other factories that would be doing it slower; 
is that not true? There is not a uniform stretch-out on everything 
because some of the stuff you need in a hurry; is that not right? 

General O_msrep. That is right, sir. Take the case of ammuni- 
tion, a case in point. Our ammunition facilities that are now in 
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being are working much more nearly to capacity than our tank 
production facilities. 

Mr. Cuatuam. They build the plants mostly for private industry 
and they are run for the Government. They are mostly Govern- 
ment plants, Government arsenals. 

General O_mstep. That is right. 

Mr. Cuatuam. The Government is not going busted on them and 
private industry could not do it. 

Mr. Vorys. Take aircraft, for instance. You have North Ameri- 
can in Columbus. I went out to look them over and they said that 
this coming year, ““We are going to concentrate on four planes.” I 
said, ‘What do you mean that you are going to concentrate on four 
planes? You concentrate on one or maybe two.” 

But I know a little bit about aircraft production and a little knowl- 
edge is a dangerous thing. I saw Willow Run where they did B—24’s 
and just knocked them off so that they finally, as Bob Lovett said, 
right in the middle of the Battle of the Bulge, said, “Stop making 
them.” 

They said, “Congressman, our sole customer is the United States 
Government. We do what they want us to do.” That is a private 
concern, but I imagine it is cost-plus. They are as much an arm of 
the Government as General Olmsted is. 

They said to me, ‘‘We understand that they want to have dispersal.’’ 
We are going to have an assembly line of F-S6E—I think it is—and 
instead of making all the F-S86E’s here they are going to make some 
of them here and some of them there so that if Columbus gets atom- 
bombed there will be F-86’s coming out some place; is that right? 

General Otmstep. That is right. That even goes down to the 
components, not only the finished items but goes right down to the 
components. So if there is a component being made that is a critical 
component, for example, a simple thing like a pod that surrounds a 
jet engine. One contractor cannot get all that business. They want 
more than one source of supply. 

Mr. Cuaruam. That is prudent judgment. 

Mr. Risicorr. That is why this thing is so expensive, John. 

Chairman Ricrarps. To get back to what Mr. Chatham was say- 
ing awhile ago, I can see where maybe you would not want us to go 
down on the floor and say that France has to have so many planes 
next year of that number, that so many were contracted for for last 
year, and so forth and so on. 

I was just wondering, as far as the basic items are concerned, which 
call for the most lead time, say, 24 months. You have planes and 
tanks and a few other big things, and it will be burdensome to include 
a whole lot of little items. Why could you not give us for the record 
a schedule? You could, for example, show that country A is sup- 
posed to have a thousand planes next year; show us those planes 
that we have been planning for 1951, 1952, and 1953 and when they 
will come. Why could not something like that be prepared for the 
record? For that kind of thing you would not have to nail it down 
for a particular country. You will do that for us? 

General Otmstep. We will do that for you. 

(The following chart was supplied in answer to the question.) 
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Chairman Ricuarps. Will you go ahead with that? 

General Otmstep. That completes the presentation of the military 
side of France. 

Chairman Ricwarps. Are there any more questions that you 
want to ask General Olmsted on France? Mr. Smith. 

Mr. Smira. Why do you carry France and Indochina on a separate 
basis? It is all the same kettle of fish, is it not? 

General O_mstrep. No, sir. I do not know the reason that started 
or what underlay the beginning of the division, unless it was the 
division of funds in the appropriations between title 1, Europe, and 
title II1, which is the Orient. 

It has developed, however, to be a very useful thing to have that 
separation, because as our military program is developing there now, 
most of our aid, not all, but most of it, is being concentrated on the 
development of Armed Forces for the Associated States. 

So our relationship in our Indochina program is more and more 
being switched over to a support and a building of native forces there. 

It is more healthy we think to make that a direct relationship 
between the United States and these people who are newly aspiring 
to their own independence. 

Mr. Surru. It seems to be inconsistent with the policies we have 
been pursuing in Indochina. I doubt that this country will support 
independence for the people in Indochina. 

Mr. Vorys. Along that line, it seems to me, Mr. Chairman, it 
might be a good idea to take a look at the Indochina military stuff 
right now. 

Mr. Sairu. It is there. 

Chairman Ricuarps. Mr. Vorys, let me ask the general about that. 
You are prepared to take this up by title? 

General O_mMstep. Yes. 

Chairman Ricuarps. If we start skipping over there, unless Mr. 
Smith particularly 

Mr. Smiru. General, it was my understanding when we were in 
France last June that no conscriptees are sent from France to fight in 
Indochina. Does that condition still prevail? 

General Otmstep. That is right, sir. 

Mr. Surrn. Is that still so? 

General OLmstep. Yes, sir. 

Mr. Suiru. It is strictly a volunteer proposition so far as the 
French are concerned? 

General Otmsrep. Or colonial forces. 

Mr. Vorys. The colonials are volunteers, too? 

General Otmstep. I am not sure that they are actually volunteers 
as we would understand it. Of course, the bulk of the force in Indo- 
china now is native. 

Mr. Samira. Is that true? 

General Oumsrep. Yes. 

Mr. Smiru. | was going to ask that question. 

General Oumstrep. That is right, sir. 

Mrs. Bouron. When you say ‘‘colonials,’’ do you mean Moroccans? 
To me “Colonials’’ means Frenchmen who have settled in French 
possessions. 

General O_tmstep. Yes, Senegalese, Foreign Legion. 
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Chairman Ricuarps. We had the figures put in the record by Mr. 
Bruce. He gave us the proportion. He was supposed to have the 
figures of the native troops and officers and they are in the record. 
You may want to testify on that also. You have those figures, too? 

General Otmstep. Yes. 

Mr. Vorys. Here is the thing which Mr. Smith is on right now and 
which Mike Mansfield has kept harping on. We find out that the 
Marshall plan, as far as France is concerned, has been a means of 
meeting the expenses of the Indochina defense. We find and have 
heard from Acheson and others that the French would be very happy 
to say to the United Nations, the United States, ‘this is your baby” 
and hand it over, as I understand it. 

We are saying, “No, this has to go on this way.”’ As I understand 
it, during these 4 vears what started out as the fight of France to 
protect a colony has turned around into a fight of an independent 
nation, and France helping out. I can see they wonder why in the 
heck they are doing it. 

Chairman Ricuarps. Mr. Smith, here are these figures that went 
along on the troops there. 

Mr. Smiru. I think that is all, Mr. Chairman. 

Chairman Ricuarps. Mr. Vorys, Mr. Smith may be right. When 
I was talking about that other title, I overlooked the fact that it was 
intertwined with France. 1 think you might as well ask any other 
questions on Indochina while we are right here now, and then we will 
not have to return to that. 

Mr. Smiru. I think the question is going to be raised on the floor, 
Mr. Chairman. We ought to know what we are talking about to 
try to answer those questions. I think that is all, as far as I am con- 
cerned. 

Chairman Ricwarps. Mr. Cleveland is Assistant Director for 
Europe, Mutual Security Agency. 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR 
FOR EUROPE, MUTUAL SECURITY AGENCY 


Mr. CLeveLanpb. Mr. Chairman, you had rather full testimony for 
a day from David Bruce, so I do not think I need to go at any length 
into the general situation in France. I would like to give you the 
main facts and figures about the French program, their military 
program and the defense support which is required to support it. 

The force planned for France which General Olmsted has men- 
tioned depends, of course, on very large defense expenditures by the 
French Government in their own budget. Taking what it costs the 
French to make this force plan in Europe come true, plus what it 
costs the French to maintain and actually increase the fighting in 
Indochina, the French have really taken on a military burden which is 
rather more than it is possible for their economy to bear. 

Last year they were spending $2,930,000,000 (equivalent in their 
own francs) for military purposes, including both the Indochina war 
and their own domestic military program. 

This year they have pushed that way up. The estimate for this 
fiscal year is $3,460,000,000. It is our hope, based on very detailed 
discussions with the French of what they will need to do in order to 
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make both the Indochina and the European parts of their policy 
come true, that the next fiscal year they would need to spend about 
$3,890,000,000 worth of their own currency. 

- That latter figure, of course, assumes and would depend on the 
amount of defense support that is in this program, illustratively 
marked for France. 

Of this defense expenditure, taking the 1952 figures, for example, 
they spent about 40 percent of their defense budget on personnel, 
and they have spent about 17 or 18 percent on production and 
matériel. That percentage ought to go up some next year. After 
the British, they are the biggest producer of military matériel in 
the NATO European group. 

There are really two main limitations that make it difficult for the 
French to do a military effort of this magnitude, a magnitude that is 
close to 10 percent of their gross national product. 

One is their dependence on imports, which Ambassador Bruce, 
now Under Secretary Bruce, mentioned when he was before your com- 
mittee. The other is the internal inflation in France. A good many 
of us, probably all of you, have been at one time or another in France, 
sometimes several times, and I certainly do not need to tell you 
anything about French inflation. The character of the inflation has 
changed from year to year somewhat. From 1946 to 1949 it was 
mainly a budget-created inflation, and they then did get their budget- 
ary situation into pretty good shape in 1949 with the assistance that 
the Marshall plan was giving them. 

But there was still some considerable expansion in private credit 
looking back on it, rather too much expansion in private credit. 

Now, with the military burden, we have again the budget as an 
important factor in the inflation. There have been two other impor- 
tant factors in the French inflation. One is the sharp rise in raw 
material prices which affected the situation all over Europe; and the 
other is the fact that a good deal of the expenditures that take place 
in Indochina are in effect reexported back to France. Because they 
have a reasonably free remittance system still from Indochina to 
France, a good part of the Indochina inflation is exported to France 
through these remittances. So you have an additional factor there. 

Mr. Vorys. Does Indochina have francs? 

Mr. Cievevanp. Piasters. It is a part of the French monetary 
area. 

Mr. Vorys. It is tied in? 

Mr. CLeve.LaAnpD. The piaster is tied in with the franc. It, in effect, 
is backed by the franc because the currency issue is really backed by 
nothing but the support of the French Government behind it. 

Mr. Vorys. It has no gold base or anything else? 

Mr. CLeve.Lanp. That is right. The Associated States of Indo- 
china have recently set up an organization for the purpose of issu- 
ing currency, which is one of the functions that has recently been 
transferred. 

The currency they issue obtains its value from the fact that the 
piaster area is simply part of the franc area. From the standpoint of 
the inflationary effects in France, issuing piasters in order to meet 
deficits in the budgets of Associated States in Indochina is just as 
inflationary as it would be if you issued an unbacked franc in Paris. 
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The other main limitation is the dependence of the French econom, 
on outside imports. As you know, they very nearly are in balance in 
their food production in France. But they are heavily dependent on 
the outside world for most of their industrial raw materials and their 
fuel. They have iron ore, of course, but apart from that they are not 
a big producer of significant quantities of the industrial raw materials 
that an industrialized society needs. 

You have a dependence on imports which is particularly acute in 
the case of dollar imports. They have to import to live. Next year 
they will import something like $500 million worth of fuel, petroleum, 
and coal from the outside world, much of which they have to pay for 
in dollars. 

They have to import about $350 million worth of cotton. They 
have to import most of their nonferrous metals, some from their own 
colonies where they do not have currency problems, but some from 
South America, Canada, and the United States. 

They have to import nearly $350 million worth of machinery. In 
order to pay for these—it is the same story as in the case of a good 
many of the other countries, but in a more acute form—in order to 
pay for these imports they have some export earnings, but those 
export earnings do not meet the bill by quite a large margin. 

I would like to show you two charts in the form that we were using 
before for the other countries. This is the story of their imports and 
exports and other earnings this year. I particularly want to show 
you this chart for this year as well as a similar chart for next year, 
because these figures differ in one important respect from the figures 
that appear in the graphics pamphlet (United States Defense Support 
in Western Europe) that was distributed several weeks ago to the 
committee. The reason for the difference is that these figures take 
fully into account the arrangements made by the United States Gov- 
ernment with the French at Lisbon, whereas the earlier figures, 
because of the time schedule, did not fully reflect these arrangements. 

What this shows is their total dollar requirements, consisting mostly 
of dollar imports from the United States and Canada, plus the pay- 
ments they have to make to the EPU. The French run so large a 
deficit with the rest of the European countries that they have to 
make some payments in gold and dollars. 

This $85 million is the amount of payments we estimate they will 
have made by the end of this fiscal year to the EPU. 

Mr. Hays. What is that? 

Mr. Cievetanp. The European Payments Union, which is the 
clearing house for all intra-European payments. That was set up 
during the Marshall plan. 

In addition to that, unlike the United Kingdom (which is able to 
count on some net earnings by its sterling area in dollars which it 
can use to buy dollar imports) the French have a net deficit in their 
associated monetary areas—in their colonies and in the Indochina 
piaster area, which is accounted for in French accounts as an asso- 
ciated monetary area. 

They lose money on having dependencies that import more than 
they export. 

Mr. Vorys. Is Morocco included in there? 

Mr. CLEVELAND. Yes, this is all the areas that use frances or franc- 
based currency. 
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Mr. Vorys. You mean to say the whole French colonial system is 
a net deficit of $150 million? 

Mr. CLevetanp. This is not all the colonies because some of the 
colonies are included in the figures for French imports—in other words, 
as part of this picture. 

Where you have a straight colony or an overseas territory that is 
treated as part of the Metropole, as in the case of Algiers, that simply 
counts in as part of the Metropole. 

Where you have the Indochina states, which now have been given 
a degree of independence and use a different currency which, however, 
is still tied in with the franc, much as the Australian pound is, for 
purposes of foreign exchange transactions, tied in with the pound 
sterling in London, that then is treated as an associated monetary 
area. 

Mr. Vorys. What about Tunisia? 

Mr. CLEVELAND. | believe Tunisia is counted in as a colony, but 
I am not sure. The three Associated States of Indochina are all 
treated the same. They all have exactly the same relationship with 
France. They each have an agreement with France and together, 
the four of them, the three plus France, form a quadripartite council 
that still manages some of their foreign trade and exchange arrange- 
ments. 

To meet these various bills —this is the dollar part of their account 
only—they can count on exports of only about $280 million to the 
dollar area. They can count on other net receipts, including all of 
the United States military expenditures in France and including the 
offshore procurement by the United States under the Lisbon arrange- 
ment 

Mr. Vorys. Tourists? 

Mr. Crieve ann. Including tourists, and including their capital 
movements; the capital flows both ways, works out at a net surplus 
of $219 million, mostly because of the United States military expendi- 
tures and offshore procurement. 

To that they can add some net use of the pipeline, the unexpended 
amounts of previous aid, and some use of reserves. 

As you know, their reserves have been going down very sharply in 
the last few months. They will recover some from that before the end 
of the fiscal vear, we think, partly because of United States military 
expenditures of various kinds, including offshore procurement. But 
they may still wind up the fiscal year having lost some of the gold and 
dollars they held at the beginning of fiseal 1952. Current stringent 
import controls and use of stocks cannot continue indefinitely. 

This year the United States defense support figure is $270 million, 
which was also built into the arrangements with the French at Lisbon, 
whereby they take on this big defense expenditure burden. 

The picture for this current vear is not too dissimilar. The dollar 
requirements of France are slightly higher, primarily because of the 
tendency of an economy building up a defense program to import more 
commodities, particularly more industrial raw materials, and partly 
because their European payments deficit is estimated to be larger. 
It is important to note that the total deficit that we estimate they will 
run next vear with the European Payments Union, that is, with all 
their other partners in Europe, is actually going to be smaller than the 
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one we estimate they will have this year, $248 million in fiscal 1953 
against $464 million in fiscal 1952. 

But under the European Payments Union, the more your cumula- 
tive deficit is, the bigger your gold payments have to be. They will 
be getting into the = vl payment brackets by next year, even though 
the total gap between their earnings and their receipts on intra-Euro- 
pean account will be somewhat smaller than it is this year. 

The associated monetary areas will probably continue to lose, on 
their dollar accounts, substantially the same amount as in 1952. 

French dollar exports are projected at about the same figure as last 
year. In real terms this is actually a little less, because there will be 
some small rise in prices between the 2 years, so actually in terms of 
amounts of goods this will be a slightly smaller amount than the $280 
million that they should be exporting this year. 

Mr. Vorys. You mean they will get better prices for the stuff they 
send out? 

Mr. CLEVELAND. Yes, on the assumption that the level of world 
prices in certain commodities will rise a little bit next year. These 
probably will not be a very big rise in general commodity prices next 
year. We assume no great dramatic rises. 

The other net receipt item, which includes the United States military 
expenditures as well as the various items in the so-called invisible 
account, and the capital flows both ways, is a net plus of $172 million. 
That leaves a gap of $578 million. 

In the distribution of the defense support figure $420 million was 
allocated to apply against this gap, but that leaves you with an un- 
covered balance still of more than $150 million. 

This would be a loss in reserves if it were not met in some other 
way, if it were not met by some speed-up in offshore procurement, o. 
if some other way is not found to cover it besides the French simply 
taking the money that they have in their own gold and foreign exchange 
accounts and applying it to the purchase of other items. 

Mr. Vorys. In this Pinay plan, the amnesty provision, and so forth, 
there is supposed to be released or uncovered an amount of hidden 
funds. I saw one newspaper article with an estimate of $10 billion. 

Mrs. Keuuy. It was the news section of the New York Times. 

Mr. CLevetanp. What they are presumably talking about is francs 
that would be uncovered. 

Mr. Vorys. It might be gold. In 1948 we were told that they 
gave the hidden amount was $3 billion then in France. But the 

inay plan, the amnesty plan, is supposed to bring that out of hiding. 
Will that not have an effect on this? 

Mr. CLEVELAND. The main effect that will have is some effect on, 
hopefully, the internal revenues of the Government, that is, their 
current tax revenues, although it remains to be seen how it will work. 

If you tell a tax evader that he will not be prosecuted for his past 
evasion if he pays up beginning now, you hope to get some improve- 
ment in his performance as a taxpayer. But the main pitch there is 
on the internal revenue. 

In the process, if they can establish sufficient confidence in the franc 
and the future of the French economy, they should be able to attract 
back into France some of the capital that is held in New York or else- 
where, and attract out of hiding any gold or other foreign exchange 
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that is held by people in France. That will be one of the secondary 
effects; secondary in time, but not in importance. 

But there is no such amount as $10 billion, or even $3 billion, held 
abroad by Frenchmen as far as any official records or figures show. 

Mrs. Ketriy. | understood that this hidden gold is not abroad 
but is held by French in France. 

Mr. Vorys. As I understand it, the amnesty would result in the 
use of money that was in New York, abroad, to purchase imports, 
and to that extent it would be involved in net receipts, or something 
like that. 

Mr. CLEVELAND. Yes; it would be in effect a capital movement back 
into France, as there had been previously a capital flight out of France. 

The money that is held abroad is presumably in most cases not 
held abroad illegally, and it is not illegal to hold assets abroad in some 
forms. There also may be some illegal money. But the primary 
pitch that Pinay is making on his amnesty proposition is on the tax 
evasion internally. 

If through this and other measures the French are able to reestablish 
confidence in the france so that some people who hold franes do not 
automatically try to transform them into commodities or dollars, or 
something that is not a franc, then maybe they can get Frenchmen 
with this newly reestablished confidence to turn the dollars they are 
holding outside the country or gold they are holding, into dollar 
imports that will be brought into France and can be used for produc- 
tion for current use. If it has that effect, it will be good. 

It is in effect, a reestablishment of confidence in the French Govern- 
ment and in the frane, that Pinay is trying to bring about. And in 
that sense that will be a second step, and not the first 

Mr. Vorys. I did not make this up; I read it. lam speaking of the 
fellow who has money in New York. His problem was that if he used 
it to import something the French Governmeat would say, ‘Where 
did you get that money in the first place, and have you paid tax on it?” 
Therefore, the amnesty would have the effect of making funds active 
that had been inactive, because the fellow who owned them in France 
would have his ownership legally. But he would not have to explain 
the way he got the dough which he failed to disclose to his govern- 
ment. At least, that is the way I was told it. 

Mr. CLeve.ranp. That is right. Previously, he would have been 
treated as a tax evader if he turned up with money that they did not 
know he had. 

Mr. Cuaruam. Mr. Cleveland, then they did in that case, as they 
did during the war, they would pay him in franes and take the dollars 
or give him French bonds? 

Mr. CLevetann. Or they would give him permission to use his 
francs for designated imports, which would amount to the same thing. 

Mr. Hays. Is not this related to your general problem of security? 
Do you not have a psychological factor here? In other words, in 
periods of tension and danger this money’ tends to go into hiding. 
As our program achieves its purpose, as you relieve tensions and add 
to the feeling of security, tend to diminish the severity of this prob- 
lem and it solves itself as a result of it; is that not the idea? 

Mr. CLEVELAND. That is exactly right. 

Mr. Hays. In Europe right after the war I talked to people who 
did not deny that they had gold in other countries, that they were 
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still so fearful of what would happer even to a country like Switzer- 
land that they had arranged for family security purposes to put what- 
ever savings they had in gold. 

I have an idea that that went on, is it not true, in other parts 
of Europe? 

Mr. CLeve.tanb. That certainly is true. This is one of the prob- 
lems that has brought the france to its present state, and has made 
necessary the sort of measures that Mr. Pinay has been trying to 
put in. 

Over the last few months, particularly, with the combination of 
a feeling of insecurity, physical insecurity, the fear of war, and so on, 
plus the feeling that the inflation was likely to get the upper hand 
in France as a result of a big budget deficit, and other factors, you 
had a tremendous tendency for people, in effect, to speculate against 
the franc. 

One of the things that has happened to their payment situation 
inside Europe, the French accounts with their other European neigh- 
bors, is the fact that people have been speculating against the frane 
and thereby increasing the deficit that France has with the rest of 
its partners. In other words, people have been escaping not only 
into dollars, but into sterling and other relatively hard currencies. 
The same thing, of course, happe ned last vear in the sterling area 
when people started speculating against sterling and the gold and 
dollar reserves of the sterling area fell off sharply. 

Mr. Hays. John, will you vield for just a minute? 

Mr. Vorys. I do not have the floor, except I would like to say that 
I am mistaken about that 10 billion. I am quoting Lansing Warren, 
the New York Times, Paris, April 12: 

The fiscal amnesty of Mr. Pinay applies to hidden capital. The total of these 
hidden funds has been estimated as high as $17 billion. 

Mr. CLEVELAND. It is presumably all currencies, including frances. 

Mrs. Keuuy. It is not outside the country. 

Mr. Hays. Mr. Chairman, I have just one other question. 

Chairman Ricuarps. Mr. Hays. 

Mr. Hays. You had this broken down as to the United Kingdom 
into commodities. Would vou give us a quick division here or is there 
another chart which shows it? 

Mr. CLEVELAND. I can give you a quick division. Perhans the best 
way would be to give you the leading imports into France in fiscal 1953. 

On their imports from the United States, this involves $126 million 
worth of cotton, it involves $90 million worth of industrial machinery 
and equipment, it involves dollar payments for petroleum products of 
$76.4 million, that is, payments to American companies, not all for oil 
produced in this country, but for oil which American companies control 
and for which they want payment in dollars. It involves $33 million 
worth of coal from this country, which is a reduction in the uneconomic 
dependence on trans-Atlantic sources for coal, but they still will be 
dependent on United States coal to some extent next vear. 

Mr. Hays. Tobacco? 

Mr. Creve ann. There is, I believe, a little tobacco, not in our 
MSA-financed program but in the program that they buy with their 
own free dollars. 
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Mr. Hays. Do you agree generally with the comment of Mr. 
Buckley as to the fuel situation, or did you have an opportunity to 
see his statement that was presented yesterday? 

Mr. CLEevELAND. I have not seen his statement. 

Mr. Hays. As I recall it, the statement shows that the minimum 
requirements for coal have gone down, in other words, American 
coal for Europe has gone down substantially from 8 to about 5 
percent. But the statement was rather convincing to me as to the 
need of some coal. How many million dollars for France are for 
that purpose? 

Mr. CLevetanp. $33 million for next year against the $70 million 
— they are having to pay out for coal this year from the United 

tates. 

On the tobacco point, the estimate is that $8.2 million will be spent 
in dollars for tobacco for the whole French economy. 

Mr. Hays. But not out of MSA funds? 

Mr. CLevetaANp. That is right. 

Mr. Hays. That is all. 

Chairman Ricuarps. Are there any other questions? 

Mr. CLeveLanp. You have, I believe, Mr. Chairman, this docu- 
ment entitled, ‘““Estimated Imports from All Sources, United States 
and MSA-Financed for Fiscal Years 1952 and 1953,’’ which has one 
page for each country showing the estimated imports this year and 
next year. It is M-84. 

Chairman Ricwarps. Do you have that? 

Mr. Buttock. It has been distributed. 

Mr. CieveLanpb. Mr. Chairman, if I might say one other word 
about France, based on the key question that Mr. Wood uses as the 
touchstone for this program, what would happen if you did not have 
the defense support? We think it is pretty clear that if you did not 
have the $420 million of defense support next year, the total expendi- 
tures for defense by the French would be at least $1 billion less than 
they are projected to be for next year. 

That $1 billion would obviously present them with a very difficult 
choice, a choice that it is in the interest of the United States for them 
not to have to make, a choice between continued support for the con- 
tinued effort in Indochina on the one hand, and, on the other, the 
meeting of the NATO defense goals, the divisions that General Olm- 
sted has referred to and the other types of military effort that have 
been not only agreed to by them in connection with the Lisbon 
arrangements but which are really the key to the setting up of the 
European Defense Community and the integration of » German defense 
effort into a European defense effort. 

Mr. Vorys. Here is the solid fuel item, of which $33 million worth 
comes from the United States. Do you mean to say with the Schuman 
plan and all the rest of it France is going to be importing coal from the 
United States next year? 

Mr. CLeveLAND. Yes, sir; less, because European production is 
going up. Of course, France is always on an import basis for coal. 
But prior to the war they were able to depend not only on Germany as 
a source but also on the United Kingdom. But now the United 
Kingdom is out of business as a source of coal for the Continent for 
the moment; hopefully, they will get back in. 
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So that French import requirements result from the increasing 
general level of economic activity, and therefore the need for energy 
plus the lag in the production in the United Kingdom, plus the fact 
that the Germans are not yet producing as much coal as they can and 
presumably will in the future—and the Germans themselves need a lot 
of that coal, I think just about all of the new French production is going 
into their own domestic uses rather than to increasing German 
exports—for all these reasons there is still a margin that is required by 
France from the United States. 

This is a temporary phenomenon, we hope and believe. As you 
know, the United States was not exporting coal back in 1949. It had 
gotten away from that. The rearmament burden made it necessary 
to get back into it temporarily; hopefully, in a year or two that will 
be able to be wiped out again and Europe will be able to depend on its 
own sources. 

Chairman Ricuarps. Did you finish that, Mr. Cleveland? 

Mr. CLeveLanp. I think so. 

Chairman Ricnarps. We want to try to finish this line-up. Thank 
you very much, Mr. Cleveland. General, what country did you have 
in mind next? 

General Otmstep. I thought if it was satisfactory to you, and in 
order to save the committee's time, I would take the rest of the title I 
countries, exclusive of Yugoslavia, in a group, although I will be 
prepared if anyone wishes, to answer any questions about any specific 
countries. 

Chairman Ricnarps. I will tell vou what I believe we will do. We 
will take that as a group. I believe some of the members are coming 
back. Let us suspend for about 10 minutes. 

(A short recess was taken.) 

Chairman Ricnarps. Mr. Carnahan. 

Mr. Carnanan. I wanted to ask permission to insert in the record 
a letter that I directed to Mr. Johnston Avery, Deputy, Technical 
Cooperation Administration, submitting some questions to him and 
his answers to those questions. 

Chairman Ricuarps. Without objection, that will be done. 

(The material referred to appears in the Appendix On p. 1132.) 

Chairman Ricnarps. Will you please name the countries, General? 

General O_mstep. Belgium, Luxemburg, Denmark, Italy, The 
Netherlands, Norway, Portugal—off the record, if I may, Mr. Chair- 
man. 

(Discussion off the record.) 

General Outmstep. The unit aircraft on a D-day basis are this many, 
of which this many are American aircraft. 

Mrs. Ketiy. What do you mean by “‘American aircraft’’? 

General O_mstep. United States forces. 

Mrs. Ke_ity. You mean for the United States forces? 

General Otmstep. There are these many unit aircraft of the 
United States Air Force now in Europe. 

(Discussion off the record.) 

General Otmstep. We went through the process of refinancing our 
program, going back to the countries and saying, ‘‘You are not going 
to get the money you asked for. Drop out the less important items.” 
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That, on the average, took us down to the first of January. Then we 
were able to release to the services instructions to proceed with their 
implementation, “‘We want so many tanks and trucks. Go out and 
buy them.”’ 

On the average, it takes about 3 months to let those contracts. 
For your information, there was over a billion dollars of those unobli- 
gated funds obligated by the Army alone in March. In other words, 
they are just beginning to get into momentum on this thing now. 

At this point, then, our lead time begins to take hold. If it is a 
tank we are talking about, it is 11 months from there until we get the 
tank, before we spend money. If it is a minesweeper, it is 15 months. 
If it is an F-84 aircraft, it is 24 months. So we will not actually 
spend the money that was appropriated to us last October, that portion 
of it that goes to buy aircraft, until January 1954. By the same token 
we will not be able to deliver that tank until April plus 11 months, 
until next spring. 

For the people who do not work intimately with this program, 
who have not studied it as you people have, it is difficult to under- 
stand why we have unexpended money and need more. The reason 
is if we do not have a 1953 appropriation, then we will not be able 
to put this equipment into procurement, into this process of procure- 
ment. And so when the 1953 commitments for forces ripen into 
actual units in being in the field, we will not have equipment on the 
production lines or in the pipeline to equip those forces and, therefore. 
we give our allies an excuse to say, “‘No equipment, no additional 
forces.” 

That does not mean they are not doing what they can do. But 
there is no point in asking them to mobilize a tank battalion if they 
are not going to have any tanks by the time they get that unit 
mobilized and through its basic training and ready to use the unit 
equipment. 

Chairman Ricuarps. So far as the 50 divisions are concerned, you 
do not need any of this money except 20 percent for spare parts and 
so forth? Of course, there is a build-up here on that, but that is all 
you need to keep those things going? 

General Oumsrep. There again may I point out that we are talking 
here about initial equipment only. This is an outfit that has its 
necessary initial issue of tanks, let us say, or rifles or trucks. 

(Discussion off the record.) 

Chairman Ricuarps. That, then, is your answer to the question 
as to what vou do with that other 80 percent? 

General Otmstep. That is right. 

(Discussion off the record.) 

Mr. Vorys. And the Canadians, we do not have to furnish them 
anything? 

General O_tmstrep. That is right. 

(Discussion off the record.) 

Chairman Ricwarps. General, we will not be able to do much more 
now. It is 1 o’clock. I think we had better recess until 2:30. The 
committee stands in recess until 2:30. 

(Whereupon, at 1 p. m., the committee recessed until 2:30 p. m.) 
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AFTERNOON SESSION 


The committee reconvened at 2:40 p. m., the Hon. James P.Richards 
(chairman) presiding. 

Chairman Ricuarps. The committee will come to order, please. 

General Olmsted, will you proceed? 


STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, 
MILITARY ASSISTANCE PROGRAM, OFFICE, SECRETARY OF 
DEFENSE 


General Otmstep. Mr. Chairman, this morning we have delineated 
the force commitments in 1952 and the targets for 1954. I might 
say there are also targets for 1953 and only im the interest of saving 
time I did not mention those, but I can if vou wish. 

It might be helpful, too, if we do the same thing on the airplanes, 
that is, indicate the build-up on the air side. 

| wonder if Mr. Hill would put the figures down on the chart there? 
This is the end of 1952. 

(Discussion off the record). 

General Otmstep. Now, Mr. Chairman, it might be helpful for the 
committee if I would summarize the programs by volume and by 
the intended accomplishments, starting in the beginning, in fiscal 1950. 

The funds for fiscal 1950 for these countries which are under dis- 
cussion here, totaled $963 million. 

(Discussion off the record). 

General Outmsrep. In fiscal 1951, our program totaled $4.122 billion. 
That is over, slightly over, four times as large. 

(Discussion off the record.) 

General O_mstep. We have substantially completed the delivery 
of our 1950 program and we are currently delivering the 1951 program. 
That is, we are currently delivering items that were bought with 
money provided in 1951 appropriation. Most of that list of items will 
be delivered during this calendar year, although there will be some, 
notably the aircraft, financed with 1951 appropriations which will not 
be deliverable until next year due to the ead-titne problem. 

Mr. Vorys. Calendar or fiscal? 

General O_mstep. I was thinking in terms of calendar years. 

Mrs. Bourton. Is that the tank proposition? 

General O_msrep. I believe we will get our tanks that were funded 
with 1951 money all delivered this year, Mrs. Bolton. 

Mrs. Bouron. Those are the ones that had so many bugs in them? 

General O-tmstep. Yes; but I think we are progressing now to the 
point where we will get that delivery accomplished by the end of the 
year. 

Now, in fiscal 1952 for these countries, “Other money’’ totaled 
$366 million. 

(Discussion off the record.) 

Mr. Vorys. Combined? 

General Otmstep. Yes, sir. Now, the figures I am giving you here 
by fiseal vear are Army-Navy-Air Force figures. When we get 
through, your three figures there should add up to the same figures as 
the figures in the solid portions in those three bars, with whatever 
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adjustments that would have to be made for shipping costs and fo: 
training. Those are just matériel figures up there. 

(Discussion off the record.) 

General Otmstrep. Now, as indicated in the lead-time chart this 
morning, we are just getting into procurement on our 1952 items. 
During calendar year 1953, we intend and expect to deliver the items 
that were funded with our 1952 appropriation with the exception 
I think I can give you a dollar figure on that—of about $2 billion, 
between $1 billion and $2 billion—I can get the exact figure in a 
moment. There again it will be the lead time that is responsible for 
the nondelivery in 1953, calendar year 1953, of the items procured with 
the money appropriated to us in 1952. 

(Discussion off the record.) 

General Outmstep. That, Mr. Chairman, is a summary of the 
programs up to date and what we propose to do with the money we 
are now asking. That covers the title I countries with the exception 
of Yugoslavia ‘which it might be better if we would discuss separately 
after we have the economic support for title 1 area covered. 

Chairman Ricnarps. All right, sir. Have you completed entirely 
the strictly military-aid program for title I, title II, title III, and 
title IV? You have not touched on anything about Indochina in 
connection with France? 

General O_mstep. That is right, sir. I have not completed Yugo- 
slavia or titles II, III, 1V, which I am prepared to do in proper order. 

Chairman RicHarps. You want to complete the other discussion of 
title I first? 

General Outmstep. I think it might be better from the standpoint 
of an orderly procedure. 

Chairman RicHarps. Wait a minute; maybe there is some question. 

Mr. Risicorr. I have just one question about this chart here. 
The information I am interested in is top secret. Is this information 
to be available to be used by us on the floor? 

General O_tmstep. We are going to try to take these charts, Mr. 
Ribicoff, and sanitize them to the point where you can. 

Mr. Risicorr. I am sure you appreciate the difficulties there will 
be to get this program across. We have to have some ammunition. 
You cannot tie our hands behind our backs. 

General Otmstep. I know that. We want to be just as helpful 
as we can in that matter. We would like very much, and you raised 
the question this morning: “What have we got now?’—we would 
like very much to make ‘those figures available for your use. We 
have not been able to figure a way yet to do it but we will try. 

Mr. Rieicorr. Without any reflections on the Members of Con- 
gress, if it is so difficult for us to get these concepts through our 
minds, can you imagine what it will be for the average Congressman 
who has not been with this program all these years and has not had 
this testimony. Unless we can give these figures, in all due respect, 
they cannot use their proper judgment. 

General Otmsrep. That is absolutely right, sir. When you see 
the number of divisions that are combat-readyv as of last December 
there, and you remember that 2 years ago we only had 10 in our 
entire United States Army, you can see that we have made some 
impressive progress in getting ready, getting ourselves into a strong 
defensive posture, 
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Mr. Vorys. Well, here is what I do not understand. 

Mr. Rrsicorr. Am I in your way, John? 

(Discussion off the record.) 

Mr. Vorys. I understand in that first expenditure our chairman 
worked out a fancy definition of where we transferred stuff cheap; 
but I still do not get that figure. Do you see my point? 

General Outmstep. Yes; it is a perfectly good question and the 
answer to it is that most of these initial units had their equipment as a 
carry-over from World War Il. It either was equipment that was 
provided, that they provided for themselves, such as in the case of the 
United Kingdom forces, or it is equipment that we provided under 
lend-lease, which we did for a total of about 10 French divisions during 
the war, or it was an acquisition by them of United States Army or 
military service surplus goods that were left in Europe when our forces 
were withdrawn. 

Now, as we add to these units, we have to start from scratch and 
complete them, or equip them completely. 

Then there is one other element of cost involved in this thing. As we 
transfer the World War II items that are properly classified as excess, 
the only cost against the program is the cost of rehabilitation. As we 
equip them now with the more modern type of equipment, such as the 
replacement of the M—4 tank with the M—47, the program gets charged 
with the entire cost of the tank and it might be the difference, let us 
say, between $25,000 and $250,000, one tank in each case. 

Mr. Vorys. Go ahead. 

Chairman Ricwarps. Mr. Cleveland, will you proceed? I believe 
you are going to take up the same group now from the other stand- 
point. 

Mr. Cievetanp. Yes, Mr. Chairman. I think it might expedite 
matters a good deal if 1 could refer to two documents; one I think 
the committee members already have. It is under the designation 
of M-56. It is a 1-page listing of the estimated defense expenditures 
by each European country. 

Mr. Butuock. It is 86. 

Mr. CLteveLAND. M-86. It is a listing of the defense expenditures 
for each European country, expenditures that it is estimated that 
they will make on defense, given these amounts of United States 
defense support. 

Mrs. Ketiy. Mr. Chairman, could I ask a question before we 
proceed, at this point? 

Chairman Ricuarps. Of the general? 

Mrs. Keuiy. Yes. 

Chairman Ricwarps. Go ahead. 

Mrs. Ketiy. I do not know whether it has been answered or not, 
but have we found out how much the NATO nations are contributing 
to defense in matériel, besides what we have furnished? Have we 
any breakdown of that? If we are giving so many airplanes to 
Great Britain, or France, what is their contribution going to be? 
If we give 15, are they going to give two, or are we equipping the 
entire NATO forces? 

General Otmsrep. We have those figures and I believe there is 
such a document in the record that we presented or was presented 
by Mr. Cleveland in terms of their dollar procurement. 

Mrs. Ketiy. On their own, or what we are going to give them? 
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Mr. CLevetanp. On their own. 

General O_msrep. What they themselves are buying with thei: 
own money and contributing to this program. 

Mrs. Ketity. What document would that be in? 

Mr. CLevetanp. The figures, I believe, were given in the testimony 
on Europe as a whole that we had before the Easter recess. 

Mrs. Keury.- The over-all; but it was not country by country? 

Mr. Cievetann. That isright. They were given in financial terms. 
That is exvressed in money, not in things. I gave at that time the 
figures for the NATO plus Germany, that grouv as a whole. Re- 
member that last year they were producing, that is, buying with their 
own money, mostly in their own countries, a total of about a billion 
dollars worth of military hardware. They are buying and producing 
with their own resources about $2 billion and it is exvected that if 
the total defense expenditures that we have been talking about here 
come off, that they will be able to produce something like $3% billion. 

Mrs. Keuuy. As a result of our defense supvort they will be able 
to produce three and a half; is that right? 

Mr. CLevetanp. As a result of their own efforts buttressed with 
our defense support, ves. Now, we have those figures by countries; 
those estimates for the 3 vears in each case. I was going to refer to 
those in connection with each country as we proceed. We can put 
them all in the record at one point if that would be better. 

Chairman Ricuarps. Do you want it that way, Mrs. Kelly? We 
have no objection to putting it all in the record at one place. 

In addition to your statement, Mr. Cleveland, you can put that in 
the record. 

Mr. CLEVELAND. Right. 

Now, Mr. Chairman, the other paper I would like to refer to is one 
that has not been distributed but which I believe Mr. Crawford has 
some copies of, and that is a set of charts about the imports and exports 
and other payments and receipts for the major countries involved here. 
We did not do these for every country. We did not do it for Denmark 
and Norway, but these charts exist for France, as you saw this morn- 
ing, for Germany, for Italy, for the Netherlands, and the United 
Kingdom. ‘The United Kingdom is a revision of the one we discussed 
here before the Easter recess and revised in accordance with the sug- 
gestions from the members of the committee. 

There are also charts in this batch on Greece and on Austria. If 
we have those available, I think we can run through this reasonably 
rapidly. 

In the case of each one of these countries, the problem they are 
faced with is to make their Lisbon commitments on the forces that 
they are going to raise come true, and to put themselves in a position 
to make further commitments for enlarged forces in subsequent years, 
not only enlarged but also forces in a better state of readiness, and 
in the process of doing that, to increase the total amount that they 
themselves produce—that is, along the lines of Mrs. Kelly’s question, 
to increase the proportion of the total hardware required that they 
finance out of their own budgets. That proportion, of course, is going 
up, and it is going up because their total defense expenditures are 
rising and that in turn (as we discussed a couple of weeks ago) is made 
possible by the fact that their total production, their gross national 
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product, is rising as they begin to achieve this thing that we have 
been calling an expanding economy. 

Let me refer very briefly to the main facts about the situation in each 
country, the facts that affect their ability to do this defense job on 
their own hook, to make the defense expenditures that are required, 
including the expenditures on production. 

Let us start with Italy which, after the United Kingdom and France, 
is the largest of the NATO countries. Germany, of course, has a 
greater potential, but is not a member of NATO as such. 

A good many of you have been to Italy. You know it is a country 
with practically nothing in the way of natural resources, with a skilled 
and industrious, hard-working people, with a good deal of water that 
falls from high places to low places which can, with considerable 
investment, be harnessed into electric power, but producing virtually 
none of the raw materials that its industries process. They have a 
small steel industry but they have to import serap, import iron ore, and 
import coal. The whole character of the Italian economy is that it is 
an economy that depends on processing of imported materials. The 
proportion of its trade to the total business done by the country is very 
high. So that the thing that the Italian Nation needs to make it 
possible for the Italian Government to raise the contribution it can 
make to the general defense effort is to get its economy to grow fast 
enough to support a rising level of national defense expenditures by the 
Government. 

It is inhibited from doing that by four different factors and it is the 
purpose of the defense support program to help in overcoming these 
four difficulties. 

One is the lack of resources that I have already mentioned. Second 
is surplus manpower with large unemployment. Third is monetary 
policy, the tendency on the part of the Italians to keep Government 
expenditures, even on defense, down so low that not only do they not 
make full use of the resources they do have, but considerable unem- 
ployment and social difficulties result. 

Fourth, which is really an aspect of the lack of resources, is the 
heavy dependence of the Italian economy on imported materials. 
In this batch of charts, referring to the Italian one, vou will notice 
the composition of these imports from the dollar area is once again 
(much as in the ease of other European countries, but even more 
dramatically here) a matter of industrial raw materia!s and fuel. 
Except for the hydroelectric power, they have to import their energy. 

And they obviously do not grow cotton. That all has to be im- 
ported. So that the whole increase in their total effort depends on 
their imports. 

Against the imports they can chalk up some exports to the dollar 
area, but the exports are not large and it is very difficult to expand 
those exports in the Italian case except for metal goods which are the 
product of the same industries that now have to be put to work for 
defense production. 

They can count, particularly next year, we hope, on quite large 
expenditures by the United States in Italy, particularly for offshore 
procurement. Here is a case where the use of the offshore procure- 
ment technique, buving military hardware against this program the 
general has been talking about, but buying a part of it in Europe, 
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has a direct effect in increasing production for defense and at the 
same time enabling the country to earn dollars to pay for the essential! 
imports in a country where there are unused men and unused plants 
the offshore procurement technique puts these idle resources to 
work, and has a direct effect also in helping the country to meet the 
bill for dollar imports that they need to have in order to reach the 
planned levels of defense expenditure. This is why in the chart the 
other net receipts which include dollar earnings from offshore pro- 
curement contracts run up pretty high next year. 

It is our feeling that with the exports and the receipts, and some 
working down of the supply pipeline and their rather thin reserves, 
that they can get along next year and buy this $665 million worth 
of imports with a defense-support program of about $110 million. 

Mr. CuiPERFIELD. From what source do you get those import 
figures? 

Mr. CLeveLanp. These are our estimates based on very detailed 
scrutiny of past and present actual imports by the Italian Govern- 
ment and projections by American experts on Italy, many of them 
in the MSA mission in Rome, of what it will be necessary for the 
Italian economy to have in the way of dollar imports if the Italians 
are to meet their internal goal of defense expenditure and defense 
production and other kinds of production that are now projected. 

Mr. CurrerFieELpD. Are you trying to lift the standard of living by 
these imports in these countries? 

Mr. CLEVELAND. Italy is one of the cases where if you increase the 
total level of business activity by increasing the defense expenditures, 
one of the effects is to put unemployed people to work. Now an un- 
employed man who goes to work in an unused factory in northern 
Italy, the first thing he is going to do is go out and buy extra spaghetti 
for his family, so that putting the unemployed to work is a reason for 
allowing some increase in consumption. In the Italian case, there is 
allowance for some increase in consumption; but for that reason, 
rather than for some general social reason. 

Mr. Vorys. They are going to increase their nondefense expendi- 
tures, too, are they not? 

Mr. CLevELAND. In the Government budget, you mean? 

Mr. Vorys. Yes. 

Mr. CLeve.anp. I think so; slightly. I do not believe it is very 
much; I do not believe it is a large increase. 

The final difficulty with which they are presented, and this is rather 
special for Italy, is the continuing problem of the development of 
southern Italy. As you know, especially now with the administrative 
elections coming on in southern Italy, a lot of attention has been 
devoted to the problem of the increasing amount of communism or 
Communist strength in these rural areas of southern Italy. So the 
Italian Government as a part of its anti-Communist drive, is now 
pressing forward with the so-called southern Italy development pro- 
gram which involves rather big increase in investment in irrigation, 
in roads, in other kinds of work to enable southern Italy, which has 
been kind of a chronically depressed area right along, to raise the 
whole standard. 

Here is a case where raising the standard in a particular area is an 
essential part of an anti-Communist move in that country. 
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Mr. Rieicorr. What was done during the past 4 years of th 
Marshall plan in that section? ! 

Mr. Ciaveranp. There was a program, that had to be limited }\ 
the amount of resources available, to push ahead in southern Italy 
and a good deal was done in southern Italy. But one of the problems 
whose back had to be broken before a really big program could 
proceed—on irrigation in particular and on agricultural development 
was the land reform with which you are familiar. 

Mr. Risicorr. But which the Italian Government was never 
sympathetic about carrying out. The only thing they ever did any- 
thing about was when the Communists practically seized the land 
Then the Government started to do something about it or said they 
would do something about it but they never did. 

Mr. CLevetann. They moved a good way along that line. It has 
been slow and we have, as you know, constantly pressed them on the 
subject. But you could not undertake a very large agricultural 
development program in a situation where it was unclear who was 
going to control the land and who was going to get the benefit of 
increased production. 

Now that the policy on land reform has become somewhat clearer, 
it is possible to push ahead on the development side more vigorously 
and with a little more certainty that you are simply not putting 
money into the hands of a few landlords. 

Mr. Risicorr. How would vou feel about it if the Italian eleetions 
showed a further increase of Communist strength? 

Mr. Cievetanp. I should think that would call for much more 
vigorous efforts on the part of the Italians to push ahead on the south- 
ern Italy development program. I think that one of the reasons for 
the increasing Communist strength in that area, that part of the 
country, is precisely because they have not moved ahead fast enough 
on this front. 

Mr. Risicorr. Yet you admit that your agency and its predecessor 
agency was or always has been unsympathetic to conditions being 
placed on any of this aid on the basis that you were interfering wit! 
the sovereignty of these countries. Yet, if conditions had been 
placed on this aid from its inception, you might have been able to 
get some of the reforms a long time ago that you are hoping to get 
within the coming few years. 

Mr. CLeve anp. | think the question of whether we have been 
unsympathetic toward conditions is dependent a good deal on what 
conditions. The problems that the Italian Government has to face 
the internal political problems that 1t has to face in making a decision 
to go ahead with a big land reform program, are major political prob- 
lems. We can have some effect on that by pressure from the outside 
I am sure that the views of the United States Government have been 
clear in Italy for quite some time now. [am not sure that a formal, 
legislative condition really serves to make them much clearer; that 
is the point I am making. 

Mr. Riercorr. It depends on how you do it. In other words, if 
an official running the Italian Government goes to the Italian leader- 
ship and says, “Now, of course, we would like you to do this and we 
hope you would.” ‘They are pretty sophisticated guys over there. 
When they hear you talk that way you know you are asking for it 
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and you do not really mean it. But if you said this has to be done, 
or else, it would have been done. 

There was a time that I think the Italian Government would go 
along. I think that many of these people in a country like Italy are 
voting Communist not because of lack of food in the bellies but be- 
cause of grave dissatisfaction with the general conditions and the 
political doctrines of the government in power. 

I am sure that you are aware in places, in many of these places in 
Italy, the Communists do not even operate under the hammer and 
sickle. ‘They do not even operate under the name of the Communist 
Party. They tailor their ideas and principles in each different see- 
tion and they run under all kinds of symbols. The last election 
showed a gain in numerical strength from 35 percent of the total 
vote to approximately 38 percent of the vote. ECA at that time 
hailed the last Italian election as a great victory for democratic 
forces; yet close analysis will show that it was a decided defeat. By 
trying to glide over the realities of the situation, you are not help- 
ing it. 

Mr. Cievecanp. I don’t think, Mr. Ribicoff, that we ever thought 
the last Italian elections were a great victory for anything except the 
experts on electoral arrangements that were able—in spite of the fact 
the Communist vote did not change a whole lot—to change a situation 
to one in which the Communists no longer controlled a lot of munic- 
ipalities that they had previously controlled. 

But [ agree with you. I think that the problem of the Communist 
vote, and the things that lie behind it in Italy, is a very serious problem. 
And the very point I am making is that in the case of Italy, attention 
has to be given to that problem as well as to the more purely defense 
expenditure problem, if the over-all interests of this security program 
are really going to be served. 

Mrs. Keiuiy. Will the gentleman yield? 

Mr. Rinicorr. Yes. 

Mrs. Ketiy. Are they not transferring the industries from the 
north to the south, or is it just economically you are speaking, roads 
and improving roads and so forth? 

Mr. CLevetanp. I think there is some transfer of people and skills 
and firms. I do not know that there is a tremendous movement of 
actual facilities from north to south. 

Mrs. Ketiy. That was their intention, as I understood it. 

Mr. Cievetann. I think they are building new facilities in the 
South. A firm will not move but it will build a new factory and ts en- 
couraged to do that. 

Mr. Curperrieip. Mr. Cleveland, I have not been here very much, 
but these charts look familiar. They are charts on balance-of-pay- 
ments. The bigger you make your imports, the bigger the amount 
that we have to make up. And you can pad them any way you want 
and the more you do the more we have to pay. I do not like it at all. 
! would rather have a direct military aid program and give them the 
dollars to do what is necessary over there and forget all the rest such 
as food, cotton, and equipment items. 

We have fussed about it for years. That is all I want to say. 

Mr. CLtevetanp. Mr. Chiperfield, it is true that the imports could 
be padded; they are not. In this presentation, these are, in our opin- 
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ion, the minimum imports of all kinds of commodities they have to 
import that are necessary to do the job the country has to do. The 
earmarking of the kinds of things that are bought with money provided 
by the United States Government against some particular part of this 
total import program, if it serves to reduce the total amount of im- 
ports, will serve to reduce the total amount of effort that the country 
can carry on regardless of where on this total dollar import line our 
money is applied. 

Mr. CHIperFIELD. I see there is a relation, of course, but I am 
interested in military aid to these countries. If we have to give it 
all, or the part they produce, I do not like to see it tied to the economic 
end of it like it has been done all the time. I wish we could work it 
without this kind of a chart which takes into consideration all these 
other economic factors. 

Mr. CLEvELAND. Mr. Chiperfield, we discussed the other day the 
over-all logic that is involved here. The problem is that the govern- 
ment of each one of these countries in deciding to increase its total 
defense expenditure, has to take into account its total problem, the 
problem of whether its people are going to eat or not, as well as the 
problem of whether the people are going to have guns to shoot with. 
In taking that into account, they have to make in effect a totai import 
program, and we work with them in trying to get that screened down 
as much as possibly can be done consistent with the objective of 
increasing the defense expenditure. 

Now, the reason for presenting the thing in this form is to indicate 
that the defense support does go to support a total dollar import 
program of somuch and that this total dollar import program is required 
in each country if defense expenditure is going to move from present 
levels to the levels that are projected for next year—from the $11 
billion rate.that the countries as a group are making now, to the rate 
of nearly $14 billion that we have been discussing in the committee. 

Mr. Cutperrieip. That is all. 

Mr. Cuatuam (presiding). Do you want to go ahead? 

Mr. Vorys. Could I just ask a question? This is a new one today; 
at least, I had not seen this one: Dollar imports, $665 million, of which 
commodities are from the United States and Canada, added to the 
total. But it is something around $560 million or $570 million. In 
the picture book, which interests me somewhat, it is $448 million 
from the United States. In M-84, for the fiscal year 1951-52, it is 
$471 million from the United States. It is estimated for 1952, 1953, 
and 1954. 

Now, that indicates, does it, that these are different? Does it 
indicate they are later estimates, or what? 

Mr. CLEVELAND. The figure you were looking at, I believe, in the 
picture book, is in the foreign-trade box there. 

Mr. Vorys. From the United States, $448 million for 1951. 

Mr. CLevetanp. That is calendar year 1951. These are the formal 
trade statistics. 

Mr. Vorys. All right. 

Mr. Cieve ann. Of the country. Now, the figures in M-84—— 

Mr. Vorys. Are fiscal. 

Mr. CLeveLanp. Are on a fiscal-vear basis for the 2 years. In the 
case of Italy, the total commodity imports for fiscal 1952 from the 
United States are $471}. 
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Mr. Vorys. No; fiscal 1952 is marked—you mean that is what we 
call our fiscal 1951-52? Then the one that should compare with the 
new chart would be for fiscal 1953 and estimated at $524.1 million. 

Mr. CLEVELAND. Yes, sir; $524 plus Canada and Latin America 
and other areas. The figures that are involved here are $524.1 from 
the United States; $47.1 from Canada; $72.3 from imports involving 
dollar settlements with Latin America. 

Mr. Vorys. That one says, $94.3, “Commodities from Latin 
America, and other areas.”’ 

Mr. Cievetanp. The “Other areas’ are $22. The total goes to 
four figures. 

I would like to mention just two or three other points about Italy. 
One, that defense expenditures are on the rise and are made possible 
by this expanding of the total economy with our support. Last 
year, the total defense expenditure was $673 million. That is in 
this year’s prices. This year it is $811 million and next year it is 
expected to be $1,075,000,000. 

Out of these amounts, last year they produced about $84 million 
worth of military hardware. This year they are producing about 
$135 million and next year they ought to produce—out of this amount 
of total defense expenditure—$265,000,000. 

Not only is that going up absolutely, it is going up relative to other 
forms of defense expenditure which, as we were discussing the other 
day, tends to happen as you get into the higher brackets of defense 
expenditure. You saw more of the defense expenditure off for 
financing of European production of hardware. 

Two other points I might mention about Italy, because they are 
points of encouragement for the future. One is, as you know, Italy 
has been one of the most extreme cases where the taxes the Govern- 
ment takes from its people are indirect taxes which bear very heavily 
on the lower income parts of the population. This is more true in 
Italy than it is even in France. But in the last year or so, there really 
has been extensive change and reforms in the Italian tax system. 
They are not going to solve the whole problem, however, overnight. 
But they will tend to create over a period of years a considerably more 
equitable and efficient tax structure. Last year for the first time 
people had to file statements of their total income, which was a 
revolutionary thing to have happen in Italy. And while evasion 
and underestimating of income will probably still be a problem for a 
considerable period, the Government really has the bit in its teeth 
on this one and J think there is real encouragement in the way they 
are tackling it. Any tax reform is not something that happens over- 
night. 

The other important fact about present-day Italy is the new re- 
source that Italy has come into, that it has found it has natural gas. 
It is hoped that over a period of years the production of natural gas, 
which is just a dribble now and which requires tremendous develop- 
ment, but after that development, it is hoped that natural gas can 
cut down a good deal of the importation of energy in the form of coal 
and in particular wipe out the dependence of Italy on imports of 
United States coal. 

Mrs. Boiron. The area now known to contain gas is known to be 
very much larger than it was thought to be; is it not? 
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Mr. CLEVELAND. Yes, it is; it is bubbling up in various parts of the 
country. 

Mrs. Boiron. Thanks in part to the floods in the Po Valley? 

Mr. CLEVELAND. Yes. 

Mr. Cuaruam (presiding). Mr. Cleveland, may I ask here about 
the total dollar imports of $665 million and total direct military assist- 
ance is $666.8 million. These figures are not related in any way, 
are they? 

Mr. Cievetanpn. No. I think it might be useful to have discussion 
on each country as we go through it rather than covering it all and 
coming back. 

Mr. CuaruamM (presiding), Have you finished with what you have 
to say? 

Mr. CLEVELAND. Yes. 

Mr. Cuaruam (presiding). Are there further questions? 

Mr. Vorys. I am trying to glance over M-—S84, the increase in com- 
modity imports, and I find that there is about a $53 million increase, 
according to that one, from the United States. The increase, just 
skipping around, there is some more in bread grains, coarse grains; 
there is less industrial raw materials, but more capital equipment. 
I do not make any pattern out of it. Is there any pattern to it, or is 
is it just that each item you make an estimate about? 

Mr. CLeve.anp. There is a pattern to it, but the pattern of change 
from this year to next vear is not very great because the import 
requirements of the Italian economy are going to look about the 
same whether the Fiat people in Turin are turning out jeeps or little 
Fiats. What they need in order to do that is going to look about the 
same: Steel, nonferrous metals, and so forth. The people who work 
in the factory are going to eat about the same kinds of things and 
they are going to wear about the same kinds of clothes, and so on. 

So you will not, I think, find a dramatic change in the type of things 
imported into Europe or into Italy as an example, because of the 
change in the purpose for which European or Italian industry is 
turning out goods, or in the character of the goods they are turning 
out. 

Actually, you will find that total imported raw materials is expected 
to go up slightly but it is also projected that they will find a slightly 
higher proportion of them in nondollar areas. So it about balances 
out. 

Mr. Vorys. There are about the same number of people in Italy 
as there are in France, are there not? 

Mr. CLeveianp. Yes, just about; about 47 million. 

Mr. Vorys. Roughly, the size of Italy, France, and Great Britain 
are about equal, are they not? Or at any rate, close together. But 
we understand that in Great Britain, with the highest standard of 
living among the three, they get the most defense support, the reason 
being that changing from Fiats or Rolls Royces to something else 
“discombobulates” their economy. 

Now, in the case of Italy, their defense support item is the smallest 
of the three. But does it necessarily tie in with increased defense 
production? 

Mr. CLEVELAND. Yes, it does. Italy, of course, is a country with, 
I guess, a few million more people than in France. But it is a country 
that from an economic standpoint is only about half the size of France. 
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In gross national product, Italy is about $17 billion. France is about 
$36 billion. So that their ability to make defense expenditures is 
smaller and therefore the amount of ‘‘discombobulation”’ created by 
putting in orders for defense goods is also correspondingly smaller. 

Mr. Vorys. Would this be true, that it is conceivable that defense 
orders would help with unemployment; that would be a net gain? 
Maybe that is where you come out with needing more bread grains 
from the dollar area? 

Mr. CLeve.anp. That is exactly why you get consumers with higher 
incomes, because they are employed. They create a market for 
increased food. 

Mr. Vorys. If we wrote this bill up to sav that the ECA type of 
aid which we said was going to end in June is going to end then, and 
you have not missed a thing, Mr. Chiperfield, it is exactly the same 
as What we have been through for 4 vears——— 

Mr. CurprerFiecp. It looks like that to me. 

Mr. Vorys. It is exactly the same, but it is said that defense support 
would mean only money for materials that would go into weapons, 
either machinerv to make weapons or material to go into weapons. 
That would work in Britain, would it not? 

Mr. CLEVELAND. No; it would not work in Great Britain. 

Mr. Vorys. Why? 

Mr. CLevetanp. We have to ask whether we are interested in 
only one of the five categories of military effort: Personnel, mainten- 
ance, operations, production, and so on; whether we are only interested 
in the production piece of that total military picture or whether we 
are interested in the forces as a whole, including their European- 
produced equipment but including also their soldiers and the aviation 
gasoline to put in the airplanes and the hundred and one, the thousand 
and one things that have to be bought and put together to make a 
military force; many of those things are not weapons and do not shoot, 

Now, the purpose of this program is to get total defense expendi- 
ture up in order to make possible the formation and maintenance in 
the field or in a pretty-near state of readiness, of the forces that 
General Olmsted has referred to, the 43 divisions, European divisions, 
in the Lisbon plan, and the comparable f igure for subsequent years. 

Now, the production of European equipment for those forees— 
and they produce 40 or 50 percent of the equipment for a division 
and we provide the remainder that they cannot produce and finance— 
that is not the only part of the division we are interested in. We 
are also interested in the Government’s being in a position to buy 
and pay for military forces, all phases of it, personnel costs, operat- 
ing costs, as well as equipment costs. 

Mr. Vorys. Just let me interrupt. That is what you are interested 
in. It might be that the Congress is no longer interested in the kind 
of political backstopping, morale building, the expanding economy, 
and so forth. That whole approach might be one we are no longer 
interested in. We are accused of merely putting up money for 
military purposes and that is what we are going to do. 

How far would that “discombobulate’’ your program if that is 
what was done? And I think it is quite likely to be done. 

Mr. CLevetann. That is what is proposed in this program, that we 
put up money for military purposes to support European defense 
expenditures; but we cannot and should not narrow that concept to 
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only one of the five categories of the military effort—in other words, 
to only the production of hardware. We have to be interested, it 
seems to me, in the total defense expenditures of these countries, so 
that the divisions and pilot-training programs and other military 
units that have to be in being before a military effort really makes 
sense, really will come into being and be paid for. 


STATEMENT OF C, TYLER WOOD, ASSOCIATE DEPUTY DIRECTOR 
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Mr. Woop. We are not talking at this point about morale or the 
expanding economy in Italy in the acceptance of our assistance, or the 
counterpart development; but what we are talking about is their 
expenditures on military forces. But we are affecting the total prob- 
lem of military forces and not just the production of hardware. This 
is not a matter of morale that we are discussing now. It has a bearing 
on it ultimately, obviously; but this is a matter of how much they can 
spend on their defense establishment in these five categories that Mr. 
Cleveland has been talking about. It is hardly of any value to have 
guns and tanks if there are not any people trained and ready—with 
barracks and all the other things that go with them—to fight with 
those things. That is the point we are trying to make. 

Mr. CuiperrieLtp. And we must furnish them the food, the coarse 
grains, the cotton, and all of the rest. And that is economic aid. 

Mr. Woop. Mr. Chiperfield, I am sorry you were not here before 
because the point as to the formula in which this is done, has been 
made perfectly clear. It is the same formula as the economic aid 
of previous years. There is, perhaps, more in the way of industrial 
products and less in the way of agricultural products in the proposed 
amount that we are going to finance. But the purpose is entirely 
different from that of former economic-aid programs. As I tried to 
make clear in a preceding statement, the way to test this thing is to 
say: ‘What happens if you do not do this?” And what we have been 
trying to show, and I think have shown, if you do not furnish this sort 
of thing to these countries which have been described as workshops 
over there, you will in fact get less men under arms, less manufacture 
of military equipment, less expenditures on training and all the things 
that go with an army. And I submit that one clear way to test this 
thing is to ask the question, What happens if some do not do this? and 
see what happens if you do not do it. You will get an unbalanced 
condition where you may have some equipment and nobody trained to 
fight with it; where you have a collapse of the whole situation so that 
they cannot raise the forces, train the men, and produce any military 
equipment. That is the way to test this. 

Chairman Ricnarps. Are you satisfied, Doctor? 

Mr. Cutperrietp. No, lam not. That might be the case this year, 
it might be the case next year; it might be the case for a number of 
years that we have to have food, food, and food, and clothing and 
everything else. When are we going to get out from under this thing? 

Chairman Ricwarps. It depends on what kind of a military pro- 
gram you want to put on over there this year and next year. 

Mr. Woop. I think Mr. Harriman has testified, and so has Mr. 
Acheson, that we are at present, in view of the developments that 
followed Korea, in a period of rapid military build-up to meet the 


MUTUAL SECURITY ACT EXTENSION 737 


situation. But so far as anyone can tell—though nobody can guar- 
antee it—assuming there are no further Koreas and further blow-ups 
in other parts of the world, that this active period of capital build-up 
should be well over the hump in the period covered by this coming 
fiscal year and the following one. And then the question as to how 
much further will be needed will depend in considerable part on the 
extent to which it has been possible for these countries to build up 
their own military production and maintain an economy that can 
produce this stuff. 

Mr. Vorys. Now, as I remember Mr. Cleveland said the other day, 
that for the $1.4 billion, we got a $1.8 billion of increased military 
production, of military stuff; is that not right? Or something like 
that. 

Mr. CLeve anv. I would put it around the other way. If you do 
not have the $1.4 billion, you lose a total amount of defense expendi- 
ture of about $3.3 billion, and production component of that would 
be-—I do not remember the figure—about $1.7 billion. 

Mr. Vorys. Once you get away from that hardware department, 
or training, and of course there is a lot in here for training, then you 
get to where you are extrapolating and maybe you are getting into, if 
we do not do it, a sad situation if they all got mad and quit. Of 
course, you would not have any army and would not need to send any 
military equipment over there at all. Just rely entirely on A-bombs 
and stuff like that to protect ourselves and them, too. But you 
fellows do not, seem to realize the extreme unpopularity of this 
economic-aid business to proceed after we said it was going to quit 
and economic aid pouring into countries that have the highest standard 
of living, next to us, and you do not realize as I do sitting around over 
there in that U. N. how all the rest of the world is so dissatisfied with 
that and they say, “Why don’t you do it for us? We mean this big 
stuff. We are poor people and we are important in this world. 
instead of that, you are pouring in your economic aid right over there 
where you have poured your billions before.” 

Now, the question: What will happen if we do not have the “and 
so forth,” if they have not got the will to fight? If they have got to 
have, every blamed one of them except Britain which is going to hold, 
all of them are going to increase nondefense expenditures while we 
are cutting ours to the bone? 

That, gentlemen, does not add up. It just does not add up. 

(See p. 1061 in the appendix for material submitted by the Mutual 
Security Agency on this subject.) 

Mr. Creve ann. I do not think you can get away from those 
parts of the economy that are involved in the food and clothing even 
when you produce hardware. We asked our mission in Rome to 
estimate the dollar cost to the Italian economy of producing $1,000 
worth of ammunition. They started with $60 of copper and $25 
worth of cotton linters, toluene, and explosives $15, coal $25, making 
a total of direct requirements of $125. In the indirect requirements, 
wheat was $60, other agricultural commodities $40, cotton $20, coal 
$20, crude petroleum $20, other commodities $15, making a total of 
indirect requirements of $175. This made a total of $300 of the 
$1,000 being required as direct or indirect dollar imports associated 
with $1,000 worth of the ammunition contract. 

You just do not put pieces of a modern industrial economy off into 
little compartments and deal with them all separately. 
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You have to look, as each Government has to look at it, at its 
situation as a whole and figure out how you can get the most defense 
effort from the resources that it has and can get hold of. 

Certainly, if the defense support is not available and their defense 
programs are drastically cut, even in that case, it will probably be 
more expensive, not less, for us, because to the extent that we get the 
strength, the multiplied strength that we get from our allies this way, 
is strength that we do not have to pay for ourselves and, even more 
important, it is strength that we do not have to recruit and train 
American soldiers to provide for. 

Mr. Vorys. The multiplier effect I have looked at as carefully as 
anybody on this committee, and it just boils down to the fact that 
for $1.4 billion you get $1.7 billion and the rest of it is extrapolating 
where I simply do not follow you. ‘That is all. Maybe others do. 

Chairman Ricuarps. John, he did not say that. He said basically 
in production you got that much, but when you came to what that 
production would do, plus the men in the military-aid program, I 
think he said you get about three times as much. 

Mr. Vorys. He says so, and then he cannot prove it, as far as I am 
concerned. Maybe lam dumb. It adds up to me to where you say 
we can get it cheaper over there if we put up enough money. Of 
course, vou can if we put up enough money. 

Chairman Ricuarps. If we want to build up our defenses, and we 
have taken on an obligation over there, and the world knows it, from 
the Atlantic pact right on through, what is the best way to build up 
those defenses? 

Economie aid, according to these witnesses, is not the objective. 
Leave that out. Let us say we have quit it. But we have a military 
program, and what is the cheapest way to produce it? And then you 
go back and say, “If vou want to spend your dollars and do not give 
them economic aid, all right. If vou want to spend it at about three 
to one, do it that way.’”’ But if you have the program and this is the 
best way and cheaper, then go on and give that aid. 

(Discussion off the record. ) 

Chairman RicHarps. Why was it necessary to do it here when it 
was not necessary to do it in Turkey? Is that what vou are talking 
about? 

Mr. Vorys. We have poured a lot of money into Turkey. Turkey 
is the low man on the totem pole as far as gross national product. 
They are poor people. They are the 1 country of the 14 that says, 
“We are going to cut our peacetime budget this coming vear.” The 
Turks are ready to fight. They are fighting in Korea; they are ready 
to fight where they are. 

We have plaved around, and I have certainly participated in it, for 
4 years, to build up an economy and a spirit in Western Europe such 
as we have in Turkey. 

Chairman Ricuarps. Was the basic economy in Turkey destroyed 
during the war or was it a neutral that profited by the World War 
situation? To start with, it was not destroyed at all. 

Mr. Vorys. They have not any basie economy. 

Chairman Ricwarps. Anyway, it was not disrupted. It was not 
dislocated. 

But what do you answer to John when he puts the proposal to you 
that he can get that in Turkey, plus the will of the Turks to do some- 
thing about it? Why can you not get it somewhere else? 
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Mr. Woop. There are many things, I think, that have to go into 
the answer. I want General Olmsted to cover some of them. 

I think from what I know, Mr. Chairman, that the answer involves 
such things as the mission of the Turkish Army, the size of their 
divisions, the customs that have gone on for decades as to their 
military expenditures. 

I think General Gruenther testified, for example, that a Turkish 
soldier gets paid something like 21 cents a month. Even the French 
conscript gets many times that, and whether you could, however 
inadequate the French conscript’s pay is, suddenly move him back 
to what the Turkish conscript gets, I rather doubt. 

General Gruenther also by way of example told me—I do not 
know if he told the committee—the story of arriving in Ankara, the 
wind was blowing a gale, and the temperature was 28 and of asking 
the Turkish Chief of Staff at what temperature do you maintain 
your barracks, and of having him look back blankly and say, ‘We 
never considered having heat in the barracks.” 

Whether you can suddenly wave a wand and get the French or 
British soldier to put up with such conditions is another matter. 
The Turkish Army, I believe, has not got and will not for some time 
have anything like the jet aircraft force that is now considered essen- 
tial in Western Europe. 

Mr. Vorys. There is a program for them this year. 

Mr. Woop. There is a program, I believe General Olmsted is to 
start that. But the fact is that you do not get the same number of 
men armed to carry out their particular missions in Western Europe 
for the same amount of money that you get the same number of 
divisions in Turkey to carry out their particular mission. 

You cannot equate these things any more than you can equate the 
cost of an American division to the cost of a French division. 

Chairman Ricuarps. They tell me they do not mind marching 
barefooted. 

Mr. Woop. I have been told they get one uniform and if it should 
be torn or develop holes they have to mend it themselves—and one pair 
of shoes a vear. 

Chairman Ricuarps. You will not see Americans doing it. Mrs. 
Kelly. 

Mrs. Ketty. Who within NATO is going to check for us, as they do 
in Greece, the amount that is coming out of this military program? 
You take for granted the countries present their program. Mr. 
Lovett made the statement that he cut it a certain amount and the 
President cut it and we are maybe going to cut it. Who within 
NATO does that for the forces within these countries, the military 
items? We are paying the bill and presenting the money individually 
to these countries. But who is responsible within NATO? 

Mr. Woop. I would like General Olmsted to answer that question, 
if he will. 

General Oumstep. Mrs. Kelly, perhaps I could explain it this way. 
When we make up our statement of net deficiencies, which process 
started last summer, our military people in the country sit down with 
our economic mission people in the country and their respective 
opposite numbers in the Government. 

Out of that they conclude there is a certain list of items that would 
be required for the forces in being and for the forces to be brought into 
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being within the next year. From that total is then deducted the 
things that everybody agrees the country can make. 

One of the assumptions in that is that the country will receive a 
certain amount of defense support in the way of the necessary things 
that it would take to make possible the production of the items that 
the country is at that point undertaking to produce for itself. 

Mrs. Ke._ity. Who supervises that? 

General OtmsrEep. Who polices it? 

Mrs. Keuuy. Yes, it is going to end up with General Ismay? 

General Otmstep. No. The administration of this program is 
entirely United States. It is not international. Our military mission 
is responsible for policing the end items. Our economic mission is 
responsible to see that the economic program as envisaged and agreed 
to and the budgetary commitments, and so forth, are carried out. 

All of this is supplemented with the assistance of our embassies, our 
diplomatic team, the Ambassador and his people. 

In the event there is a fall-down in this program, say, they do not 
activate the force they agreed to activate, then our military mission 
does not call the equipment forward. 

The procedure that we follow is when a tank is ready to be shipped, 
or airplane, we tell our mission chief. If the forces over there are not 
ready to receive it and take care of it properly, he does not call it 
forward until they are. The mechanics of policing the economic side 
of the defense support side I would rather ask Mr. Cleveland to answer 
for you. 

Mrs. Ketuiy. I am more interested in the military than the eco- 
nomic side. 

General Otmstrep. No weapon or round of ammunition goes abroad 
until first we have advised our mission chiefs that it is available here 
now for shipment and he, in turn, has ascertained to his satisfaction 
that the forees—— 

Mrs. Ketiy. That is from our angle. Who within NATO is taking 
the fat out of the program, so-called, before it is presented to our side? 

General Otmstep. NATO, being an international organization, is 
in an advisory relationship only. They do not have anything to say 
about how much aid we give, either in the form of military end items 
or defense support aid. They make certain recommendations to us 
about priorities of equipment for units. 

Mrs. Ketiy. Who is going to do that? 

General Otmstep. SHAPE headquarters makes those recommenda- 
tions to us. We ask them periodically. 

Mrs. Kutiy. After they have received them from whom? 

General Otmstrep. From their commanders in the field. They 
evaluate by inspection and the reports of the commanders the read!- 
ness of the various units. 

If there is a unit, let us say, that does not have the equipment that 
its own country had agreed to provide for it, then of course that unit 
would not be ready to receive the portion of equipment we had agreed 
to provide for it, and therefore SHAPE would not recommend it be 
given a higher priority but be given a lower priority. 

We do not have to take SHAPE’s recommendation of priority, but 
we are inclined to do so to the extent that we can. SHAPE does not 
undertake, however, to make recommendations to us about the total 
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amount or the character of our program other than the missions that 
the SHAPE planners assign to these various forces, and the commit- 
ments that the countries make to provide these various forces to 
SHAPE’s command. 

If, up to that point, they have not performed, then they are not 
eligible for a program anyway. 

Mr. Vorys. How does that tie in? Lovett was at Lisbon. Do 
you not know anything about this $5.45 billion? 

General OtmstEep. No, sir. That is a new figure to me. I do not 
know where that figure came from. It obviously relates only to the 
NATO countries, Greece, Turkey, and, of course, Yugoslavia, and 
title II, title III, and title IV countries. That might account for the 
difference. 

Mr. Risicorr (presiding). For the benefit of the members here, I 
have inquired about the situation downstairs. They contemplate 
finishing this immigration bill about 5 o'clock, and then they are 
going to stay through tonight to finish it. Off the record. 

(Discussion off the record.) 

Mr. Vorys. I am trying to dig into this. This is a pretty small 
contingent of this committee that is getting any benefit out of it. 
There is the fiction that they are going to read all of this. 

Mr. Rrsicorr (presiding). The idea is that we cannot rely upon the 
fact that the other members will be here another day. As long as 
you are interested in it, and those members who are here are, I think 
it would be unfair not to continue. These people are here, and so 
are you. I think we ought to go along until the parliamentary situa- 
tion on the floor is such that we ought to be down there. 

Mrs. Keutiy. Are we going to finish the immigration bill today? 

Mr. Rrercorr (presiding). So the information is given to me. 

Mr. Woop. We are eager to carry on. Mr. Vorys is the man who 
is particularly good at these figures. We welcome the opportunity to 
go over them with him. 

Mr. Vorys. You are now going to insert that table, which is not 
inserted in tabular form, but from which Mr. Lovett testified, is that 
right? 

General Otmstrep. That is right, sir. 

Mr. Rreicorr (presiding). Without objection, the table will be 
inserted in the record at this point. 

(The table referred to is as follows:) 


Department of Defense, MDAP funds of Depariment of Defense, estimated unexpended 
balance as of June 30, 1953 





Funds available to Department of Defense: Millions 
Fiscal 1950, 1951, and 1052. programs. .........-...-.-.....-.-.-- $11, 481 
Proposed fiscal 1953 programs--._ ~~~ ~~~ -- er Raa 5, 350 

INI CONIA ee Ca saiceres ace i ih moe ieee ~. 316831 

Expenditures (Form 133 basis): 

Bideal. 1050 and 1061. (eetua) <2... - nsec ee cneccccn a. $946 
ee ee ee es ec atuapa nak mawecnwacin 2,713 
PE I ook cae wen cele Haan ae a tana 7, 714 
meee Chetan 3908.6. oo os AL Be ees cee 11, 373 


Estimated unexpended balance June 30, 1953_....-..-.-.----- 5, 458 
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Mr. Vorys. What are the estimated expenditures for fiscal—that is 
your next figure ~1954 out of the combined amounts you expect to 
get? Is that on there? 

General Otmstep. Perhaps I can give it to you like this: Assuming 
again that the 1953 appropriation is made, and without making any 
assumption about a 1954 appropriation, we would have unexpe ended 
at the end of fiscal 1954, $1.240 billion. We have made our estimates 
on the basis that we would get a 1953 appropriation, but we have 
made no assumptions about a 1954 appropriation. 

Mr. Vorys. That is unexpended at the end of fiscal 1954? 

General Outmstep. No. At the end of fiscal year 1953 the unex- 
pended balance will be $5.45 billion. 

Mr. Risicorr (presiding). I think for the purposes of the record, 
right at this point you should explain why that sum of money will 
be unexpended at the end of 1953 and at the end of 1954. I think 
it would help to complete the picture. 

General Otmsrep. The breakdown of the $5.45 billion unexpended 
at the end of fiscal 1953 would be $2.24 billion for Army. That would 
almost wholly be Army. 

Mr. Risicorr (presiding). That would be tanks ordered, but not 
delivered? 

General Otmstep. Ordered just as soon as we got our money, but 
with the lead time they would not be deliverable until fiscal 1954, 

$0.631 billion of that would be Navy. That would be deliverable 
in fiscal 1954, and $0.119 billion would be Navy that would not be 
deliverable until after fiscal 1954. That would be in the vessel cate- 


rory. we 
$1.346 billion would be Air, deliverable in 1954, and $1.121 billion 


would be Air, deliverable after 1954. There again that would be the 
long lead time aircraft. 

Summarizing that, of the $5.45 billion unexpended at the end of 
fiscal 1953, $4.22 billion would be expended in fiscal 1954, and $1.23 
billion would be expended after fiscal 1954. 

Mr. Vorys. Just say that again. Of the $5.45 billion, is that right? 

General OLMsTED. Yes, sir. 

Mr. Vorys. Unexpended? 

General Otmstrep. At the end of fiscal 1953. 

Mr. Vorys. That is four-—— 

General Otmsrep. $4.22 billion would be expended in fiseal 1954. 
Those items would ripen into delivery in the 12 months following 
fiscal 1953, and $1.24 billion—— 

Mr. Vorys. That is the figure. 

General OLmMstED. Would not be deliverable, and therefore the 
expenditure would not be made until fiscal 1955. 

Mr. Vorys. Could you tell us what is that longest lead-time stuff? 
Does it vary? 

General Otmstrep. Your F-84 aircraft is your longest lead-time 
item. Heavy aircraft are longer lead-time items, but we do not 
program those. 

Mr. Vorys. Over there? 

General O_mstrep. That is right. 

Mr. Vorys. The F-S4 is the biggest one that you furnish? B-29’s 
are going over, are they not? 
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General Otmstep. We have given some B-29’s out of World 
War II stock to Britain. The F-84 is the largest of the fighter bomber 
that we give. We have given some C-119’s, the flying boxcar. 

Mr. Rrietcorr. (presiding). What does an F-84 cost? 

General Otmstrep. An F-S84 with spares costs a little over $800,000. 

Mr. Risicorr (presiding). How many of those are going over? 
You have planes here. How many of those planes that you have 
programed in the whole picture would be F-84’s? 

General Oumsrep. I could get that figure for vou. 

Mr. Risicorr (presiding). Again, General, I come back to a situa- 
tion that as many of these figures that we can have available for use 
on the floor should be made available. 

Mr. Vorys. The F-84’s are in there, are they not? 

General Oumstep. Part of those would be F-84’s. 

Mr. Vorys. Not these long-lead ones? They are over there some 
place. This is 1953, isit not? This is 1954, is it not? 

General Otmsrep. 1952 and 1954. 

Mrs. Krtity. What is the jet? 

General Oitmstep. The F-84 is the jet. 

Mrs. Keiiy. Will we get a breakdown of these—the number of 
F-84’s being sent abroad—and by country? 

Mr. Rreicorr (presiding). The general will get these in the next 
few days. 

(Discussion off the ree rd.) 

Mr. Vorys. I think, Mr. Acting Chairman, while the cat is away 
the mice will play. Our chairman says we are going to wind up the 
whole business at the end of this week. I think it would be of some 
interest to get, while we are running through the military stuff, some 
idea of what we are going to do over in titles IT, IT], and IV. 

Mr. Rrercorr (presiding). Let us proceed right to it now. 

Mr. Vorys. What do you think of that? 

Mr. Rieicorr (presiding). I think so. 

Mr. Vorys. If it is agreeable to the entire committee. 

Mr. Woop. You will, Mr. Vorys, I take it, come back to the defense- 
support figures for the other countries in Western Europe on the 
ground that, as you said, you think this is a vulnerable part of the 
program and you want to presumably have the information and figures 
on that. 

I presume the committee will wish to do that, even though they may 
run ahead on military at this point. We have the figures on anything 
you want. 

Mr. Vorys. That is Austria, Greece, Turkey, and Yugoslavia. 

Mr. CLeveLAND. We have not discussed on the economic side the 
Netherlands, Denmark, Norway, and since Portugal does not have 
any aid 

Mr. Vorys. Do that when I am not here, because I am not voting 
for any defense support for the Scandinavian countries. 

Mr. Woop. If you listen to the story, you might change your mind. 

Mr. CLevetanp. There is not much in here to vote for, anyway. 

Mr. Vorys. There is not much in here, and it is not going to stay 
very long. 

Mr. Crevetanp. We have not discussed Austria. We have not 
discussed Greece and Turkey, and we have not discussed Yugoslavia. 

96908—52—48 
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Mr. Vorys. As to Austria, Greece, and Turkey, we are a sort of 
a pushover for those. We have gotten so used to having them on the 
relief rolls that you do not have to explain why it is. 

I think in some of my figuring I have been forgetting about som, 
considerable defense equipment that we may have been shipping to 
other places. 

Mr. Ristcorr (presiding). I think you are right, John. Let us 
proceed to what is next most important. We have taken, so muc)) 
time on title I. I think we can skip title IT. 

Mrs. Keuiy. Are we not going to take up Yugoslavia? I am inter- 
ested in Yugoslavia. Iam waiting for that. It does not necessarily 
have to be now. 

Mr. Risicorr (presiding). If John will yield, we will take up Yugo- 
slavia right now. 

Mrs. Ketiy. The general is going to bring us the numbers of jet 
planes being sent to Yugoslavia. 

Mr. Risicorr (presiding). Suppose the general goes ahead. 

(Discussion off the record.) 

Mr. Risicorr (presiding). Has Yugoslavia been finished, as far as 
you are concerned? 

Mr. Vorys. How much is it? 

Mr. CLEVELAND. $78 million. 

Mrs. Keury. For this vear? 

Mr. CLEVELAND. This is next year. 

Mrs. Ketiy. That is economic. 

Mr. CLevetaNnn. Yes. Mr. Vorys asked how much defense sup- 
port was in this bill for Yugoslavia. 

Mrs. Ketuiy. I hope you noticed the military support, Mr. Vorys. 

Mr. Vorys. Defense support. I asked about that. They are on 
the payroll. 

Mr. Risicorr (presiding). Do you want to explain the defense 
support? 

Mr. Vorys. I have to go. 

Mrs. Keuuiy. I have to go. 

Mr. Risicorr (presiding). Do you want to listen to the defense 
support? 

Mrs. Keuriy. I ama half-hour late now. I have made my mind up. 

Mr. Risicorr (presiding). For the purpose of the record, will you 
proceed, and I am going to instruct the clerk to tell the chairman 
that, subject to his overruling me, we have finished title I and it will 
be on the record what the defense support is. I will stay so you will 
have an audience. 

Please finish for the record of what the defense support consists. 

Mr. CLevELAND. There are several other countries that we have 
not discussed at all on either the military or economic side, and several 
more that we have not discussed the economic side on, Should we 
plan to put something in the record on that? 

Mr. Ruisicorr (presiding). I will let the chairman decide. Interest 
is waning around the table. Mr. Vorys said he was not interested in 
the Scandinavian countries. If no one is interested in it, 1 suppose 
there is ro sense testifying to empty chairs. 

Is it your understanding, Mr. Crawford, that the chairman intends 
to finish all the testimony by the end of this week? 

Mr. Crawrorp. That was his hope. 
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Mr. Rrsicorr (presiding). I would like to go along with that hope 
of his and make it a reality. My thought is that if we only have two 
more days we should take the elements that really interest the members 
and proceed with those and then let the chairman decide how he wants 
to mop up the rest, instead of leaving the important elements over for 
a mopping-up process. 

There has been nothing said about technical assistance. 

Mr. Crawrorp. There is a great deal necessary yet on technical 
assistance, and then, too, on the Middle East. 

Mr. Rizicorr (presiding). The Middle East comes in on title IT. 

Mr. Woop. Then you have a lot of point 4, and then the Far East. 

Mr. Risicorr (presiding). Subject to the chairman revising these 
plans, we might discuss titles IT and III next. 

Mr. Crawrorp. | think, from what I have heard, the point 4 
discussions will take up at least one full morning and one full after- 
noon. 

Mr. Rrsicorr (presiding). We ought to do it tomorrow. Probably 
you could place something in the record about the defense support of 
Yugoslavia, and let the chairman decide what he wants to do with it. 

I promised him that the committee would stay at least until 5 
o'clock. It is 3 minutes of 5. 

Mr. CLeve ann. The story starts with the assumption that the 
Yugoslavs are definitely broken off from the Soviets. 

Mr. Rrsicorr (presiding). Skip the philosophy. 

Mr. CLEVELAND. The purpose of the defense support is to make it 
possible for the Yugoslavs to buy imports that their economy is going 
to need if they are going to continue to support this rather large 
military effort. 

We have in Yugoslavia several special features of the program that 
I think are the really main things that you ought to have put on the 
record. 

I can do a statement for the record, if you want it. 

Mr. Rrsicorr (presiding). Suppose you do it, and we will consider 
the meeting adjourned. 

(The statement referred to is as follows:) 


STATEMENT ON YUGOSLAVIA 


Yugoslavia is a predominantly agricultural country, about two-thirds of its 
population of 16.6 million being dependent on agriculture for a livelihood. Timber 
production, mining, and processing of nonferrous metals are the main industrial 
activities, although there is some small production of coal, steel, cement, glass, 
textiles, and other miscellaneous manufactures. Exports consist chiefly of agri- 
cultural products, timber, and nonferrous metals. Imports are mainly textiles, 
machinery, iron and steel, fuel and chemicals. The standard of living is relatively 
low, probably comparing with that of Greece. 

Yugoslavia is devoting a greater share of its resources to defense than any of 
the Western European nations. It has budgeted 200 billion dinars ($267 million) 
for defense expenditures during 1952. This is 73 percent of the Central Govern- 
ment budget and is estimated to represent more than one-fifth of its gross national 
product. 

United States aid is given to Yugoslavia jointly with the British and the French, 
who are contiibuting $42 million to this year’s total aid program of $120 million. 
In addition the three Governments have adopted a joint approach to Yugoslav 
foreign debt, investment, and other basic economic problems. The participation 
of the British and French in the program serves our basic purposes of strengthen- 
ing the ties between Yugoslavia and the West, and thus encouraging the westward 
orientation of Yugoslavia. A conference of representatives of the three Govern- 
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ments in Washington has just ended and its recommendations for continuation 
of the program next year are now under consideration. 

United States aid is used to provide direct support to the defense effort of 
Yugoslavia through the provision of goods and materials used by the military. 
Indirect support is given by maintaining minimum civilian consumption standards 
and encouraging the development of a broader base for the economy as a whole. 
It will be necessary to provide continued support for these purposes in fiscal year 
1953. The combination of the relatively low consumption levels and primitive 
economic development do not provide the resilience required to support the 
expansion and improvement of the defense establishment planned by the Yugo- 
slav Government. Direct and indirect military imports, exclusive of end items, 
have nearly doubled and now represent a major share of total imports. 

In addition to its defense effort, Yugoslavia had to undertake sizable expendi- 
tures for the rehabilitation of its economy. Since the end of the war, the diversifi- 
cation of the economy and expansion of industrial capacity have been a major 
objective of the Government. 

In order to survive the crises through which Yugoslavia has passed in recent 
years due to the severance of trade with the east and the recent drought, she has 
acquired substantial foreign indebtedness to cover current needs as well as the con- 
tinuation of the economic development program. Despite the demands of the 
defense and economic development program, Yugoslavia’s exports are continuing 
to rise. Exports are estimated at $242 million in fiscal year 1953, an increase of 
6 percent over fiscal year 1952. On the other hand imports are expected to decline 
11 percent from the fiscal vear 1952 level because of drought-relief food imports 
in that year, which will no longer be required. 


Mr. Risicorr. We will meet at 10 o’clock tomorrow morning. Pre- 
sumably we will meet on title I] and title III. If the chairman feels, 
or the members feel that they want to go back to title 1, the chairman 
will tell you how to proceed at that time. 

(Whereupon, at 4:55 p. m., the committee adjourned until 10 a. m., 
April 24, 1952.) 
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THURSDAY, APRIL 24, 1952 


Hovse oF REPRESENTATIVES, 
ComMITTEE ON ForeIGN AFFAIRS, 
Washington, D.C. 
The committee met in the House Foreign Affairs Committee room, 
the Capitol, at 10:27 a. m., Hon James P. Richards (chairman) 
presiding. 
Chairman RicHarps. The committee will come to order, please. 
Ladies and gentlemen, we will proceed with the hearings on H. R. 
7005. Yesterday, I believe, when the hearings ended we had finished 
with title I, and we had gone on into Yugoslavia, and there were no 
more questions to be asked on it. 
Are there any questions about Yugoslavia this morning? Mr. 
Cleveland, you were on the stand at that time, I believe, when we 
adjourned. 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR FOR 
EUROPE, MUTUAL SECURITY AGENCY 


Mr. CLevetanpb. There are several countries we have not covered 
on the economic side. They include Germany, Denmark, and 
Norway. 

Chairman Ricuarps. I understood yesterday that so far as the 
Scandinavian countries were concerned we wanted that put in the 
record and we would pass over that. 

I thought we had finished title I, and the facts and figures would be 
put in the record. 

Mr. CLeve.anp. I believe Mr. Ribicoff suggested for the rest of 
the countries in title I we would put facts and figures into the record 
country by country. 

Chairman Ricuarps. He was acting chairman at the time. 

Mr. CLEVELAND. We will be guided by you. 

Chairman Ricuarps. We have been on this country-by-country 
analysis here a couple of days. Chester, I do not believe you were 
here. Do you want to go into that? 

Mr. Merrow. I was not here, Mr. Chairman. If there is an 
opportunity, I would ask one or two questions on Yugoslavia; if they 
were answered yesterday, all right. 

Chairman Ricnarps. Mr. Hays, you wanted to ask a question. 

Mr. Hays. I wanted to ask about Iceland. We have not heard 
anything about Iceland in this picture to date. I thought you might 
refresh my memory on that. 

Chairman Ricnarps. Suppose we do it on Iceland before we go to 
Mr. Merrow. Mrs. Kelly. 
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Mrs. Keuuy. Are we going to get a report on the breakdown on the 
items to those countries in a day or so, or have we got them today? 

Mr. CLevELAND. I can put them in the record, or we can include 
them in the country statements that we will submit. 

Mrs. Ketiy. Those are secret, are they not, the jet planes? 

Mr. Creve tanp. I thought you were asking about the defense 
production, that you also asked about yesterday. 

General Otmsrep. They will be ready this afternoon. 


STATEMENT OF HON. C. TYLER WOOD, ASSOCIATE DEPUTY 
DIRECTOR, FOR MUTUAL SECURITY 


Mr. Woop. They are secret, are they not? 

General Otmstep. The totals we will declassify. 

Mr. Hays. I did not want to spend a lot of time on it. 

Chairman Ricuarps. Now? 

Mr. Hays. I do not think it will take very much time. 

Chairman Ricuarps. Do you want to ask certain questions about 
Iceland? 

Mr. Hays. I want to ask where it is. I am refreshing my memory 
on it. I have not seen it listed in any of the charts. It is not clear 
to me where it fits in. 

Mr. Cievetanp. Mr. Hays, as you know, Iceland does not have a 
defense expenditure program in the same sense that the other countries 
do. Itisof great strategic importance. 

We have been engaged in helping the Icelanders to shore up their 
economic situation with some assistance. They are getting this year 
$5\4 million worth of assistance, partly in the form of direct assistance, 
but more of it in the form of help in covering the deficit that the 
Icelandic economy runs with the European Payments Union. 

The economic situation in Iceland is now such, with the market for 
their main export, which is fish and various fish products, having im- 
proved a good deal in the United States and having improved in 
Europe also that it is our belief they can get along without further 
assistance, with one exception. That is the finishing up of a pro- 
gram of investment in fertilizer production in Iceland in order that 
she may become substantially self-supporting in the production of 
fertilizer for crops grown in Iceland, and thereby not have to have a 
constant annual drain on her earnings from fish exports to buy im- 
ports of fertilizer. 

That program was started 2 or 3 years ago. It is very well along. 
It will, we estimate, require $1 million next year to complete this work. 
After that, it should be possible for the Icelandic economy to be con- 
sidered as recovered, as viable in relation to the rest of the world 
without further assistance from us on the basis of present assumptions. 

There is a $1 million item in the fiscal 1953 program on Iceland. 
That appears in this table; I think it is M—56. That shows the defense 
support figures by countries. 

Mr. Hays. That is the extent of the defense support? That is 
classified as “defense support’’? 
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Mr. CLeveLANbD. Yes; because of the special importance of keeping 
that island in a condition where it is a satisfactory place to have 
American air bases. 

Mr. Hays. Because of its extreme strategic importance militarily? 

Mr. CLeve.anp. That is right. 

Mr. Hays. That healthy economic situation is to a large extent due 
to the operations going into it directly out of our military establish- 
ments there? 

Mr. CLEVELAND. That is right. 

Mr. Hays. That is all. 

Chairman Ricnarps. Mr. Merrow, you wanted to ask something 
on Yugoslavia. 

Mr. Merrow. Is the economy of Yugoslavia now completely 
oriented to the West? 

Mr. CLeveLAnp. Yes, sir; it is. It was reoriented by force because 
the Cominform pretty much cut Yugoslavia off from trade with the 
Soviet Union and its satellites at the time of its break. 

Mr. Merrow. Did you discuss yesterday the valuable materials 
that we are obtaining from Yugoslavia? Is that in the record? 

Mr. CLEVELAND. I do not believe we got into that yesterday. 

Mr. Risicorr. I believe we left it, Mr. Merrow, that it was going 
to go into the record, but if anyone wanted to ask specific questions 
they could. 

Mr. Merrow. If it is going into the record, it is all right. Do you 
believe the break with the Soviet Union is permanent? 

Mr. CLeve.anp. I believe it is. As General Olmsted said yester- 
day, they do not have any other place to go. Everything they tell our 
mission there certainly seems to bear this out. They regard them- 
selves as engaged in a process of getting oriented into the western 
world. There is increasing discussion now of the association of 
Yugoslavia in one way or another with the other western European 
countries through their participation at first informally, on some of the 
committees of the OEEC. 

Mr. Merrow. That was my conclusion after visiting Yugoslavia, 
but I ask the question for the purpose of getting your reply to see if 
there was any indication that it could be otherwise. 

It would seem to me that break is permanent and that there is no 
possibility of reconciliation. 

Mr. CLevevanp. I believe that to be the case, based on what we 
have from our mission in Yugoslavia. 

Mrs. Ketiy. I would like to ask this question. Do you believe 
that our aid to Yugoslavia will benefit them in continuing their 
colleetivization program? 

Mr. CLeve.anp. It is my impression, Mrs. Kelly—you have been 
there and I have not—that their collectivization program has slowed 
down a good deal. 

Our aid is not for the purpose of helping them with that, and is 
mostly for the purpose of helping them pay for imports from the 
dollar area during the period when they are getting their own economy 
in shape through investment to earn the money they need to pay for 
dollar imports, and thereby to keep the economy afloat during this 
period while their military effort is proceeding, while the moderniza- 
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tion of their forces is proceeding, and while they are maintaining their 
divisions in a state of readiness. 

I do not know of any indication that our aid so far has had much 
effect on Yugoslav decisions about collectivization. Certainly it has 
had no direct effect on helping them to collectivize their agriculture. 

My impression is, | may be wrong, that they are moving away 
from their previous theories about how to organize their agriculture. 
For example, they have freed up their agriculture prices, instead of 
having them fixed all the way up and down the line, precisely in an 
effort to introduce some incentive into the production of food on the 
part of individual farmers. 

Many indications that we have are that they are moving away from 
instead of further toward the theories with which they started some 
years ago before the break. 

Mrs. Keuuiy. There is no evidence that they have discontinued, « 
will discontinue, the collectivization program? While it has aed 
slowed up, decentralization is just another means of enforcing that 
program on the people? Marshal Tito told us he is going to continue 
collectivization. 

Mr. Cieve.tanp. What their intention is it is hard to tell at this 
stage. 

Mrs. Bouron. They are a Communist country, are they not? Why 
should they discontinue it? 

Chairman Ricuarps. We will proceed now on title IT. 

Mrs. Botron. Would you mind if I ask a question about Germany? 
Could I ask if Germany has been discussed? 

Chairman Ricuarps. A good deal of that has been discussed. If 
we want to go back to that before the hearing is over, we will do that. 
We will go on to title I], military aid and economic aid. A little 
later on the testimony on point 4 will be brought up in this connec- 
tion. We are just handling military and economic right now on 1 
II. We will have to get the whole picture in regard to technical aid 
later. 

Mr. Woop. Could T just say, with the permission of the committee, 
we will, of course, put in the record the main figures on each of the 
countries that we have not covered in detail in the hearings on title I. 
and would like to have it understood that we have available such 
material in as great detail as the committee would wish. 

We will try to include some of that detail in what we put in the 
record, information on the military and defense support programs, 
their composition, their purpose, for all these countries, as the com- 
mittee wishes. 

We are ready to go into any amount of detail on any country. We 
will try to put into the record those figures which, on the basis of th: 
questioning to date, we feel the committee might wish to refer to at 
some later time in the record. 

Chairman Ricuarps. As JT understand it, for the published record 
you will have as many figures as you think you can safely place there, 
and for the use of the committee members you will be glad to provide 
anv figures that they want. 

Mr. Woop. Yes, sir. There has been some question as to whether 
there was available for the committee sufficient detailed information. 

I would like to make it clear that there is information in any detail 
you want. This has been very carefully worked up in great detail. 

(The material referred to is as follows:) 
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EXTERNAL PAYMENTS and RECEIPTS 


(For U.S. Fiscal Year 1952/53) 


DOLLAR REQUIREMENTS AND DOLLAR AVAILABILITIES 


TOTAL DOLLAR REQUIREMENTS...$192 MILLION 


Commodity imports $92 Million 





From US and i 
Conade $70 Million. For EPU Deficit $100 Million 
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NoRWAY 


[United States defense support: 1951-52, $15 million; illustrative figures, 1952-53, $10 million] 





| Amounts in million dollars, 1951-52 prices 





Defi nse @X- Estimated 








. | ! fense ex- 
sane | Defense ex- | penditures pe oh 
| product penditures ! as percent major ma- 
| of GNI ; : 
| tériel 
DSS A 5 somal 2, 813 | 7 | 2.6 | 25.9 
RE Sa centsoBiesoncs. 2S OEE & .. 2. 925 115 3.9 | 17.0 
ee ee be 3, 013 150 | 5.0 | 25.0 
| | 
Amounts in million dollars, current prices 
} —EE — = SSS 
| Imports Exports 
Total all | ‘Total all 
| Total gold currencies Total gold | currencies 
and dollars (excluding and dollars | (excluding 
own DO'T own DOT 
} SEE - _ 
i 
1950-51. ....- — ubtuallibiady ——s 129. 0 662.5 | 66.5 | 473.5 
1951-52. _ ; EE EFS iin 157.0 875.0 | 79. 95 659. 95 
TS, 8 | eee crdinn pees oe :e | 169.0 | 940.0 | 78.95 | 589. 95 





! These estimates assume that the full amount of United States illustrative defense support requested 
will in fact be available. 
2 In 1950-51 prices, 


The most striking feature of the Norwegian economy is its great dependence 
on foreign trade. Natural resources consist mainly of hydroelectric power, for- 
ests, ores and minerals, the products of the seas and the skill of Norwegian seamen, 
workers, and fishermen. 

Defense expenditures in 1952-53 are estimated at $150 million (in 1951-52 
prices) or more than double the level in 1950-51 and 30 percent above the previous 
vear. Despite limited heavy industrial resources, it is estimated that production 
and procurement of military goods will increase almost 50 percent over 1951-52 
end constitute about 16 percent of the defense program in 1952-53. The Gov- 
ernment has reorganized its defense program to place greater emphasis on quali- 
tative improvement of its forces, with the length of military service for new con- 
scripts being increased and considerable emphasis being placed on defense con- 
struction including barracks and construction of military airfields. 

The dependence of the economy on imports has been increased by the require- 
ments of the defense program, particularly imports for the improvement of the 
transportation system to increase mobility, for increased production of raw ma- 
terials required for the military programs of other NATO members, accelerated 
development of hydroelectric power, and for the expansion and improvement of 
the merchant marine. Some of the additional goods necessary for Norway’s 
defense program can be obtained only in the dollar area. These include certain 
types of construction machinery, communications equipment, transportation 
equipment, and metals, machinery and other supplies required for military pro- 
duction. MSA financed imports in 1953-53 will be concentrated on petroleum, 
industrial machinery, and industrial raw materials. 

The elimination of defense support to Norway would result in a reduction of im- 
ports from the dollar area which are essential to the defense program. The 
effect. of this reduction would be a decline in Norwegian defense expenditures 
equal to twice the amount of defense support. 
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[Defense support: 1951-52, $70 million; illustrative figure 1952-53, $70 million] 





Amounts in million dollars, 1951-52 prices 





Gross 
national 
product 


Defense ex- | 
penditures ! 


Defense ex- 

penditures 

as percent 
of GNP 


Estimated 
defense ex- 
penditures, 
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253 
292 








Amounts in million dollars, current prices 





Imports 


Exports 





Total gold 
and dollars 


Total all 
currencies 
(excluding 
own DOT) 


Total gold 
and dollars 


Total all 
currencies 
(excluding 

own DOT) 





294. 0 
405. 0 
425.0 

















! These estimates assume that the full amount of United States illustrative defense support request will in 
fact be available. 


Turkey is already agricultural with significant mineral wealth. Its standard 
of living is one of the lowest of the NATO countries. Agricultural methods are 
generally primitive, and transportation, power, mineral exploitation, and manu- 
facturing are at an early stage of development. 

The postwar development program being carried on by the Government with 
ECA assistance achieved a major increase in Turkey’s economic strength. It 
emphasized increased agricultural production by mechanization, extension of 
tillage to unused land, and improvement of crops and livestock. With ECA/MSA 
assistance Turkey has also been developing a national highway network, now 
nearly one-third complete, essential to economic development and military 
preparedness. 

Military expenditures have totaled 30 to 40 percent of the general budget of 
the Central Government in every year since the war. Defense expenditures will 
reach $292 million in 1952-53, or 7.6 percent of GNP, a high percentage in the 
light of the low standard of living in the country. Little industrial development 
exists for military production except for small arms and ammunition. Therefore, 
the defense program has emphasized improved training of existing military 
manpower and the modernization of Turkish forces with the assistance of United 
States supplied equipment. The Turkish Government has started during the 
past year an important and expensive program, to develop noncommissioned and 
officer corps personnel; this program will be stepped up in 1952-53. Equally 
important to the defense program will be the further development of transpor- 
tation and communication facilities and of airfields and military port facilities. 

One of the main limitations on Turkey’s military effort is the difficulty in 
finding the means of payment for essential imports, particularly from other 
countries of Europe. Large deficits with the European Payments Union (EPU) 
have been incurred, because of the sizable increase in military, investment and 
consumption imports from the EPU area, while Turkish exports to the EPU area 
have lagged. It is anticipated, however, that governmental measures to promote 
exports and restrict nonessential imports will prevent further substantial imbalance 
and in time improve Turkey’s EPU position despite continued heavy capital 
payments to that area. 

United States defense support, projected at $70 million for fiscal year 1953, is 
required primarily to help the Turks cover their trade deficit with the rest of 
Europe and the United States, and thus to enable the imports that Turkey 
needs—including iron and steel, industrial chemicals and textiles from Europe, 
petroleum products and industrial equipment from the United States—to be 
paid for. 
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The counterpart of the aid will be used by the Turks directly for defense 
purposes in Turkey. The failure to provide Turkey with United States defense 
support in 1952-53 would directly cause reductions in Turkish military expendi- 
tures as a result of the direct relation between counterpart and Turkish Govern- 
ment expenditures for military production and construction equipment. 


NETHERLANDS 
[Defense support: 1951-52, $100 million; illustrative figure 1952-53, $80 million] 








Amounts in million dollars, 1951-52 prices 











Estimated 
. | Defense ex- | 4°e oe 
a. Defense ex- penditures | an 
product penditures ! | we ny major mar 
| | ; tériel ! 
_— - } 
| | 
SOOPER ios ths tispadeat nck vith ndacbuccbidsoes 5, 805 | 246 | 4.2 | 245.6 
halite coe eda ndekirinmatihmabainiabeiaial 5, 990 395 | 6.6 | 115.0 
ee SE a ee eee 6, 170 474 7.7 | 142.0 











Amounts in million dollars, current prices 























| Imports | Exports 
| ‘Total all Total all 
Total gold | currencies Total gold currencies 
and dollars | (excluding | and dollars | (excluding 
|; own DOT) | own DOT) 
| | 
ce EE pe en + SEE LS 271.7 2, 122. 4 125.9 1,661.4 
UNAS cin cacesineunbceasaensanenabunns 366. 0 2, 455.0 | 141.0 | 2, 130.0 
shite ngetranedennctsewtepebeeesumbone | 396. 0 | 2, 779.0 176.0 2, 495. 0 
| 


| These estimates assume that the full amount of United States illustrative defense support requested will 
in fact be available. 
? 1950-51 prices 


The Netherlands is a densely populated country which has to cope with a 
scarcity of natural resources. In order to maintain high production and employ- 
ment levels, the Dutch must rely heavily upon imports for military pare vera 
for domestic consumption and for processing for its export trade. Historically, 
imports have amounted to as much as 40 percent of gross national product. 

Defense expenditures are rising, from $246 million in 1950-51 to a projected 
$474 million in 1952-53, or from 4.2 percent to 7.7 percent of gross national product. 
Production of military hard goods will more than triple during this period and 
should constitute some 30 percent of the defense program in 1952-53. 

The defense production effort is greatly dependent upon imports of raw ma- 
terials, particularly from the dollar area. At the same time, the defense effort 
itself cuts down Dutch capacity to produce exports to pay for these imports. 
The shipbuilding industry, which would otherwise make an important contribu- 
tion to export earnings, has been geared to the production of minesweepers, and 
other naval purposes. A part of the textile industry has shifted over to the pro- 
duction of uniforms. The electronics industry is geared to defense production 
at the expense of civilian and export markets. The raw materials for these goods 
are imported largely from the dollar area. 

Total doliar requirements are estimated at $396 million. Against these require- 
ments, it is expected that Netherlands exports will equal $176 million, other net 
receipts $99 million, and that they will use reserves and pipeline to the extent of 
$41 million; this latter figure, however, may exceed Netherlands ability to finance 
imports from its own resources. Defense support in the amount of at least $80 
million is now estimated to be required for 1952-53 to cover the anticipated gap 
between Netherlands requirements for dollar imports for both the civilian economy 
and the defense program and its dollar earnings. The major MSA financed im- 
ports are fuels, iron and steel, industrial machinery and equipment, and cotton. 

The elimination of defense support in fiscal year 1953 would force the Dutch 
to reorganize their economy so as to eliminate the $80 million difference between 
the imports they must have to carry out the present program, and the dollars they 
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ean earn. Imports would have to be sharply decreased, and exports would have 
to be increased at the expense of defense production. The imports particularly 
affected would be iron and steel, petroleum, machinery, industrial chemicals, 
grains, and fuels. The decrease in imports would decrease total production. 

Even if domestic investment and consumption, which have already been re- 
duced 25 and 10 percent respectively since 1950, were to be cut still further, (! 
total amount that the Netherlands Government would spend for defense will fs 
by more than 30 percent. 

GREECE 


[Defense support: 1951-52, $182 million; illustrative figure 1952-53, $145.2 million] 


Amounts in million dollars, 1951-52 prices 
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1 These estimates assume that the full amount of United States illustrative defense support request w 
in fact be available. 


The Greek nation, which has recently joined NATO, is committed to maintain 
a sizable defense force, now mobilized in an advanced state of readiness. It must 
do this in spite of poor resources, low per capita income, low savings and the pre- 
vailing conditions of economic, social and political instability. 

Greece has to import 95 percent of energy requirements, two-thirds of raw 
materials and one-fourth of manufactured products. Sinee Korea, the prices of 
what Greece must buy from abroad have gone up faster than the price of its 
exports. The reinstitution of trade restrictions on the part of other Western 
European countries has also harmed Greece whose major exports are tobacco and 
raisins. 

The major economie problem is inflationary pressures arising from (a) large 
government budget deficits, (b) an ambitious development prozram and (e) the 
rapid expansion of private credit. 

Both prices and curreney circulation have risen sharply sinee June 1950. The 
United States Government considers stabilization of the economy its major 
economic objective in Greece. Basie fiscal and monetary reform measures are 
urgently required to reduce the budget deficit through eliminating subsidies, 
increasing tax receipts, and stimulating private saving and investment activities 
A special United States economic advisory group has been working with the 
Greek Government in order to assist the government in taking the necessary 
reform measures. 

Defense expenditures are expected to equal 8.6 percent of GNP in 1952-53 and 
31 percent of total national budget. Defense productior will be relatively smal! 
but mobilized military manpower will equal 10 divisions plus support service 
troops. Defense expenditures also provide for construction of necessary military 
highways, airfields, port facilities and other infrastructure. 

During 1953 counterpart will be used primarily to defray the cost of military 
production and military construction projects. 
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This defense effort will not be possible, however, without United States defense 
support. The substantial recovery of Greek internal production since the 
autumn of 1949 has reduced the need for economic assistance from almost $300 
million in fiseal years 1949 and 1950 to a proposed level of $145.2 million in 
1952-53, primarily by the replacement of agricultural imports. This volume of 
defense support is essential, however, since almost half of total estimated Greek 
imports for 1952-53 are dependent on the receipt of defense support. 

Total dollar requirements of $192 million are anticipated including commodity 
imports from the dollar area of $92 million and a deficit of $100 million with the 
European Payments Union (EPU). Exports to and other net receipts from the 
dollar area are expected to total $47 million leaving a deficit of $145.2 million. 

Defense support will cover the anticipated Greek deficit with the EPU area in 
1952-53 of $100 million and the deficit with the dollar area of $45.2 million. More 
substantial improvement in the import-export balance has been hindered bv virtual 
discontinuance of trade with Eastern Europe and high internal production costs 
which make it difficult to expand Greek exports. Further improvement in the 
ability of Greece to pay for the total imports she needs requires further internal 
measures to stabilize the economy. 


GERMANY (FEDERAL REPURLIC) 
[Defense support: 1951-52, $106 million; illustrative figure 1952-53, $160 million] 


| 


Amounts in million dollars, 1951-52 prices 
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Amounts in million dollars, current prices 





Imports Exports 


| 
| 


| Totalall | Total all 
Total gold | currencies | Total gold | currencies 
and dollars | (excluding | and dollars (excluding 
| own DOT) | own DOT) 


3, 005.3 | 332.3 2, 760.6 
3, 780.0 398.0 3, 652.0 
4, 652.0 531.0 4, 418.0 


j 
| 





! German defense expenditures in 1950-51 and 1951-52 consisted of occupation costs and small amounts for 
pensions, mobile police force and other miscellaneous costs. 

? This estimate assumes that the peace contract between the Allied Powers and Germany becomes 
€ awe a J 1952, and that the full amount of the illustrative United States defense support will in 
iac ” avallaDle. 

+ The composition of German dfense expenditures in 1952-53 has not yet been determined and this esti- 
mate of defense production is very tentative. 


The integration of Western Germany into the free world’s defense effort without 
recreating the threat of German militarism is one of the foremost tasks of this 
coming year. To facilitate this development, the United States has encouraged 
the formation of a European Defense Community, with Germany as a full member, 
as a part of the broader Atlantic Community. 

The present economy of Western Germany is marked by: 

1. Heavy dependence on foreign trade: Prewar Germany produced 80 percent 
of its food requirements; now 40 percent must be imported. 

2. A large refugee problem: An area which supported 39 million people before 
the war must now support 48 million. 

3. The support of Berlin: The isolation of Berlin and the assistance furnished 
that city results in a heavy net drain on the resources of Western Germany 
amounting to $350 million per vear of which an estimated $100 million represents 
a drain on Germany’s dollar area trade balance. 


96908—52——-49 
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4. Heavy war destruction: A large part of German resources has, of necessit\ 
been diverted to replacement of destroved properties. 

German defense expenditures in 1950-51 and 1951-52 were largely for occupa- 
tion costs. For 1952-53 the Germans have agreed to a financial contribution of 
$2,679 million to western defense, representing a use of German resources com- 
parable with that made by other major Western European countries. Defens: 
funds in 1952-53 will be used (a) to support NATO forces stationed in Germany 
and (b) to pay for common EDC costs, including costs of German troop units and 
armament production to be initiated in 1952-53. The German contribution to 
hard-goods production should be substantial in view of Germany’s industria! 
capacity, and is tentatively estimated at $536 million in 1952-53. The potentia! 
for defense production is far greater; for example, it is estimated that by th 
latter part of 1954, Germany should be able to produce combat and transport 
vehicles at an annual rate of $840 million as well as other items of major matérie! 

Gross national product is expected to rise by 8 percent in 1952-53 compared 
to the previous year. This rate of growth, the highest in Europe, should permit 
continuation of the high level of investment to replace war damage, develop 
capacity to produce for defense, and permit a moderate increase in the level of 
per capita consumption. 

The increase in GNP and in the defense program cannot occur, however, unless 
United States defense support is provided to pay for essential imports from th: 
dollar area. Armaments production will require increased amounts of non- 
ferrous metals and industrial chemicals. Food requirements will continue high, 
and the increased energy requirements resulting from the general increase in 
production will make necessary increased imports of petroleum and some con- 
tinued imports of coal. As indicated in the preceding chart, total dollar imports 
in 1952-53 are estimated at $854 million of which $753 million is expected to 
come from the United States and Canada. It is anticipated that German expori- 
to the dollar area will reach $531 million and that other net receipts will tota! 
$163 million leaving a deficit of $160 million. Without the marginal imports 
represented by the $160 million of defense support, the expansion of the econom, 
and the resulting defense expenditures could not be supported. 

Without the defense support from the United States, it is estimated that the 
lower total production and smaller budgetary revenues would result in cutting 
down German defense expenditures by more than twice the amount of United 
States defense support proposed. 


DENMARK 


[Defense support: 1951-52, $23 million; illustrative figures 1952-53, $20 million] 
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1 These estimates assume that the full amount of the illustrative United States defense support figur: 
will in fact be available. 
2 In 1950-51 prices. 
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Denmark has practically no natural resources and lacks large scale heavy 
industries. The Danes must import much of their required feedstuffs in sub- 
stantial measure from the dollar area. These are then converted, through the 
livestoek herds, into butter, bacon, eggs, etc., for sale abroad, mainly to Western 
European customers. They also import nearly all other raw materials inelud- 
ing almost the entire fuel supply. The dominating economic problem has been 
to finance the import materials required by an expanding domestic economy. 

Since the end of 1949 the country has suffered from an almost continuous 
deterioration in the terms of trade. 

It is hoped that defense expenditures can rise from $63 million in 1950-51 
to $152 million in 1952-53; in the latter year almost a fourth of the defense pro- 
gram would be devoted to the production of military hard goods. Though gross 
national product is expected to increase slightly, the increase in the defense 
effort would cause a reduction in per capita consumption in 1952-53 to a level 
4 percent below 1950-51. 

A difficult economic problem has resulted from the fact that Denmark has 
been unable to obtain as much coal from Poland as in other postwar years. 
Therefore, Denmark has had to turn to other sources for its coal supply, the 
major source being the United States. Coal imports from the United States are 
expected to increase from $23.7 million in 1951-52 to $30.6 million in 1952-53. 
Coal plus grains ($12.6 million) account for almost half the total import require- 
ments from the United States in 1952-53. Defense support requested for fiscal 
1953 is required to cover approximately half of Denmark’s required coal imports 
from the United States. 

If defense support of $20 million is eliminated, imports would be reduced with 
the major impact falling on feedstuffs, coal, and industrial machinery. Re- 
duced imports of these items would effect a reduction in GNP. The major 
impact of the decline in GNP would be borne by civilian consumption. The 
remaining impact would be absorbed by a reduction in the defense effort of $42 
million to a level of $110 million. 


AUSTRIA 


[Economie aid: 1951-52, $120 million; illustrative figure 1952-53, $86 million] 








Amounts in million dollars, current prices 
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The significant economic facts in Austria are: 

(a) A persistent balance of payments problem resulting from a scarcity of 
natural resources and underdevelopment of existing resources. 

b) Internal inflation. 

(c) The drain of Austrian resources by the U. 5. 8. R. occupation authorities 
as the result of (1) unrequited exports from output of the 350 enterprises con- 
fiseated by the U. S. S. R. under the pretext that these assets were German 
property; (2) failure of the Soviet-controlied enterprises to pay taxes. 

(d) The deterioration of trade with Eastern Europe, upon which Austria was 
traditionally dependent. 

United States economie assistance is required to assist the Austrians in modify- 
ing their trade patterns in favor of closer ass«ciation with the west, to resist 
attempts by the Soviet Union to disrupt the economy, and to carry on the job 
of reconstruction. United States economic aid is provided not for defense support 
as in the NATO countries, but to maintain minimum consumptiom levels and to 
permit further progress toward viability. The presence of the Soviet occupation 
troops on Austrian soil, and the terms of the occupation statute limits Austria's 
ability to contribute to western defense. 
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During fiscal year 1953, Austria will provide local currency equivalent to $23 
million to pay French, British, and Soviet occupation costs. The United States 
Government has been on a pay-as-you-go basis since 1945. 

Austria is confronted with serious difficulties in increasing exports sufficiently 
to finance the volume of imports required to maintain a tolerable standard of 
living. As a small country with limited resources, she must compete for export 
market with other richer and more efficient industrial countries. Rising prices of 
her export goods, stemming in part from internal inflation, is adversely affecting 
the competitive position of Austrian goods. 

The improvement in the balance of payments has been retarded by the necessity 
of making a major readjustment of her traditional trade pattern, as the result of 
the deterioration of east-west trade. The effect of the deterioration of trade with 
Eastern Europe on Austria’s estimated dollar requirements of $150 million in 
1952-53 may be illustrated by the fact that almost half of these requirements are 
due to the necessity of importing from the United States three products formerly 
obtained from Eastern Europe—bread grains, coarse grains, and coal. These 
three items account for $65.9 million of Austria’s imports from the United States 
and for $47.6 million of anticipated MSA financed imports. 

The inflationarv problem has been attacked by a limitation on the expansion of 
credit, raising of the rediscount rate and a voluntary program to roll back prices. 
Further stabilization measures are under active discussion between the MSA 
mission in Vienna and the Austrian Government. 


As to title II, Mr. Chairman, I would suggest that if you and the 
committee approve we start out with those aspects of the program in 
title II which, as you perhaps know, cover the Near East and Africa, 
which are not the point IV programs. 

We run into a situation here in title II which may be a little con- 
fusing at first glance. You will note that there is military aid shown 
in the papers that have been put before you for three countries in that 
area. Two of these are Greece and Turkey, which for military aid 
are in title II, but which for their defense support are in title I. 

You may wonder why that was done. It was done primarily to 
carry out the same pattern that we had last year in the bill so there 
would not be confusion in changing from one year to the next. 

There are also two other programs in title II which are not of the 
point IV type. One of those is the program for which $65 million is 
requested for what are called the Palestine refugees, those Arabs 
who have been displaced from Palestine and are now at loose ends 
and are in camps and elsewhere in other parts of the area. These 
people constitute, unless properly cared for and then reintegrated into 
these areas, a real and very serious threat to the stability of the area. 

The great bulk of the money requested for this purpose is for the 
reintegration or settlement or setting up of these people in useful! 
occupations in other parts of the area. But this is not a point IV 
program, and it should be distinguished from the point IV programs 
in other countries. 

The other segregable item, which is again not a point IV program, 
is $76 million for economic assistance by way of imports into the State 
of Israel, which, as you know, has been the haven of refuge for large 
numbers of Jews who have fled chiefly from the European area. It is 
necessary to assist with a program of imports into the country in order 
that the integregation, or the settlement of those people in Israel 
may be accomplished. Of the total requested for Israel of $79 million, 
$3 million is of the point IV type, and $76 million is this import 
program. 

Chairman Ricuarps. Will you give us those figures again? 

Mr. Woop. Seventy-nine million dollars is the total requested in this 
bill for Israel, of which only $3 million is of the point IV technica! 
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assistance type, and $76 million is an import program required to 
assist the State of Israel in taking care of those refugees from Europe, 
those who have just moved into Israel and have greatly increased the 
population of that area. 

The immigration of these Jews has largely ceased. There is just a 
trickle coming in. But there have been in the last several years great 
increases in the population of the State of Israel. As I think is gen- 
erally known, it is not a very rich country with very great resources, 
and the development of that country is being done largely through the 
efforts of the Jews themselves and by means of assistance from Jews 
elsewhere in the world. 

As you know, there are large bond issues which have been floated 
in America, for example. Pending the stabilization of the situation 
economically, it is thought most desirable to assist in this situation 
in order to prevent the kind of economic instability which might lead 
to political instability. 

I thought we would like to deal first with these separable programs 
to the extent that the committee wishes to go into them, and perhaps 
tomorrow present the point IV program in this area, which covers 
most of the Arab States. 

Chairman Ricuarps. You have heard the expressions around ere 
of the difficulty members have had in coming to a conclusion as to 
how much money really was for point IV in this area? 

Mr. Woop. Yes, sir. 

Chairman Ricuarps. You are going to draw a line there and say, 
“This is for this, and that is for that’’? 

Mr. Woop. Exactly. When the point IV people testify, which, if 
the committee desires, we can have this afternoon or tomorrow, or 
Saturday, they will cover the purely point IV activities in this area 
after we have dealt separably with these items which are not of the 
point IV type. 

Mr. CuiperFieLp. What was the figure in this bill for the Arabs? 

Mr. Woop. For the Palestine refugees in the Arab States, $65 
million. 

Mr. CurperFietp. What was it last year? 

Mr. Woop. As I recall, it was $50 million. This is a part of, I hope 
to have an opportunity to explain later, a 3-year program. Other 
countries are making contributions as well, Mr. Chairman. 

Chairman Ricuarps. Mr. Wood, I understood we would go on. 
You mentioned Greece and Turkey. The membership seemed to be 
satisfied yesterday to go on from that. 

Mr. Woop. I just want to point out that the figures on the amount 
of military aid and economic or defense support aid for Greece and 
Turkey are given in the papers before you. They also show, as I 
think you will have noticed, a military assistance program for Iran. 

If there are no questions on Greece or Turkey or Iran, we can put 
the information into the record, which we will try to make as useful 
to the committee as possible. But we are ready, if there are any 
questions. 

Mrs. Boiron. I have a question I would like to ask. Has any- 
thing been done to cut down the expenses or personnel of this program 
in Greece? 

Mr. Woop. As you know, Mrs. Bolton, there has been a very 
strong drive to reduce administration personnel as the result of in part 
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the provision in the law last year concerning the Mutual Security 
Agency, that as of January 1 the Mutual Security Agency should have 
10 percent less administrative employees than the number on August 
31. Insofar as those administrative and staff employees are con- 
cerned we are at the moment, and have been, well below the number 
prescribed. 

Mrs. Boiron. You mean you have taken off more than 10 percent? 

Mr. Woop. Yes. There has been a considerable reduction in 
most of the countries. There has been a sizable reduction, I believe, 
in Greece as well. Greece, of course, has been, and we can go into 
this in any detail you wish, in a rather distinct category from some 
of the other countries in that, in the first place, as you know, it has 
been one of the countries in which there was active rebellion, in which 
we had a very considerable military mission assisting the Greeks in 
their training. 

It also, under the circumstances, had a Government which required 
very considerable help by way of technical assistance and guidance 
from us. 

Mrs. Bouton. One of the things that is very difficult for us is that 
we have constituents who travel there. They come back with certain 
definite reports. We write to the Department, and even out to 
Greece, and it is all brushed aside as though these reports meant 
nothing, that they were not accurate, that they were emotional, that 
there was nothing to the picture as painted. 

It then leaves us high and dry with no reply to the constituents 
except that they are crazy, that they have not seen anything, and 
that what they have seen and reported is false. Well, you cannot 
say that to anybody, although I have had it said to me in very polite 
language by a number of people. 

Mr. Ristcorr. Would the gentlewoman yield? 

Mrs. Bouron. Yes. 

Mr. Risicorr. You might be interested in knowing that the figures 
show that as of January 31, ungraded civilians in the Defense Depart- 
ment engaged in handling mutual-security shipments are in the total 
sum of 19,403. Those are not military people but civilians in the 
Defense Department. 

Mr. Woop. I do not want in any way to imply, Mrs. Bolton, that 
I feel that these reports are in all cases to be brushed off. 

I have seen at times, and I have heard it stated on the radio and 
otherwise, figures as to the number of Americans in Greece that were 
perfectly fantastic and just were not so. 

Mrs. Boiron. I grant you that happens many times. 

Mr. Woop. It happens many times, and in that case I think you 
would be the first to wish us to set the record straight. I do not wish 
to give any impression that there are not and have not been what at 
first glance might look like a disproporationately large number of 
people in Greece. 

Mrs. Borron. It is not just the number of people. It is their 
procedure. It is the way they live. It is the way they get around 
it has made us enemies not friends. 

Mr. Woop. I am sure there have been cases. We are constantly 
on the look-out for them. 

Mrs. Boiron. Then when we put something at your disposal to 
deal with, we get a brush-off. 
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Mr. Woop. I may say, as far as the Mutual Security Agency is 
concerned, Mr. Kenney has just been to Greece, and one of his main 
considerations was to look into this and see what could and should be 
done. 

I would not for a moment tell you that there have not been abuses. 
| do say there are special reasons why it is necessary to have in Greece 
a considerably larger number of people if our assistance, both military 
and defense support, is to be made the most of, a considerably larger 
number than, for instance, in England. 

Mrs. Bouron. It is especially then to be regretted that those people 
are set up in such a fashion that the Greeks cannot possibly live the 
same way, that they set up a sense of distaste on the part of the popula- 
tion. 

| think when our American people go to different countries they 
should live as the people in those countries do, and not set up a whole 
business of special PX stuff, and everything else. Let them eat what 
the people eat, and learn about some of the things that are going on in 
the world. 

There is too little of that. Where it has been done, it has made such 
a marvelous relationship that it grieves one very much when one finds 
that it is not done all over. I will not take any more time, Mr. 
Chairman. 

Mr. Woop. I do not know if General Olmsted would like to comment 
on the size of the staff required to deal adequately with this very 
complicated and large military end-item and training program that 
Mr. Ribicoff mentioned or not. Would you like to make any com- 
ment on that, or would you want to take it up later? 

General Ovmsrep. As long as we are talking about Greece, our 
military strength over there is 329. 

Mrs. Boiron. What is the civilian group in the military? 

Mr. Risicorr. When I was over there, Mr. Puerifoy assigned a man 
who got out the books, not what we hear about in the statistics, a 
young man who was in charge of this whole thing in the Embassy, 
and he started to copy down in his own handwriting these figures, and 
gave Me & Memorandum on it. 

When you added up all the Americans and Greeks working for the 
American Embassy on our payroll, and they had all kinds of names, 
it totaled 1,899 people. ‘That is what the Embassy gave us, not out 
of charts, in the handwriting of a man who was in charge of this. 

Mr. Woop. That was Americans and Greeks? 

Mr. Ristcorr. Yes; and not including the military people connected 
with the military. It was exclusive of the military men connected 
with the military program. 

General O_Msrep. Our actual strength on the 3ist of January in 
Greece was: Army, 220; Navy, 52; Air Force, 57; or a total of 329; 
military personnel, graded civilians: Army, 21; Air Force, 5; Navy, 0; 
a total of 26; and no ungraded civilians or noncitizens. That is our 
actual strength reported as of January 31. 

Mr. Woop. For the Mutual Security Agency, while we are on the 
subject, I might also give the figures, and these I think are what you 
would also get from the Embassy: We had in Greece a total of 532 
people, of which 367 were Greeks, people who were guards, chauffeurs, 

lerical employees, 








766 MUTUAL SECURITY ACT EXTENSION 


We make the greatest possible attempt to use as many locals as we 
can, for one reason, because they do not get paid in dollars, they get 
paid in local currency. 

We had 27 people directly administering the program. In addition 
we had, again because of the very great requirement of the Greek 
Government itself for guidance and help, 138 Americans giving tech- 
nical assistance in governmental operations, agriculture, industry, and 
in other fields. Many of these are in the Greek Government depart- 
ments making sure that we get as good and as effective a use of our aid 
and of Greek resources as possible. 

I would not want this to appear on the record, but I will give it to 
you off the record. 

(Discussion off the record.) 

Mrs. Botron. If there are 1,800 people in the Embassy in Greece, 
I would like to know what those 1,800 people are doing. You Army 
people say that you do not have anything like that. Mr. Wood says 
there are not any in his area. What are the 1,800? 

Mr. Woop. The total, as the figures have been given here, of the 
military and the Mutual Security Agency employment, including in 
the Mutual Security Agency 367 Greeks, is 887. 

Mrs. Botron. Those are over and above——— 

Chairman Ricuarps. Will the gentlewoman yield? If you do not 
mind, let us go on with this country business, and then take up, if we 
wish, the general personnel situation when we take up the pipeline 
and the funds, and all that. 

If we proceed, I assure you that you will be given time to ask 
additional questions on that. 

May I call to the attention of the committee right here a very good, 
I think, staff study and memorandum, prepared by Mr. Westphal, 
on titles If and III, Bilateral Economic and Technical Assistance 
Programs Under TCA. 

You will not have time to study that here now. I wish you would 
while we are considering economic aid in titles I] and III. Also, 
shortly we will take up the technical assistance aspects of the program. 
I think you will find that this study will be very helpful to you. 

I want particularly to call your attention to page 36 of this study. 
There are some conclusions there. 

Mrs. Botron. May I call your attention, Mr. Chairman, to page 
30, “Availability of Personnel.’’ I think it should have careful con- 
sideration as we go into the amount of money that is being requested. 
I hope the committee will read the “Availability of Personnel” with 
great care. It is on page 30 in this staff study from Mr. Westphal. 

The paragraph states— 

TCA, unlike ITAA, does no direct recruiting. Program direction personne] are 
recruited through the State Department. 


They do not rate a high priority. It is difficult to get the personnel. 
So that the columns that we have telling us what they want and what 
they were able to get last year seem to point up a situation that we 
will be faced with on the floor. 

It will help to answer the question as to why do you ask for so 
many people when you were only able to get a small portion of what 
you wanted last year of technical people. 

Chairman Ricuarps. You will find a compilation there of these 
figures on page 36, and also some conclusions which you may want 
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to ask some questions about before the witness is finished in this 
field. We will proceed. 

Mr. Woop. If there are no further questions on Greece and Turkey 
and Iran on the military side, and this document which has been 
placed before you shows the amounts of military assistance proposed 
in this bill— 

Mr. CutPeRFIELD. Is it in here? 

Mr. Woop. This is a document which has been placed before all 
the members. Mr. Crawford, what is the designation this has? 

Mr. Buttock. M-48. 

Mr. Woop. It shows the amounts of military assistance, defense 
support, and economic and technical assistance by countries by 
titles. 

On the page covering title II, you will see, looking at the column 
for ‘Military assistance,”’ the amounts for Greece, for Iran, and for 
Turkey, and then in the next column you will see the economical and 
technical assistance by countries, and then the total. 

Again, may I say for the record that the military assistance figures 
in column 1 are classified so far as each country is concerned. The 
totals for the area are not classified. The economic and technical 
assistance figures are not classified. The totals of both forms of 
assistance for each country are classified, because you could very 
easily take the total and subtract the economic and technical assist- 
ance and come out with the military figures. 

[ talked with Mr. Vorys about that the other day. I want to make 
it clear for those who were not present when we discussed that. 

Mr. Vorys. We are afraid that some of these darned Russians can 
subtract. 

Mr. Woop. There is some evidence that they can subtract, Mr. 
Vorys. 

General Otmstrep. And also multiply. 

Mr. Woop. If there are no further questions on the military 
requests for Greece, Turkey, and Iran, or on the amount of defense 
support for Greece and Turkey, or economic and technical assistance 
for Iran—by the way, let me say that the economic and technical 
assistance for Iran, which you will note is given there or is proposed 
in the amount of $25 million will be discussed when the point IV 
program is before you. 

If there are no further questions on those items, I suggest we might 
go on, Mr. Chairman, to the discussion of the Arab or Palestine 
refugee program, for which we have Mr. Gardiner of the State Depart- 
ment here, and after that to the question of the Israel import program. 
| do not know how fully the committee wishes to go into those pro- 
grams. We have Mr. Gardiner here who can, if you wish, outline in 
a few minutes the nature of these programs and their purposes. 

Chairman Ricuarps. Let us hear Mr. Gardiner on that for a 
moment. He can make a concise statement on that. If the com- 
mittee wants to ask some further questions, they can do that. 

Mr. Woop. Mr. Gardiner has a full statement he can put in the 
record, 

Chairman Ricuarps. Do you care to make a statement on that? 
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STATEMENT OF ARTHUR Z. GARDINER, ECONOMIC OPERATIONS 
ADVISER, BUREAU OF NEAR EASTERN, SOUTH ASIAN, AND 
AFRICAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Garpiner. My statement is about 8 pages, but I can summarize 
it in 5 or 10 minutes. I will offer it for the record. 

Chairman RicHarps. Without objection, it will be inserted in the 
record at this point. 

(The document referred to is as follows:) 


Tue PALesTINE REFUGEE PROGRAM 
BACKGROUND 


The Congress has considered the case of the Arab refugees from Palestine o: 
previous occasions, and the background of the problem is therefore well known to 
this committee. However, it may be well to recall a few high points. 

As a result of the conflict between Jews and Arabs in Palestine, which reached 
its culmination in 1948 following the withdrawal of the United Kingdom as 
mandatory power, hundreds of thousands of the Arab residents of Palestine moved 
in waves across the frontiers of neighboring countries and into the Arab-held part 
of Palestine. The reasons for the flight of these unfortunate people are stil! 
points of bitter dispute between the contending parties. The fact remains, that a 
million Jewish people have entered Palestine since 1947, and that nearly a million 
Arabs have left their former homes in Palestine, and that virtually none of the 
Arabs have been compensated for their property. Homeless, stateless, and gen- 
erally idle, these Arab refugees represent a grave threat to peace and stability 
in the Near East. 

PRESENT STATUS 


Whatever the reasons for their departure from Palestine, the refugees are not 
permitted by the Israeli Government to return to their old homes in any significant 
number. These refugees are principally country people, farmers, and shepherds, 
at least two-thirds of the families having made their living in such pursuits. The 
rest, representing townspeople, are constituted of a small professional class, 
merchants, small landowners, artisans, and small-shop keepers. In addition, there 
was in the large towns a fairly large floating population of unskilled laborers. 

At the peak of the relief program in 1949, no less than 1,019,000 people were 
receiving rations from United Nations sources. Today, the numbers on relief 
in the Arab states have been reduced to 850,000. The countries giving refuge to 
the bulk of the refugees: Syria (83,000), Jordan (467,000), and Lebanon 
(107,000)—are small and lack the resources which are necessary to sustain such 
numbers of homeless and jobless people. Furthermore, being all recently estab- 
lished as independent nations, they lack the administrative skills which otherwise 
might be brought to bear on problems of relief and resettlement. 

In the Gaza region, presently under control of Egypt, where a small strip of 
coastal territory and its hinterland—now in Israel—supported 70,000 people 
during days of the Palestine Mandate, the addition of 200,000 refugees has created 
a situation which likewise requires massive assistance from abroad. Little change 
has yet occurred in the numbers or status of these refugees at Gaza. 


CONTINUING UNITED STATES INTERESTS 


The relief and resettlement of the Palestinian refugee is of even more importance 
to the security of the United States today than it has been in past years. Ther 
are numerous reasons for this: 

First, the Anglo-Egyptian dispute over the defense of the Suez Canal, the future 
status of the Sudan and the recent riots in Cairo have upset the stability of the 
entire Near East area at a most crucial moment in our efforts to build up the 
security of the area. Every other situation contributing to the instability of th: 
area, of which the Palestine refugee problem is one of the most serious, endangers 
the peace of the free world. 
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Second, no real security can be obtained in the Near East until a lasting peace is 
obtained between Israelis and Arabs. The refugee problem is the principal 
obstacle to this peace. 

Third, Communist propaganda continues to exploit the plight of the refugees. 

Fourth, the presence of the refugees serves as a constant reminder to the Arab 
world of what is considered anti-Arab intervention of the west in the Palestine 
case. The refugee is therefore a symbol about whom all dissidents can rally. 

Action taken by Congress in prior years has safeguarded our national interests 
by avoiding the complete catastrophe which famine, disease, and unrest among the 
refugees would have brought about. Authorization in the Mutual Security 
Act of 1951 of the contribution to the United Nations Fund of $50 million assisted 
in a successful outcome of the debate on Palestine in the General Assembly of the 
United Nations, which augurs well for the future of the program. While few 
resettlement funds have been committed to date, actually the Agency has had 
little time since appropriations became available late in October 1951 to come to 
grips with its problems in the field. As the case was last year, it is the intention 
of the executive branch that funds will not be contributed to the United Nations 
unless a genuine contribution is made toward solving the refugee problem. 


RELIEF 


Relief for this refugee population, located in these areas on the borders of 
Israel, has taken the form of foodstuffs, the most economical shelter available, 
and an effective medical program guided by the World Health Organization. 
The United States has contributed slightly less than 60 percent of this amount. 
Rations for adults have consisted of 10 kilos per month of flour, and marginal 
quantities of sugar, rice, pulses, fats, and oils. The daily caloric content has 
been approximately 1,600 in the summer and 1,700 in the winter. Fortunately 
for the refugees, deficiencies in the diet bave been rectified in some cases by 
vegetables that the refugees manage to grow themselves, by the expenditure of 
what small earnings the refugees can make, and by exchanging parts of their 
standard rations for other produce. 

As far as shelter is concerned, approximately one-third of these refugees live in 
camps of varying size from a few hundred persons to over 20,000. The camp 
dwellers generally are sheltered in tents, although occasionally barracks or other 
buildings are available. There is now a tendency, which the United Nations 
Relief and Works Agency encourages, for the refugees to build small structures 
for themselves, generally of local material, as a substitute for tents, tents being 
extremely difficult to obtain on the world markets. Refugees living in these 
camps have the benefit of organized health and educational services, perhaps a 
partial compensation for most inadequate housing. Refugees who have found 
shelter elsewhere, principally in the larger towns, are able at times to secure 
work. The scanty rations provide them with the barest margin of security. 

Relief operations costing today less than $3 per person per month, are, we 
believe, being conducted along sound and economical lines. We cannot, how- 
ever, contemplate an indefinite continuation of a relief program. Humanitarian 
considerations and considerations of our national interest require us to seek, 
along with our colleagues in the United Nations, a solution which will enable 
the Palestinian to become once more a self-supporting citizen. He was, formemy, 
among the most progressive and best educated of the Arab peasantry. 


THE PROGRAM FOR HOMES AND JOBS 


United Nations operations are conducted through the United Nations Relief 
and Works Ageney for Palestine Refugees in the Near East (UNRWA), an 
agency responsible directly to the General Assembly, whose operations are con- 
ducted by a Director and an Advisory Commission on which the United States, 
the United Kingdom, France, and Turkey are represented. 

The General Assembly, at its sixth session, recently considered and approved 
by a unanimous vote, the Soviet bloc abstaining, a program of UNRWA which 
seeks a solution of the problem of the refugee within a 3-year period which began 
July 1, 1951, and will end June 30, 1954. The program is estimated to cost 
$250 million, of which $200 million is for settlement and $50 million for relief. 

Settlement costs, involving estimated expenditures of $50 per capita for indi- 
vidual placement and training, and higher expenses for urban housing and small 
urban enterprises, rise to $3,500 per family for development of agricultural settle- 
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ments on irrigated land. These are tabulated as follows in the current report of 
the Agency: 
Dollars (U. 8S.) 

Placement in a job 50 
Training for such positions as motor mechanic, laboratory tech- 

nician, teacher, etc 100-350 
Establishment in gainful industrial and agricultural enterprises___- 150-2, 500 
Construction of housing units, both urban and rural 550-2, 000 
Development of agricultural schemes on rain-fed land or land 

partly rain-fed and partly irrigated 
Development of agricultural schemes on mainly irrigated land 


The over-all plan of the Agency calls for the reintegration of 150,000 refugee 
families into the Near Eastern economy. Some 90,000 of these families are of 
rural background and might be resettled on the land at an estimated cost of 
$1,900 per family. The remaining 60,000 families made their living in urban and 
village communities in Palestine where the wage-earning members were skilled 
and semiskilled workers and artisans; the training and placement services will 
be used to help these people to work opportunities as they arise, as the general 
economic development of the Near East gains momentum. This aspect of the 
program will cost on the average about $500 per family. 

If circumstances permit, commitments under this reintegration program might 
reach $50 million for the first year ending June 30, 1952, $100 million the second 
year, and $50 million the third year. If so, the United Nations Relief and Works 
Agency has estimated that relief expenditures might be cut from $27 million in 
fiscal year 1952 to $18 million in fiscal year 1953 and relief presupposes that 
> sagen projects and other expanding enterprises in the Arab States will 
provide continuing employment for many thousands now destitute. 

This is an ambitious plan. What are the physical and political settings for 
its success? 

THE SETTING 


Among the conclusions of the Economic Survey Mission of the United Nations, 
which investigated the area with special reference to the Arab refugee problem 


in 1949, was the following (Final Report of the United Nations Economic Survey 
’ Ty A 


Mission for the Middle East, pt. I, p. 16, item 7): 

“The inability of the refugees rapidly to find for themselves gainful employment 
in the Arab countries is but a symptom of the need for development of the unused 
resources of the Near East, where lack of available capital is responsible for much 
idle manpower. This is a task for the Near Eastern governments to do in their 
own way, and in due course, with the help of competent counsel and substantiai 
financial credits.” 

It continues to be true that the countries of the Near East sheltering the 
refugees are faced with problems of unemployment and underemployment among 
their own citizens. The economies of these nations are stagnant and deteriorating. 
While a few among the upper classes are conspicuously wealthy, the resources 
available do not afford for local accumulation of substantial real savings. There 
is a vicious circle of poverty, frustration, and misery which cannot provide the 
atmosphere or the setting receptive to substantial numbers of immigrants from 
another area, allied though these prospective immigrants may be in culture, 
religion, and language. Solution of the Arab refugee problem through resettlement 
will only be possible, then, if there is a genuine economic development, through 
the creation of new farm lands, through land reclamation and new transport 
facilities, and the creation of new industries. 

Programs undertaken by the United States through bilateral channels will as- 
sist. If the work of the International Bank is further extended in Iraq and Syria 
and Lebanon, this again will help find a solution. In Jordan, however, the state 
depends for its existence almost entirely on foreign subsidies. In Jordan there- 
fore it may well be necessary for the Agency’s assistance to include not only 
expenses involving the capital requirements of an individual refugee family, but 
also development of community and regional facilities on a considerably larger 
scale. One example would be the establishment of new highways, and another, 
the development of large-scale irrigation works in the Jordan Valley itself, where 
engineering studies have led to the conclusion that as many as 20,000 additional 
irrigated farmsteads might be established in the valley by appropriate conserva- 
tion of the floodwaters of the river Yarmuk, the principal tributary of the Jordan. 
Such a project might be appropriate for the UNRWA, if other sources of finance 
were unavailable, and international agreement possible among the nations con- 
cerned in a regional development of this nature. 
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THE POLITICAL PROBLEMS 


The United States and the United Nations have consistently attacked the 
Palestine refugee problem for what it is—a social, economic, and humanitarian 
problem involving hundreds of thousands of homeless and destitute people. In 
candor, however, it must be stated that most of the inhabitants of the Near East 
are prone to view the problem principally in its political aspects and as an un- 
resolved issue arising out of the conflict in Palestine. This is the reason why 
progress has been so slow, and why it has been so difficult to get action in negotia- 
tions with Arab States looking toward specific settlement projects. It is appro- 
priate to review the situation country by country. 

Egypt.—Egypt strongly supported the Agency throughout the period of 
preparation of the 3-year plan and continues to cooperate generously. Egypt 
made certain areas in the Sinai Peninsula available to the Agency as a site for the 
resettlement of Arab refugees in Gaza. Water sufficient to irrigate this arid 
area has not been found so far, despite the efforts of an international geophysical 
team which has been exploring the area. Egypt cannot contemplate resettling 
refugees in the Nile Valley, which has already one of the most pressing population 
problems in the world, and where the standards of living are dangerously close to 
subsistence levels. 

Lebanon.—Lebanon also has supported the United Nations program. In 
Lebanon, however, there is the problem of overpopulation: Lebanon already has 
50,000 unemployed potential wage earners, and Lebanese nationals are forced to 
emigrate in large numbers every year to find a living abroad. Furthermore, 
Lebanon is a Christian state and wishes to maintain the Christian-Moslem 
balance of its present population. Permanent settlement of large numbers of 
Mosleum refugees would tip this balance. There are, however, some 20,000 
refugees of Lebanese ancestry presently in Lebanon and the Lebanese Govern- 
ment has expressed a willingness to find permanent homes in Lebanon for these 
people at an appropriate time. 

Jordan.—Jordan has accepted the principle of refugee resettlement almost from 
the onset of the refugee problem. Refugees in that country can become Jordan 
nationals without difficulty and obtain work permits. The Agency is moving 
forward with a number of projects including agricultural resettlement, and assist- 
ance through loans and grants to artisans and petty tradesmen to get a fresh 
start in life. In Jordan, however, the United Nations is faced with the extreme 
paucity of natural resources in the country. Estimates vary as to the number of 
refugees for whom homes and jobs can ultimately be found in Jordan ranging from 
a pessimistic 50,000 to a hopeful 200,000. 

lraqg.—In the fullness of time, Iraq might have room for tens of thousands of 
the refugees with her large resources of land, and the water from the great Tigris- 
Euphrates river system. At present, however, at least half of Iraq’s present 
population live under most wretched conditions, and something must be done 
about their status before Iraqi leaders can consider large-scale agricultural reset- 
tlement plans for ex-Palestinians. Iraq has just launched a 5-year development 
plan involving over half a billion dollars. Iraq will finance this development from 
loans and from her own earnings of oi! royalties. We are assisting her in the 
swift execution of this program through the provision of sorely needed technicians. 
Once action starts on the Iraqi development program, we confidently expect 
calls for skilled and semiskilled labor from among the Palestine refugees; these 
the United Nations Relief and Works Agency can help meet through training and 
placement programs. It should be mentioned that Iraq has supported some 
5,000 ex-Palestinians completely at her own expense ever since 1949 and is pres- 
ently reintegrating them into the Iraqi economy. 

Syria.—Syria is another key to the solution of the Palestine refugee problem. 
In that country we find large areas of unused arable land, in underpopulated 
areas. In addition to the 80,000 presently in the country, many thousand more 
refugees could be settled in Syria. It is in Syria, however, that we face the most 
difficult political problems. First of all, there has been extreme instability in 
Syria’s Government—four coups d’état in 4 years. This has not provided a 
favorable atmosphere for the Agency’s negotiations. In an unstable situation 
public opinion has been at the mercy of ultranationalistic and zenophobic agitators. 
Large numbers of Syrians are convinced that implementation of the 3-year pro- 
gram in their country would constitute an admission of Israel’s defeat of the 
Arabs. There is also a tendency for Syrians to hesitate about cooperating in 
liquidating a problem which they feel is Isreel’s responsibility. The e are, how- 
ever, e'ements in Syria who support the United Nations program and Syria has 
not hesitated to join with her sister Arab States in supporting the plan in principle. 
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The Agency is patiently continuing the negotiations with the Syrian Government 
and there are recent indications that they may have a successful outcome. 

So much for the governments involved. What is the attitude of the refugees 
themselves? The refugees have now been on a dole for almost 4 years. In the 
absence of any clear alternatives, a great many of them continue to insist on 
their repatriation to Israel and on their unwillingness to accept resettlement 
elsewhere. 

They cling to their rights of repatriation or compensation as set forth in a 
United Nations General Assembly resolution of 1948, and show some hesitation 
at accepting resettlement, thinking that such action might somehow compromise 
these rights. The United Nations General Assembly resolution of 1952 setting 
forth the 3-year program clearly protects these rights. Israel has declared 
publicly her willingness to negotiate the question of compensation for lands aban- 
doned by the Arabs who fled the country, but Israel’s desperate economic position 
militates against her ability to pay this compensation in time to finance the 
needed early solution to the refugee problem. 

As long as the refugee has nothing to look forward to except camp life and 
ration lines, we cannot expect him publicly to declare anvthing but his natural 
desire to return home. This program is an opportunity to provide the refugee 
with a real choice—the choice of a new home, a job, and a chance to make a fresh 
start in life among his own people. 

costs 


From the beginning of the original United Nations relief program in 1948 to 
the end of 1951, total governmental contributions and pledges amounted to 
$153 million. Of this total, United States contributions and pledges amounted 
to $93,450,000, or 61 percent. 

For the fiscal year 1953, authority is requested to enable the United States to 
contribute $65 million toward a total budget of $118 million. In view of the 
magnitude of the $250 million 3-year program, and the obvious difficulties in 
raising this large sum, it is possible that the proportionate contribution of the 
United States to the program may rise to a larger percentage than in the past. 
Nevertheless, we propose that the contribution of the United States for fiscal 
year 1953 be subject to the same limitation which we have administratively de- 
termined for the current fiscal year to the effect that the total contribution of the 
United States should not exceed 70 percent of the total contributions of other 
governments. Since the inception of the program, 43 countries have contributed 
either cash, supplies, or services. We are continuing our efforts, both through 
diplomatic and United Nations channels, to obtain the widest and most generous 
possible support. 

Payments made on our contributions are subject to certain other conditions; 
namely, that we will pay only a proportionate share of the relief costs of the Agency, 
and that we will make payments on the reintezration program only as firm plans 
for resettlement are proposed by the Agency and accepted by the countries 
concerned. Such resettlement plans must hold expectations of corresponding 
reductions in the relief rolls of the Agency. 

A firm financial base which the passage of the proposed legislation will assure 
is a prerequisite to successful negotiations with the Arab governments and 
peoples looking to firm resettlement plans. The Arab League and the Arab 
delegations to the United Nations are on record as favoring the proposals of the 
Agency. It remains to find specific projects that will be agreeable to these 
countries, to the refugees, and to the United States. 


COURSES OF ACTION 


With all the evidence sifted, there are three possible courses of action. The 
first would be to abandon the program, and leave the refugees to their fate. 
This we reject as contrary to all our humanitarian instincts, and as prejudicial 
to our security interests in a most important sector of the world. 

The second possible course would be to continue relief indefinitely, making no 
plans for self-support of the refugee population. This we reject as costly, waste- 
ful, and risky to our security. 

The third course is to follow the recommendations of the United Nations 
Relief and Works Agency for Palestine Refugees in the Near East and the recom- 
mendations of the General Assembly, and make available a share of the substantial 
funds proposed to provide the resources needed to find new homes and work 
opportnnities for the refugees. Unless this is done, peace cannot be achieved 


in the Near East. 
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Mr. Garpiner. We have some more recent information, Mr. 
Chairman, which I would like to give the committee in confidence. 

Chairman Ricnarps. Proceed on that basis. 

Mr. Cuaruam. Is Mr. Gardiner in charge of this? 

Mr. Garpiner. I am economic operations adviser for the Bureau 
of Near Eastern, South Asian, and African Affairs. I have lived 
closely with the Palestine program since its inception 4 years ago. 

Chairman Ricuarps. How long have you been adviser? 

Mr. Garpinger. I have held the position of adviser since Mr. 
\ieGhee became Assistant Secretary of State, which was 1949. I 
have been with the Department since 1947. 

Chairman Ricuarps. You mean, the Department of State? 

Mr. Garpiner. Yes, sir. The committee in considering this pro- 
cram a year ago, Mr. Chairman, is well aware that it is a mammoth 
task to reach a satisfactory conclusion in finding new homes and new 
jobs for the nearly million Arabs who left what is now Israel in 1948 
following the termination of the British mandate. 

Indeed, a year ago, as | recall the hearings in this room, sir, the com- 
mittee discussed the possibility and desirability of a grant of authority 
which would last for more than 1 year to enable those responsible for 
this program to move forward with confidence in their negotiations 
with the Arab countries. 

At the present time we have on the rolls of the United Nations in 
the four Arab States adjacent to Israel no less than 850,000 people 
who are almost entirely dependent for their daily bread upon the 
provisions made for relief—— 

Mr. Earon. When you say that they are on the rolls, you mean 
that they are publicly supported? 

Mr. Garpiner. By the United Nations. The problem is to remove 
those people from public support and make them once again self- 
sufficient people. As every day passes that problem is in many ways 
aggravated. There is nothing worse for morale than idleness. 

In the meantime, the importance of the issue to the United Nations, 
is as great as ever, and is highlighted by the fact that in our efforts 
io assist Israel and the Arabs to reach a peace settlement it is the 
biggest outstanding issue. The Russians are fishing in these troubled 
waters, and the presence of the refugees is a threat to many of our 
important installations, both commercial installations, oil pipeline, 
und other important things. 

Mr. Earon. Have the Russians caught anything? 

Mr. Garpiner. A lot of converts. ‘They are propagandizing these 
people. 1 think by and large however, the Arab people do not take 
kindly to Russian propaganda. 

We are continuing a relief program which costs rather less than $3 
per refugee per month. It has kept those people reasonably healthy. 
They are reasonably well sheltered as refugees go. But obviously, 
it is a most unhappy performance all around. ‘The United Nations 
considered this program very carefully at the last session of the 
General Assembly, and a resolution was adopted unanimously, after 
considerable discussion, the Russian bloc sustaining, looking toward 
a 3-year program which hopefully will find a solution, an end to this 
business, 
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We may be optimistic in limiting the period to 3 years. On the 
other hand, there are advantages in proposing to the Arab States a 
rather short period. 

The Assembly voted a program for the 3-year period beginning 
June 1951 of $250 million, of which $50 million was scheduled for 
relief and $200 million for resettlement opportunities, new homes, 
new jobs, expenditures that might affect an individual, and con- 
ceivably expenditures that might provide a broader setting by making 
new farm lands available for these former Palestinians. 

Mr. Vorys. Expenses that might affect an individual? 

Mr. Garpiner. I am thinking of page 4 of the document which is 
before you. The United Nations agency has considered placement 
in a job for an individual. They would help him find a job. They 
might conceivably integrate an effective worker for as little as $50. 

On the other hand, if the problem is to find an irrigated homestead 
for a farm family, the cost might rise to as much as $3,500. 

Mrs. Botron. What page are you on? 

Mr. Garpiner. You have the wrong page. 

Mr. Crawrorp. There seems to be another one. I am going to 
distribute it. 

Mr. Garpriner. Mr. Vorys, you will find on page 4 of that state- 
ment a summary of the type of expenditures envisaged in the total 
fund of $200 million. 

There are altogether approximately 150,000 refugee families. 
Based on our knowledge of the former occupations of the refugee 
group, it is anticipated 90,000 of these families, of rural background, 
could be resettled on the land, and that the average cost of resettling 
the family would be as much as $1,900. The remaining families, 
which are village people, wage-earning members, semiskilled workers, 
could be, it is hoped, reemployed, resettled for considerably less, 
perhaps $500 a family. 

Mr. Vorys. Would you mind an interruption? Does that $1,900 
mean we buy land for them? 

Mr. Garptner. The intention would not be to buy land unless we 
were driven to it. I would like to come to that in a moment. The 
expenditures, however, would be related to the cost of improving 
that land and, conceivably, irrigating it, conceivably building roads 
to make it accessible to markets. 

There, if I could interrupt myself for a moment, I was told last 
autumn by knowledgeable people in Jordan that a village had been 
settled as a result of a new road on the eastern side of the Dead Sea 
by a tribe which did not wish to remain on relief. These people found 
their way down that road to useful land, and the first year had shipped 
as many as 8,000 tons of fruit from Jordan to Damascus. 

They had done that on their own with the benefit of the road which 
had been provided through resources contributed to this program. 
It just proves it is possible. 

Mrs. Botton. Is that the development of Musa Alami? 

Mr. Garpiner. It is a separate settlement. 

Mrs. Bouron. He has done a fine job. 

Mr. Garptner. Yes. Here is a group of people who do not wish 
to be dependent and who found a way to go out and find their own 
living. That is very heartening. The United Nations plan provides 
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for a relationship between the relief payments, relief costs, and 
reintegration and resettlement progress. 

It is hoped that the $50 million provided for relief in this legislation 
of the General Assembly will be divided as follows: $27 million for 
the current fiscal year ending June 30, 1952, $18 million for the next 
year, and $5 million for the third year. 

That, I think, Mr. Chairman, is a very hopeful budget and I should 
hate to have to be held to it another year. Again, there was a purpose 
in budgeting on that basis, because it will help us again in our nego- 
tiations with the Arab States. It should be pointed out that the 
Arab States did unanimously accept this program. 

When we come to reduce relief we at least have something to talk 
about in terms of this General Assembly in action. 

Mrs. Botron. Is there a difference in amount in resettling an Arab 
and an Israeli? 

Mr. Garpiner. There is a great difference. I think that was 
brought out last year. In one case you are attempting to resettle a 
European, someone for whom the Israeli contemplates establishing 
European standards. The Arab can live more simply than the Israeli, 
as has been proved by the fact that they can be supported by less 
than $3 a month. 

Mrs. Boiron. How are they being supported? You have not been 
over there? 

Mr. Garpiner. I was there last fall. I think their life leaves much 
to be desired. But let us be perfectly frank and agree that the ma- 
terial life of the refugee is preferred by him, to his own life as a villager. 

It is a pretty miserable economic background. The great tragedy 
of this whole situation, Mr. Chairman, is that the Palestine Arab was 
the most forward and advanced person in the whole region. 

He had had the benefit of good government under the British 
mandate. He had had the benefit of capital expansion that followed 
the Europeans coming into that part of the world. He was moving 
ahead. He was a generation ahead, perhaps, of any of his confreres in 
Syria and Jordan, and perhaps two generations ahead of any other 
Arabs. 

He is the man who has lost his livelihood, his home, and job. On 
the other hand, if we treat him a lot better than the rest of the popula- 
tion in Jordan, for example, they all move into the refugee camps 
which represent an easier life than the life they now lead. We obvi- 
ously are going to be roundly criticized if that happens. 

| think this is a situation where we cannot please everybody. If 
the camp is too good, we will be criticized on one account, and if 
it is not satisfactory, we will be criticized on another. I think the 
unit cost speaks for itself. There cannot be much fudging on it. 

Mrs. Botton. There is no question about that. 

Mr. Garprner. I think we come to you, Mr. Chairman, with a 
clear conscience on this and hope we can end this great disaster in a 
reasonable period of time, but not this year, sir. 

The setting for the resettlement plans of the United Nations is to be 
found largely in three countries surrounding Israel, parts of Egypt, 
conceivably parts of Lebanon, Syria, and Jordan. 

These are not, except perhaps for Egypt, what we would describe as 
wealthy countries. They do not have substantial resources, as the oil- 
rich countries do. 

96908—52——50 
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Mr. Hays. What country is that? 

Mr. Garpiner. Syria, Jordan, possibly Egypt; conceivably in due 
course, Lebanon. These are not the countries that profit from 
petroleum royalties. While the oil moves across their territories in 
pipelines, practically no oil originates, none originates in Syria, Jordan, 
and Lebanon, and little in Egypt, and they are not wealthy countries. 

The United Nations is posed with the problem of finding new homes 
for many hundreds of thousands of people in an area conspicuous for 
unemployment, underemployment, and a low living standard. 

It is very hard, sir, for any politician, any administrator, to treat 
a newcomer from outside his country substantially better than his 
own constituents are being treated. Unless there is a considerable 
lift to the economies of these countries, in particular Svria and Jordan, 
there is going to be great difficulty in carrying out this program. 

Reviewing briefly the political problems in each of these countries, 
we find Egypt has given us stanch support to our program. They 
have helped in cash. They helped with good advice. And while 
Egypt cannot agree to take Palestinians into the crowded Nile 
Valley, she has made other areas of Egypt available for studies of 
agricultural potential to the Agency. 

A survey was made in northern Sinai of resettlement possibilities. 
Unfortunately, they are not hopeful. But the fact that Egypt was 
willing to consider a substantial resettlement program was helpful 
to us. 

Lebanon, of course, faces difficulties with which the committee is 
probably well aware, in that Lebanon is a half-Christian half-Moslem 
state. The problem of the Lebanese. in accepting the principle of 
substantial immigration of Palestinians, a majority of whom are 
Moslems and not Christians, is a difficult one. 

Perhaps Lebanon will accept a reasonable number of refugees after 
the program of resettlement gets well under way. But Lebanon 
cannot take the lead in this matter. Lebanon at present is sheltering 
125,000 refugees, 10 percent of the population of the country. This 
would be a staggering burden if you had to receive those people in 
your midst. 

Mr. Vorys. It is not a staggering burden now; we are the people 
staggering with the burden. 

Mr. Garpiner. It would be a staggering burden if they were not 
assisted as they are by the United Nations. 

The difficulties in Jordan arise from the fact that it is a land whose 
potential resources are very, very scanty indeed, and it is hard to see 
how much more can be done in Jordan by way of resettlement. It is 
estimated that perhaps 150,000 of the Palestinians have already 
settled in Jordan permanently. Unless international agreement can 
be reached to develop the Jordan River for irrigation on fair and 
reasonable lines——— 

Mr. Vorys. You mention on page 6 that, ‘In Jordan, however, the 
state depends for its existence almost entirely on foreign subsidies.” 
Is that the British? 

Mr. Garpiner. The principal business, the foreign business in 
Jordan, is receiving the subsidies representing the operations of the 
Arab Legion. That is a military organization, staffed on top by an 
ex-British Army officer—Glubb Pasha—and the result of patient 
work by Glubb and his fellow officers for the last 30 years has resulted 
in a very creditable organization. 
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May I go off the record, for a moment, Mr. Chairman? 

Chairman Ricuarps. Yes. 

(Discussion followed off the record.) 

Mr. Vorys. Is it still a granary for somebody? 

Mr. Garpiner. It could be if you resumed trade between Israel 
and Jordan. This year it was a granary for nobody because there was 
a crop failure. Six years out of seven, with luck, you get substantial 
crops of wheat and barley and other coarse grains. 

Mrs. Boiron. And now they are putting in cotton and tobacco. 

Mr. Garpiner. Yes; in the Jordan Valley. In the Jordan Valley 
itself, which is where you can get three or four crops, a year, if you can 
have the water, you can do all sorts of things with agriculture and 
provide food for local markets for those who can afford to buy it, 
such as Beirut, Damascus, and perhaps in a time for markets in Israel. 

Sut there is no legitimate trade now with Israel. 

Mr. Vorys. Are there not other markets? Is there any lack of 
agriculture in Jordan because they cannot sell their produce? 

Mr. Garprner. I would say not at the moment, sir, considering 
they have had an influx of nearly 600,000 Palestinians. 

You need every resource, every blade of grass, every blade of wheat 
you can raise in Jordan to provide sustenance to those people. You 
have to import to feed some of those refugees. 

Mr. Risicorr. What is happening to the recommendations of the 
Clapp report? I think Mr. Clapp was here about 2 years ago and made 
some recommendations after surveying that whole valley. If my 
memory serves me correctly, they were going to have water projects. 

Mr. Garpiner. One project proposed by Mr. Clapp is in Lebanon, 
the Titani River survey. That is well under way. The second project 
is described as the best possibility for development in the entire Near 
East. Itis the Ghab Swamp. The Syrians are just now at the point 
of letting contracts for final engineering work on the AHAB required 
prior to the first steps of construction. 

The third project recommended by Mr. Clapp was the damming of 
the Wadi Zerka. That is a stream flowing into the Jordan River, 
entirely confined within the boundaries of Jordan, and one of the few 
streams that Mr. Clapp could find without international complications. 

That proposed dam, | am sorry to say, has floundered between 
conflicting schools of engineers and no action has been taken. The 
most recent advice available to the Jordan Government and the 
United Nations is that they cannot construct to advantage a dam 
where Mr. Clapp’s engineers thought they might. 

Mr. Risicorr. This money was just given as relief, as I remember 
the report. If you could get the project under way, you would make 
the people self-sufficient by increasing the basic wealth of the country 
and giving these people an opportunity to support themselves. 

Mr. Garpiner. Mr. Clapp, in his original suggestion, had no pro- 
gram for the final solution of the refugee problem. It was to taper it 
off. He proposed a work program of a modest nature. This was 
later abandoned on the grounds that it was more expensive than relief 
and it was leading to no conclusion to the problem. 

It is very well to have refugees engaged in work relief, but if they 
return at the end of the exercise to straight relief, it is not much good. 
The decision was made 2 years ago that work relief not related to 
settlement was unwise. 
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Mr. Risicorr. | do not follow your thinking. They go out in the 
field and work on these projects, and even if they come back in th: 
process they are building up the basic resources of the country. Would 
not that be an ultimate asset for all the nations? 

Mr. Garpiner. | agree it would. But, on the other hand, the 
forestation project obviously builds up the assets of the country but it 
takes 20 years to do it. 

Mr. Risicorr. I do not know why anybody who has been working 
on this field like you should be worried about 20 years. It is a short 
time when you consider the thousands of years where they have had 
these low standards. 

I would say if you can accomplish anything in this area in 20 or 30 
years it would be a good thing. 

Mr. Garpiner. My own feeling, sir, would have been very differ- 
ent. I would have felt, and still feel, that we are faced with a crisis 
and we must move faster to solve this particular problem. 

It is not as if we were entering a scene where there had been no 
great outside disturbance. 

Mr. Risicorr. | agree with the program. I am just wondering 
about the utilization of the technical assistance funds, so that the 
relief problem would not be a continuing one. I am for giving the 
Arabs the funds. It is a question of being constructive or remaining 
still. I am trying to project the thinking to the future. 

Mr. Garpiner. Right there | am with you, and I think the plan 
of the United Nations is with you. It does call for a sharp constriction 
of relief and a sharp expansion of work leading to resettlement 
opportunities. 

The most hopeful of all the countries from the physical point of view 
is Syria. Syria has the space. It has the physical possibilities. 
Conceivably, it has the leadership which is oriented toward our side 
and could be a very, very helpful unit in that whole near eastern 
maelstrom. 

Our United Nations friends, aided by our own people, our own 
State Department people, have worked very hard on this Syrian 
problem. We are very hopeful now of a constructive result. At this 
point I would like to go off the record. 

(Discussion followed off the record.) 

Chairman Ricuarps. May I say right here that Mrs. Bolton has 
some more questions. She has to be out. 

Mr. Burueson. I will defer my questions. 

Mrs. Bouton. I would like to pursue this line of thinking. 

Chairman Ricuarps. Go ahead, Mr. Burleson. 

Mr. Burveson. As an afterthought Mr. Chairman, may I comment 
on what Mr. Gardiner has said, regarding these hopeful plans he 
mentions. They sound very familiar tome. They sound like the plans 
we have been tatking about for the last 3 years in connection with this 
problem. They appear to be something to hold out in front as a 
hope for correction of conditions which we helped create. Now, we 
are hopeful of resettlement of a very small percentage of these people 
in Syria. 

Last year and the year before we were talking about Egypt and 
the Nile Valley. Now that seems to have faded. As a matter of 
fact, we helped create a situation, and now it is something like the 
little dog that caught the freight train. 
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Chairman Ricuarps. What was that about the dog that caught 
the freight train? 

Mr. Burueson. The position of the United States is comparable to 
a little dog catching a freight train. He might catch it, but what is 
he going to do with it. That is comparable to this situation here— 
850,000 people spilled out in the desert, as a result of our supporting 
a political proposition which helped put them there. 

It is a hopeless situation, it seems to me, that we might as well 
accept. It is a world problem but as world leaders we are largely 
responsible by our policies and now have to face these conditions. 
Surely we will have this situation for years to come. Is that not really 
true? 

Mr. Garprner. I think it is a very difficult problem. I do not 
think when we came here 2 years ago that we promised any result. 
| think when we came to vou last year we asked for an appropriation 
of $50 million, which was granted by Congress, and that this request 
was made against a more hopeful setting. 

I would like to trace out the timetable of that money. That was 
appropriated finally on October 26, 1951. Then 3 months were spent 
in negotiations at the United Nations Assembly level, November, 
December, January. 

Our U. N. Director and his team have only just gotten back to the 
field, and the $50 million which you wisely authorized and appro- 
priated last vear is just beginning to have its effect. This, sir, is the 
first tume we have had such a hopeful reaction. It may be a false dawn, 
but it has followed close on the heels of available funds. 

We request funds to be available on the understanding that we do 
not spend them unless we obtain a reasonable result, but please let 
us have them available so we can commute this expenditure for relief 
which will continue year after year unless we can build something more 
solid in that part of the world. 

(Discussion followed off the record.) 

Mr. Garpriner. In concluding this part of my statement, sir, I 
would say there are three possible courses of action. The first would 
be to abandon the program, and leave the refugees to their fate. 
This we reject as contrary to all our humanitarian instincts, and as 
prejudical to our security interests in a most important sector of the 
world. 

I think it is well worth while trying to build a stronger region and 
knowing full well we are going to have to pay the major part of the 
cost. 

Mr. Burteson. What percentage of the cost? 

Mr. Garptner. The cost to date, sir, that we have borne (a table 
is available for you) amounts to about 61 percent. I do not think 
we can hold that level. But we have determined not to go above 
70 percent. 

We arranged this year with the United Kingdom an agreement to 
match on the basis of 1 to 3. 

Mr. Burieson. Let me make this observation: Since we were the 
moving power behind the U. N. action in creating this situation, I 
suppose that percentage should be fair enough. 

Mrs. Botron. What are the other courses of action? 

Mr. Garpiner. The second possible course would be to continue 
relief indefinitely and making no plans for self-support of the refugee 
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population. This we reject as costly, wasteful, and ‘risky to our 
security. 

The third course is to follow the recommendations of the United 
Nations Relief and Works Agency for Palestine refugees in the Near 
East and the recommendations of the General Assembly, and make 
available a share of the substantial funds proposed to provide the 
resources needed to find new homes and work opportunities for the 
refugees. Unless this is done, peace cannot be achieved in the 
Near East. 

We should be hopeful about this. If we do pull this thing off, if we 
do make a dent on solving this problem, we have made a very, very 
great contribution. If the money is available to us on the under- 
standing that we do relate the expenditure of that money to results, 
then | think we can make headway. 

To date, Mr. Vorys, after nearly 4 years of operation, it has cost 
you and me as American taxpayers, $15 million a year. It has 
cost other taxpayers in other countries about $10 million. 

Mrs. Botron. This is the first gesture-——— 

Mr. Garviner. This is the first. Now, we may not have gotten 
far, but please do not kill this. Give us a chance. Unless we can 
get these people off relief, unless we can really give them a chance to 
make a living, this money will not be spent. 

Mr. Vorys. The proposal we will take to Congress will be that we 
shall cut out flood control and irrigation projects for the United States, 
cut out public housing here, so that we can launch such a program in 
the Middle East. 

Mrs. Bouron. Possibly the peace of the world has something to 
do with it. 

Mr. Garprner. I do not think that is a statement of the proposal 
of the Department. The Department is making no such proposal. 
The Department is trying to bring to your attention the problem. 
It is a problem that does affect the whole of our foreign relations. 

I was there last autumn. I saw the tapline. The tapline, Mr. 
Vorys, is 40,000 tons of oil a day going to Europe. All this title | 
business depends in large measure on the oil coming through that 
pipeline. Within a stone’s throw of that pipeline there are refugee 
camps of 15,000 people. 

If those people chose to take certain actions you might not have the 
tapline. Those people could damage our interest if we do not do 
something for them: A minimum to provide relief and as a maximum 
give them a chance to make a living. 

I propose that if you accept the fact that relief is necessary as a 
minimum, we ought to commute that expense, a perpetual expense, 
by developing capital projects which will enable us to cease it. 

Mr. Cuatuam. May I ask a question at this point?) Mr. Gardiner, 
this is a question that you have to put between your heart and your 
head, I would say. Which, in your opinion, is more important to 
the peace of the world, the Arab question or the Palestine question? 

Mr. Garptner. Those are problems that are inseparable. You 
are never going to settle the Israeli question unless you can deal with 
the Arabs, and you will not settle the Arab situation unless you can 
deal with the Israelis. 

Mrs. Ketity. How much of the $50 million was spent last year? 
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Mr. GarpinerR. We got, as I said $20 million made available to 
us on October 26. We went to Paris and talked things over. We 
have to date contributed to the agency $20 million. We have 
another $10 million in the works. Off the record. 

(Discussion followed off the record.) 

Mrs. Ketuy. Could we have for the record a breakdown for these 
countries and where the refugees are located? 

Mr. Garprner. It appears in this statement. 

Mrs. Ketry. It is in it, but let us take Syria. There are 80,000 
in that country. 

Mr. Garpiner. That is 80,000. There are 80,000 in Syria. There 
are 106,000 in Lebanon; 460,000 in Jordan; 200,000 in the Gaza strip, 
and about 20,000 in Israel and 4,000 in Iraq. 

Mr. Eaton. Where do they come from? 

Mr. Garptiner. Part of what is now Israel used to be called Pal- 
estine. The records of the committee are clear on that. I would 
be glad to review those figures for you again, but they are available 
to the staff here, and in the Clapp report they were fully documented. 

Mr. CuatHam (presiding). What is Israel paying toward these 
refugees? 

Mr. Garprner. Israel has made a contribution for the first 2 or 
3 years of $50,000 a year. Israel has offered to pay compensation 
to the refugees as a part of a final peace settlement, and there are 
funds available in Israel but they are difficult to find. The United 
Nations’ authority has estimated that the abandoned property, real 
property, belonging to the refugees in Palestine is worth about $268 
million. 

On top of that at least $15 million is in tied-up bank accounts which 
can be precisely measured, traced to individual people. 

Mr. Cuatuam (presiding). When you say “tied-up bank accounts,” 
vou mean in Israel 

Mr. Garprner. The Government of Israel says this is alien prop- 
erty, “and you, Mr. Bank, may not make these funds available to 
those to whom they are credited.” The frozen bank accounts are esti- 
mated to amount to $15 million. The amount of abandoned real 
property is $268 million. 

Those figures will be found in a report prepared by Mr. Javits last 
autumn. It is a report of this committee. 

Mr. Cuatuam (presiding). I continually hear right now that the 
United Nations has time and again said to the Israelis, ‘‘Pay these 
people for this property and bank accounts or give them back the 
land.” Would you tie that down for me? 

Mr. Garpriner. I think the United Nations has said in a resolution 
in 1948 that those refugees desiring to return to their homes in Israel 
and live at peace with their neighbors should be permitted to do so. 

Mr. Cuaruam (presiding). And have their lands back? 

Mr. Garprner. Return and live in peace with their neighbors. 
The Israelis, who do not lack for able legal counsel, say it is difficult 
to find an Arab willing to comply with those conditions and live at 
peace with his neighbor. Therefore, they cannot carry out this 
resolution. As a practical matter, with the immigration that has 
occurred in Israel, there is room for very, very few. If you wanted to 
bring them back, you just could not do it; not with all the good will in 
the world. 
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You could not bring in many hundreds of thousands of Palestinians. 
There is no room for them. 

_ CHATHAM (presiding). Even though they have taken their 
and? 

Mr. Garpiner. It is, if you like, a fait accompli. We have no 
program that looks to anything but stabilization of the Near East. 
We must look to the stability of Israel. Indeed, we must do some 
further heart searching and consider the necessity to appropriate 
funds to maintain Israel. Certainly it would be another great human 
tragedy if the Israelis were now driven out. 

Mr. Cuaruam (presiding). If the Israelis were driven out, is that 
as much a threat to the peace of the world as these Arabs who have 
been driven out? It is head against heart. 

Mr. Garpriner. I think that any further political or military dis- 
turbance in the Middle East would be a grave threat, Mr. Chairman, 
and a risk that we could ill afford to run. 

I think we are forced then to consider economic remedies for these 

reat difficulties that have flowed since the issuance of the Balfour 

eclaration in 1917. 

Mr. CHaTruamM (presiding). I agree with Mr. Ribicoff as to the 
comparatively short time. This thing has been going on for a long 
time. The report I have had from the Arab people, and people in 
this country, is that you cannot continue privately and governmentally 
to support Israel and some day they will take Israel. What is your 
general opinion on that? 

Mr. Garpiner. The Arab is a much more patient man than I am. 
I have discussed this with them, and I am reminded that they won 
the crusades, after 200 years, and I do not think I am thinking in 
terms of 200 years. This thinking in terms of generations and genera- 
tions is in error. 

The Israeli state is a very effective, well organized, well ordered 
state. 

They have shown their proficiency in their operations with the 
British in the war and subsequently. Certainly, nothing could be 
more desirable than to have those forces of order, determination, 
skill, and intelligence, harnessed in a team with the resources of the 
Arab world. 

Our challenge is to try to reconcile these forces now. 

Mr. Risicorr. May I finish now? 

Mrs. Ketiy. I wanted to ask my question before you, Mr. Ribicoff. 

Mr. Ristcorr. I just wanted to finish up a thought. Go ahead, 
Mrs. Kelly. 

Mrs. Keuiy. I want the committee to remember that these frozen 
funds in Israel are linked with frozen funds of the Jewish people 
in Germany. 

Mr. CuatHam (presiding). Why? 

Mrs. Kextity. Do not forget the amount of money and property 
that is frozen in Germany as a result of the escapees and refugees 
from Germany which has to be settled—the never forgotten murder 
of the Jewish people in Germany during Hitler’s regime. 

Mr. Cuatuam (presiding). What have the Arabs to do with that? 

Mrs. Ke uty. Israelis would like to have settled all these frozen 
accounts. 

Mr. Risicorr. As I understand it, going along—— 
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Mr. Garprvner. Let me say that it does seem to me that the 
chairman’s remark is a sound one, and from the point of view of a 
Palestine-Arab, it is cold comfort to be told, “I have offset this by 
some deal in Germany or Iraq or some other place.”’ I doubt if it 
will stand up. I think the Palestine-Arab has a claim. It is one 
thing to sit in Israel and say, ‘“T will offset his claim in some other 
place’; another, to do justice to the Arabs. 

Mr. Rrercorr. There is no question but what they should be com- 
pensated. The over-all problem that I want to continue with you is 
very complicated. I think I first saw an intimation of this 4 or 5 
months ago in the New York Times. Has there not been sub rosa 
feelers between Israel and some of the Arab States? Is there not a 
sort of disintegration because of the conflicts within the Arab League? 
I read there was a question of Egypt after their first series of riots, 
ejecting the Grand Mufti of Jerusalem who has been the cause of 
the hotbed of agitation. What has been going on in this field? 

Once you have peace between the Israelis and the Arabs and they 
start doing business together, the question of the compensation of the 
Arabs and all the other problems will fall into place, and they should 
fall into place. 

Mr. Garpriner. Mr. Chairman, in answering that question, I have 
a paper in my brief case that I would like to read for the record. I 
do not want to give a quick, offhand answer. I have a departmental 
paper which I would like to make available. 

Mr. Cuaruam (presiding). You can put it in or read it. 

Mrs. Ketuy. I have one more question. Could Mr. Gardiner tell 
us how many Jewish people had to flee Iraq and were their funds 
frozen? 

Mr. Garpiner. There were funds frozen in Iraq. I think the 
number of Jewish people who came were 125,000, and their funds were 
frozen. 

Mr. Cuatruam (presiding). It has nothing to do with the Arabs 
whose funds were frozen, in my opinion. They took the land and 
ran them out. 

Mr. Risicorr. Edna is talking about an offset. 

Mr. Garpiner. It is very convenient, you must admit, for the 
Israelis to consider an offset, but that is not much satisfaction to the 
other individual. 

Mr. CHatHam (presiding). If I came in and ran you out of your 
Brooklyn home, Mrs. Kelly, and said, “I will pay you after John 
pays me,” I do not think it would be any satisfaction to you. 

Mr. Garpriner. Our statement on Palestine is, with your indul- 
gence, three and a half pages. 

Mr. Cuatuam (presiding). I think it is important enough to have 
it in the record. 

Mr. Garpiner. Mr. Chairman, I will read the statement. 

So far as a Palestine settlement is concerned, we have consistently 
worked to effect a solution of that problem through the United Na- 
tions. We have actively supported and participated in all of the 
United Nations agencies dealing with the Palestine problem—the 
Truce Supervision Organization, which supervises the four armistice 
agreements; the Palestine Conciliation Commission, which was estab- 
lished to assist the parties to reach agreement on all outstanding ques- 
tions; and the Relief and Works Agency for Palestine Refugees, which 
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deals with the Arab refugee problem. In 1949 all four Arab States 
which border on Israel concluded armistice agreements with that 
country under the auspices of the United Nations in the person of the 
acting mediator for Palestine, Dr. Ralph J. Bunche. The Egyptian 
agreement was signed February 24, 1949; the Lebanese on March 23; 
Jordanian April 3; Syrian July 20. Those Arab States which do not 
border upon Israel are covered by these agreements; Iraq by the 
Jordan agreement, and Saudi Arabia by the Egyptian. 

In his final report to the Security Council on July 21, 1949, the acting 
mediator for Palestine, Dr. Bunche, stated: 

The armistice agreements provide for a definitive end to the fighting in Pales- 
tine. Each agreement incorporates what amounts to a nonaggression pact be- 
tween the parties and provides for withdrawal and reduction of forces. The 
agreements have all been negotiated at the governmental level and signed for on 
behalf of their respective governments by delegations carrying credentials in good 
order. They are agreements voluntarily entered into by the parties and any 
breach of their terms would involve a most serious act of bad faith. 

In the Security Council meetings of early August 1949 the United 
States wholeheartedly supported these remarks of the acting mediator 
and cosponsored the Security Council resolution of August 11, 1949, 
which placed the official stamp of United Nations approval on the 
armistice agreements themselves. On the basis of this resolution 
which determined that the armistice superseded the truce in Palestine, 
the United States relaxed iis restrictions on arms shipments to the 
Arab States and Israel. This move aroused considerable public con- 
troversy both in this country and the Near East over the details of 
our policy toward the Near East. There were charges and counter- 
charges by Israel and the Arab States that the Western Powers were 
exporting arms to one and withholding them from the other. 

As a result of this controversy and the continued existence of 
tension throughout the Near East, as well as a manifest fear on both 
sides that the other might be planning aggression, the United States, 
United Kingdom, and France issued a joint declaration dated May 
25, 1950. This declaration defined the policy of the three powers 
regarding arms exports to the states of the Near East on the basis of 
impartiality, and stated that should they find that any of the states 
of the area were preparing to violate border or armistice lines, the 
three powers would, consistent with their obligations as members of 
the United Nations, immediately take action both within and outside 
the United Nations to prevent such violation. The tripartite 
declaration continues to define certain cardinal principles of United 
States policy toward the near-eastern states. We have reaffirmed 
our continued adherence to its terms on every appropriate occasion. 

So far as the Arab States and Israel are concerned, they continue 
to support the armistice agreements. In a conference between the 
Palestine Conciliation Commission and the Arab States and Israel 
in the autumn of 1951, that United Nations organization proposed 
that the parties, as a preliminary step to general negotiations, should 
agree to a nonaggression declaration. While Israel proposed a 
definitive nonaggression pact which went bevond the scope of the 
Palestine Conciliation Commission proposal, the Arab delegations on 
September 25, 1951, reaffirmed their peaceful intentions and declared 
they regarded the armistice agreements as valid continuing non- 
aggression pacts beyond which they considered it unnecessary to go. 
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In the light of the continuing validity of the armistice agreements 
and the fact that it is the primary responsibility of the parties to 
reach agreement on remaining questions outstanding, we do not 
consider it necessary to formulate any additional declarations regard- 
ing armistice or boundary lines in the Near East. We shall continue 
to support United Nations efforts to effect a peace settlement and 
meanwhile we shall not countenance the use of force in the area by 
any state against any other. Until a final peace settlement is reached, 
we shall work to maintain the armistice system. While the armistice 
agreements did not solve all of the differences outstanding between 
Israel and the Arab States, they prohibit any further resort to armed 
foree and provide through the mixed armistice commissions machinery 
for continuous and direct contacts between the parties for the day- 
to-day settlement of disputes. In the final analysis, peace may be 
achieved through the gradual, but steady, process of improvement in 
relations which will result from the point-by-point solution of the 
issues remaining between Israel and the Arab States. Progress 
toward peace will require perseverance, patience, and a sincere will 
to conciliate on both sides. 

Mr. Risicorr. You have not answered my question. My question 
was that I understand there have been overtures going on between the 
Arabs and Israelis, and that there seems to be a disintegration in the 
unity of the Arab League because of the disparity of interests between 
the Arab countries. 

Mr. Garpiner. We have seen that in the past, Mr. Ribicoff. We 
have seen serious overtures between Jordan, for example, and Israel. 
We have found that at the critical moment the Arab League did inter- 
vene. I would like to have this off the record. 

(Discussion followed off the record.) 

Mr. Cuarnam (presiding). Mr. Gardiner, you said Israel had 
offered to compensate the Arabs for their property but you did not 
see the money in sight. Did they offer to compensate them on the 
basis of $260 million and the $15 million? 

Mr. Garpiner. They offered to compensate them by considering 
offsets, as I understand it, and in the context of the general peace 
settlement. 

Mr. Cuaruam (presiding). No actual monetary figures? 

Mr. Garptner. The figures which I gave you originally, Mr. 
Chairman, represent the only actual payments that I know Israel has 
made. There were two or three payments into the United Nations’ 
fund of $50,000 each. 

Mr. Cuatruam (presiding). You see no hope of them paying this 
$260 million—— 

Mr. Garpiner. Not in the immediate future. I think that will 
become clearer when we review the position of Israel and Israel's 
financial requirements. 

Mr. Cuatuam (presiding). Would that, in vour opinion, be a great 
factor toward settlement, if they could pay that quarter of a billion 
dollars toward the settlement, a peaceful settlement? 

Mr. Garpiner. Yes; I think so. 

Mr. Cuaruam (presiding). As it is, we are appropriating $100 
million here. 

Mr. Risicorr. This will be off the record. 

(Discussion followed off the record.) 
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Mr. Woop. What would be your pleasure now? We have had a 
full discussion of the Palestine refugee request. 

Mr. Javirs. I was going to ask a question or two. Have you 
finished the whole subject? 

Mr. Cuaruam (presiding). We have been about an hour on that. 

Mr. Javits. My plane was about an hour and half getting down. 

Mr. CuarHam (presiding). If you have a quick question or two, 
go ahead. The chairman wants to finish it by 1 o’clock. 

Mr. Garpriner. Mr. Chairman, Mr. Crawford has just given you a 
statement on the program for Israel. With your permission, I would 
like to file that for the record. It is headed, ‘‘Program for Israel.’’ 

Mr. CuarHam (presiding). Without objection, it will be inserted 
in the record at this point. 

(The material referred to is as follows:) 


UNITED STATES AID TO ISRAEL 
SuMMARY 


The promotion of Israel’s political and economic stability and its eventual 
integration into the near eastern area on a sound basis are among the primary 
objectives of United States foreign policy in the Near East. To carry out this 

dlicy, we have consistently sought, both within and outside the framework of the 

nited Nations, to encourage peaceful settlements between Israel and its neigh- 
bors, to stimulate economic development and thus to create conditions favorable 
to the viability and effective defense of the region. 

Israel is passing through severe financial difficulties as a result of the inade- 
quacy of its present agricultural and industrial resources to support its growing 
population, Its foreign exchange reserves have been exhausted, and it is living 
from day to day on its receipts and short-term borrowings from abroad. Prices 
are soaring, and Israel’s industry is crippled by the inability of its Government to 
supply foreign currency for the purchase of raw materials for processing. 

In an effort to solve these difficulties, the Israel Government has adopted an 
austerity program which, in reducing expenditures for consumers’ goods to an 
absolute minimum, has severely lowered the nation’s standard of living. The 
per capita meat ration, for example, is only about one-third that of the United 
Kingdom. Israel’s income tax rates, which are among the highest in the world, 
have also been designed to reduce consumption. Vigorous steps have been taken 
to raise funds abroad, and substantial foreign assistance, mostly from the United 
States, has been obtained in the form of loans, private contributions, and Gov- 
ernment grants. In spite of these measures, however, Israel’s financial position 
has continued to deteriorate. 

To meet these problems, it is proposed that a total of $79 million in economic 
assistance be provided to Israel under the Mutual Security Program, of which $3 
million is intended for technical aid and $76 million is for emergency economic 
assistance to help resettle refugees by finding them homes and making them 
productive members of society. The technical aid features of the assistance are 
intended to provide sorely needed help to Israel in its efforts to develop the 
modern techniques necessary to place into effect the large investment programs 
which are required to make Israel’s population fully productive. But technical 
aid alone, while important to balanced long-term development, cannot cope with 
the present financial emergency. Despite intensive efforts to raise the funds to 
carry out the minimum investment program required to resettle its refugees, 
Israel] has been unable to find sufficient financial resources to maintain its popula- 
tion, even at austerity levels, while developing a self-sustaining economy. The 
emergency assistance program will help to bridge this gap. The two programs, 
each designed to meet a specific problem, are discussed in turn below. 


Tue TECHNICAL COOPERATION PROGRAM 


The problem 

Israel’s need to provide a means of livelihood for its expanding population on a 
self-supporting basis is the fundamental problem to be attacked in the proposed 
technical assistance program. Israel has development potentialities, but its 
present economic capabilities are far from adequate to maintain its present 
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population without outside help. Despite the rapid strides made in recent years 
in the expansion of agriculture and industry, the rate of progress has been in- 
sufficient to keep pace with the country’s requirements, and expansion has been 
plagued by low efficiency and a reliance upon outmoded productive techniques. 
The technical assistance program bas been designed to meet basic problems by 
building up knowledge and skills and it will also assist in making the best use of the 
proposed emergency economic aid. 


Previous programs 

United States technical assistance to Israel was begun in fiscal year 1951 with 
the signing of a point 4 agreement. Under this agreement about $96,000 was 
expended on projects designed to meet a few of Israel’s most pressing problems. 
This program was too small to meet more than a limited need, and therefore the 
program for the fiscal year 1952 was increased to about $1.4 million and is being 
carried out in association with the emergency aid program for 1952 amounting 
to $63.5 million. The technical assistance program takes into consideration the 
technical aid received by Israel from the United Nations and various private 
sources, and concentrates on providing help in fields where other organizations 
either have not been in a position to offer assistance or where they have clearly 
fallen short of the Nation’s minimum needs. The work for the current vear is 
centered in the fields of agriculture, finance, transport, health, and fisheries. 
The country director and assistants are now in Tel Aviv, and a sizable technical 
staff will be functioning in Israel by the end of this fiscal year. 


The proposed technical cooperation program for 1953 

The proposed $3 million program of technical assistance for the fiscal year 
1953 places an emphasis on increasing food and industrial production in order to 
meet the problem of absorbing the immigrant and refugee population into the 
economy of the country. In administering the program, the present joint fund 
will be continued under the control of representatives of the two governments. 
The TCA program director, acting as codirector of the joint fund, will supervise 
the projects for which the United States and Israel contribute and will thus 
insure that they are coordinated with the general Israel development program 
and the emergency aid program. 

The following brief description covers each of the fields in which it is expected 
to furnish technical aid. Estimate of the costs in each category, together with 
a breakdown of the corresponding number of United States technicians and 
Israeli trainees, is attached for illustrative purposes. 

1. Agriculture, forestry, and fisheries —Because of irregular and inadequate 
rainfall, irrigation occupies a key role in Israel’s agricultural program, and United 
States experience in irrigation farming, animal husbandry, and agricultural 
methods ean be shared with important benefit. Both sea and pond fishing pro- 
vide edible proteins at a relatively low cost and are capable of large-scale expan- 
sion if the proper techniques are employed. It is accordingly proposed to send 
experts in agriculture, livestock breeding, fishery management and fish process- 
ing to Israel and at the same time to train selected Israelis in these skills in the 
United States. 

2. Health and sanitation.—Large-scale immigration from primitive oriental 
areas, where a number of serious infectious diseases are endemic, makes aid in 
health and sanitation important as a basic requirement for the economic and 
social integration of the new population. Visiting teams of United States doctors 
to demonstrate new methods of medical treatment are planned for inclusion 
among the experts in view of the fact that Israel’s doctors, although numerous, 
have had little opportunity to keep up with the advances in medicine during the 
past 20 years. It is also proposed to supply antibiotics and other supplies for 
the experts to work with and for distribution as demonstration material. 

3. Natural resources, public works, and transport.—Transportation is a serious 
bottleneck in Israel, and a large capital invest ment will be required before it will 
be adequate for the nation’s needs. Even without an expansion in physical 
facilities, however, it is believed that congestion could be relieved by a rationaliza- 
tion of existing services, improvements in maintenance methods, and the use of 
better dispatching techniques. Israel needs expert engineering assistance in 
preparing plans for the expansion of Haifa Harbor and in connection with road 
construction. Engineers are also required to train Israelis in power operations. 

4. Industry, housing.—Production experts are needed to demonstrate housing 
construction techniques, to develop assembly-line methods adaptable to Israel’s 
industry and labor, and to build pilot plants which can test the practicability 
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of new industries. Technical assistance of this type is of particular interest to 
the moderate-sized private entrepreneur, who may be willing to invest in a new 
industry but who often cannot afford to engage in the basic research required. 
A city-planning project is proposed which will help relieve congestion in urban 
areas. Technicians needed to insure the proper installation and utilization of 
equipment to be provided under the emergency aid program are also included heie. 
5. Public administration and other Government services.—Public administration 
experts and specialists in the fields of tax collection, bank supervision, and general 
administrative management are required to increase the efficiency of a goveri- 
mental system which has expanded on a largely ad hoc basis. 
Joint economic surveys, program direction.—The sums requested under this 
category cover the expenses of the TCA mission, including the services of ten:- 
porary specialists, the members of the staff, and the supervisory technicians, 


Tue Emercency Arp PrRoGRAM 
The problem 

Despite intensive campaigns to raise funds abroad and a strict austerity regimen, 
Israel has been unable to raise sufficient foreign exchange to meet its people’s 
current needs while carrying out a capital investment program. Over 100,000 
Jewish refugees are living in Israel in tents or crude huts which fall far short of 
providing adequate protection. These refugees, together with many others for 
whom minimum housing has been provided but who are largely employed on work 
projects that make little impact on Israel’s immediate productive needs, must be 
integrated into the economy if Israel is to become viable. Socially and politically 
as well as economically, these immigrants justify special attention as they have 
tended to become focal points of dissatisfaction and unrest as general conditions 
have worsened. 

Unemployment, as such, has not been a major problem up to the present, but 
Israel has experienced considerable difficulty in placing the newcomers in work 
which will contribute directly to the economy as a whole and serve to lower its 
dependence upon imports. The abilitv to find productive employment for immi- 
grants has been limited by the speed with which capital resources—factories, lines 
of transportation and agricultural land—can be expanded. Although great 
strides have been made, the progress has not been sufficient to keep pace with the 
growth of population. 

The problem with which this program is concerned resolves itself into two 
aspects: (1) Immediate relief for the refugees now in Israel through the provision 
of basic food, clothing, and other essentials. This relief will be supplied partly 
in the form of foodstuffs and fodder for livestock, and partly in the form of ma- 
terials for clothing. (2) The resettlement of the refugees through (a) the con- 
struction of housing and farm buildings and the importation of seed, fertilizers, 
insecticides, farm machinery, livestock, and other necessities, including medica) 
facilities and fuel supplies, and (+) assistance in expanding and increasing the 
efficiency of industrial and agricultural facilities, power production, and transport. 
Only through over-all economic development can Israel create a place within its 
own borders for its augmented population. 

Although designed to meet a problem unique to Israel, aid proposed in this 
program would be comparable to the assistance which the United States provided 
to Europe under the Economie Cooperation Act. All three aspects of the basic 
problem can be met through emergency assistance, limited to a time period, and 
made contingent upon satisfactory understandings between the United States 
Government on the one hand and the Israel! Government on the other. It is 
intended that the aid mission, in its continuing analyses of Israel's economie and 
financial situation, will seek a target date when this resettlement program can 
be completed. 

Previous program 

For the fiscal year 1952, Israel was allocated a total of $64,950,000 in economic 
and technical aid. Section 205 of the act authorized the use of a maximum of 
$50,000,000 for refugee and resettlement projects, while the additional $14,950,000 
was allotted for general economic and technical assistance. A summary break- 
down of projects being financed under the Mutual Security Act of 1951 follows: 
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Fiscal year 1952 program of emergency aid 


Millions 

From funds provided under sec. 203, MSA Act of 1951: of dollars 
Power facilities __-____- i's As Ry AL a UA 5. 30 
MO esa caw occas 44 ‘ pape at . 00 
Industry - a emneae eee A Le : . 00 

T ransportat peli atin oF ‘ ‘ . 20 


Total _ asemas : ; 3. 50 
Technical assistance projects- é ; ; . 45 
Total sec. 203__._._.-- E . 95 


From funds provided under sec. 20! A Act of 1951: 
Basic foods _ ___. : . 00 
Fodders . : 
Leather and hides- - _. 
ore 
Housing. 
Seeds, fertilizer, etc 
Farm buildings and food storage facilities 
Farm tools and machinery, spare parts 
Livestock_. : ; 
Medical facilities : . 
Fuel - 4. OO 
Fishing industry. = . 00 


Total sec. 205 ___ bs 50. 00 


As of March 1, 1952, $25,730,000 of the $50,000,000 for aid to refugees had been 
made available for the purchase of supplies and services, and the basic agreement 
preliminary to releasing the remaining $24,270,000 had been concluded. Nego- 
tiations covering the $14,950,000 are now under way. 


The proposed emergency aid program for 1953 

Despite the assistance made available under the Mutual Security Act of 1951, 
Israel will have a substantial problem to face in 1953 involving aid requirements 
of a considerable magnitude. The general nature of the problem remains the 
same: That of continuing the flow of essential supplies for Israel’s population, 
enabling the nation to maintain austerity living standards, and moving forward 
with economic development which will give the nation an opportunity to pay its 
own way through the efforts of a fully productive citizenry. 

It is difficult to measure the magnitude of the financial assistance required. 
The import requirements to provide essential needs of the civilian population and 
permit a reasonable expansion of production are reasonably firm, as are probable 
exports. Estimates of Israel’s receipts from private sources of finance—bond 
sales and contributions—are much more difficult to anticipate. The best available 
information indicates, however, that the maximum Israel can expect to raise 
from such sources will fall short of her import requirements by some $75 to $80 
million. It is proposed, therefore, that $76 million be authorized for economic 
aid in addition to the $3 million requested for technical assistance. 

A tabulation of the projects to be financed by the proposed emergency-aid 
program is provided below. The amounts given for each item represent the best 
estimates presently available for the commodity or facility named. The individual 
figures given, however, are subject to modification, as the pattern of Israel’s 
requirements may change during the coming months. 
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Tabulation of emergency aid to Israel, fiscal 1953 


} Millions 
Relief for refugees: of dollars 
ee NS Ne nn ee ence awe tion wie $15. 0 
en ee ae 5. 0 
3. Raw materials for clothing and footwear______________________- 6. 0 
oc oe hei he a a ean Dn rn die atten Hike cen te 9. 0 
SN oe ee ee eee 2 eS ee. Pie 35. 0 
Resettlement of refugees: 
A. Homes and communities: 

ee a TT eee ne TE A Cre OS Oe et ee 5. 0 
er en ne ales OG 3. 0 
I ee 3. 0 
4. Farm machinery, tools, spares. _..._.. 2c. ecw cncun, | 40 
eg OO Se ere ee Ae Te 2. 0 
6. Medical facilities__________. big Stee Bo, eee ie Re Aes 1. 0 
| Re Smee Vr he ee ONE TORE Se ae Pen een we wenn wees 18. 0 

B. Development programs for employment: 
nt NS it Er nieces A al ee as ate 5. 0 
ON Ee ST SE re epee ae ee eee nee ee ey ee 5. 0 
3. Irrigation... ... cntded ntl eect See ee ee eS 6. 0 
DE 8a See wen ene gas aes SRE tate eee oe oy ee 6. 0 
ge EE ee Secrest Se ee a Oe ee ee ee 1. 0 
en 58 ho Bi Pee Bs oe De en hd IE 23. 0 
Teel Galeeney One. 562s esc ee as Bs eZ) SO 


There follows a description of these items: 
RELIEF FOR REFUGEES 


1. Basic food requirements.—The proposed emergency aid program is intended 
to provide about 99,000 tons of wheat and wheat flour at a cost of approximately 
$10 million. In addition, $5 million of other basie foods, such as sugar, meat, 
milk and egg powder, and beans, are to be supplied. 

2. Fodders.—Israel is attempting to achieve self-sufficiency in the output of 
dairy and poultry products. As in the case of foodstuffs, it will be necessary to 
import corn, milo, beans, oilcake, meat meal, fish meal, and other feeding stuffs 
until such time as the expanded irrigation system will permit increased fodder 
production. Substantial aid has also been programed, therefore, for this 
purpose. 

3. Raw materials for clothing and footwear— In August, 1950, Israel was com- 
pelled to introduce the rationing of clothing and footwear in addition to food 
rationing. While the textile and leather industry in Israel is well developed and 
can supply much of the domestic demand, the basic raw materials must be im- 
ported from abroad. Livestock production has not vet reached the point where 
there is a significant supply of domestic hides, nor are the domestic tanneries yet 
capable of producing all grades of leather. Neither wool nor cotton is in domestic 
supply. 

The lack of foreign exchange bas resulted in periodic shortages of raw materials, 
and factories are frequently faced with interruptions in their production. This 
has been particularly serious in view of the fact that many refugees brought with 
them only the clothing they were wearing, thus increasing the nation’s require 
ments to well beyond the minimum for a settled population. Israel must import 
about $20 million per annum of cotton, wool, and other fibers for the manufacturé 
of apparel, and it is proposed to supply $6 million of this amount under th« 
emergeneyv program. 

4. Fuel.—Israel’s economy today is wholly dependent on imports of fuel, 
almost all of it in the form of petroleum products, for its power and heating 
requirements. The dependence of Israel upon motor transportation adds to its 
petroleum needs and accounts for over 35 percent of the annual foreign exchange 
cost for all petroleum imports. 
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The hauling of the materials and equipment necessary for Israel’s resettlement 
program, as well as the movement of the refugees and population in general, are 
wholly dependent upon fuel imports. Power generation utilizes more than balf 
of Israel’s total fuel-oil consumption, as the present power system is necessarily 
oil-fired steam power. The newly arrived refugees are largely dependent upon 
kerosene cookers and stoves and fuel oil for their family needs. Dollar exchange to 
the extent of almost $13 million was required for petroleum and petroleum 
products during fiscal year 1952, in addition to beavy expenditures for oil from 
nondollar sources, and substantial assistance under the emergency program will 
be required to meet Israel needs for the fiscal year 1953. 


RESETTLEMENT OF REFUGEES 


A. Homes and communities 

1. Housing—The housing shortage in Israel has grown progressively worse 
since the establishment of the state. By September 1951, the country was faced 
with a shortage of at least 157,000 dwelling rooms. Consequently, over 100,000 
immigrants are now living in tents and crude huts, and an equal number are in 
barracks, tin shanties, and other temporary dwellings. 

Permanent housing for refugees consists of an expansible one-room unit of 
reinforced concrete or concrete blocks costing about $2,100 rer unit. These are 
being built at the rate of about 40,000 units per vear, and it is proposed to offer 
assistance in meeting the foreign exchange costs to permit a higher rate of con- 
struction and thus to speed the settlement of the present refugee population. 

2. Seeds, fertilizers, and plant-protection products.—Israel is developing its own 
fertilizer production and seed growing, and plans to produce some insecticides 
and fungicides. In fertilizer production a large new manufacturing plant is being 
established with a total investment of approximately $12 million, and about $8 
million is being expended in renewing potash production. This is expected to 
result in sufficient domestic production of all fertilizers by the end of 1953. In the 
interim, Israe] must import annually about $6 million in fertilizer materials, in 
addition to $3 million in seeds and $1 million in plant protection products. The 
proposed program would provide about one-third of the foreign exchange necessary 
for these imports. 

3. Farm building and food storage.— About $6.5 million has been provided for 
meteriels for farm buildings and food storage under the Export-Import Bank 
agricultural credits. The proposed emergency-aid program will provide an addi- 
tional $3 million to continue this essential aspect of the agricultural-development 
program. 

Food storage in Israel is especially important as there are short seasonal peaks 
in which the supply of vegetables, fruits, etc., is superabundant, followed by periods 
of comparative scarcity. Relatively high temperatures combined with the lack 
of adequate household refrigeration result in the loss of much domestically supplied 
foodstuffs. If adequate cold-storage facilities can be provided, domestic agricul- 
tural output can be utilized over a longer period of time. This will result both in 
foreign-exchange savings and in extending the consumption season for fresh foods 
with substantial benefits to the Israel diet. 

4. Farm machinery and machinery spare parts.—The rapid extension of irriga- 
tion and diversified farming necessitate continued heavy imports of agricultural 
machinery, tools, spare parts, and materials for making tools. Assistance in 
purchasing these products is accordingly proposed, with the emphasis on means 
to repair and maintain existing equipment in view of the current difficulties in 
obtaining deliveries of new equipment 

5. Livestock.—The number of dairy cattle in Israel] is being increased by several 
thousand heads per annum through importation and domestic breeding, and the 
poultry flock is expected to be increased as the supply of fodder permits. It is 
basic to the resettlement program that increases must be made in the stock of 
dairy and draft animals and poultry to match the increase in population; emer- 
gency aid for additional purchases is therefore essential. 

6. Medical facilities —The inadequate diet, the expanding population, and the 
large number of sick and aged immigrants have burdened existing health and 
hospital facilities to a degree where they are not able to operate efficiently. The 
morale and productivity of the entire population can be undermined if medical 
facilities are not maintained and expanded in relation to the needs of the popula- 
tion. Provision has accordingly been made elsewhere for technical assistance in 
health and sani.ation, and it is proposed to finance a certain amount of medical 
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supplies and equipment, including materials for the construction of additional 
hospital facilities, in the emergency-aid program. 
B. Development program for employment 

1. Transport.—Israel has recognized the need to expand all of its basic trans- 
portation facilities, and both the Government and the major transport cooperatives 
nave taken important steps in this direction. The gross investment in transpor- 
tation and communications during the calendar vear 1950 totaled I1£14.2 million 
($40 million), but the needs of the country grew so rapidly that the over-all 
situation was, if anything, more difficult at the close of the year than it had been 
previously. 

Highway Motor transportation is the most important means of moving freignt 
and passengers witnin Israel. Tne road system has expanded by about one-third 
since 1949, while the number of motor vehicles has more than doubled. This 
expansion has been so great that many temporary expedients have been adopted 
which are now resuiting in high maintenance costs. Port development, despite 
serious overcrowding, has not progressed rapidly because of the large amounts of 
foreign exchange involved. The emergency program seeks to facilitate highway 
and port construction, provide spare parts and maintenance facilities for existing 
equipment, and permit the acquisition of some new vehicles. 

2. Power.—Facilities for the production of electric power are basic to all phases 
of Israel’s resettlement program. For the past 2 years, peak-load demands have 
exceeded generating capacity in spite of drastic power-use restrictions. The lack 
of power in 1951 resulted in an estimated loss in some areas of as much as 25 per- 
cent of the irrigation waters that might otherwise have been utilized. To this 
critical power situation can be traced a substantial part of the 1951 deficiency in 
vegetable production, the failures in urban power supply, and the denial of power 
to most immigrant settlements. 

The annual consumption of electricity has doubled since 1949, and it is esti- 
mated by 1953 it must be increased a further 60 percent over 1951 levels. Domes- 
tic consumption per capita is scheduled to remain relatively stable, while the 
increases in supply are to be channeled to industry and irrigation. The program 
provides for two condensing steam turbine generator sets having a generating 
capacity of 20,000 kilowatts, and includes power transformers, switch gear, and 
accessories. 

3. Irrigation.—By expanding agriculture, Israel will be able to grow most of 
the food necessary to feed its own people, rather than continue its heavy reliance 
on food imports, and thus will be able to create useful employment on the land 
for many of its refugees. Agricultural output for local consumption has been 
expanded by about 100 percent during the 3 years since the establishment of the 
state, and new immigrants are strongly encouraged to resettle on the land. 
Israel’s irrigation program is designed to provide approximately 380 million 
cubic meters of water by the spring of 1953. This water is to irrigate some 135,000 
acres of land at a cost of 1£20.7 million ($58 million), and will more than double 
the irrigated area of Israel. Israel has also programed an investment outlay in 
1951-53 equivalent to approximately $84 million for the expansion of diversified 
farming. 

In the emergency-aid program it is proposed to assist Israel in expanding its 
irrigation facilities by providing funds for some of the pipe and the drilling and 
pipe-laying equipment. 

4. Industry.—An expansion of Israel’s industrial potential is necessary to 
supply employment opportunities which will enable the Israel worker to become 
self-supporting in terms of international trade. The great bulk of financing for 
manufacturing investment must come from private capital, and it has been 
estimated that about $150 million was invested in the 3 vears 1949-51 from 
domestic and foreign resources 

The majority of the immigrants arriving in earlier vears came from Europe, 
and they brought with them a variety of industrial and technical skills. Many 
of these have gone into industry, either as entrepreneurs or workmen. Recent 
immigration has tended to. be from countries relatively less advanced technologi- 
cally, and the proportion of arrivals with useful industrial skills or experience 
as industrial entrepreneurs has dropped. Rigid exchange controls designed to 
make certain that the foreign currency earnings of the nation will be applied to 
the urgent, day-to-day needs of the population have tended to prevent the accu- 
mulation of free foreign exchange in the hands of Israel’s businessmen and thus 
have limited the expansion of existing industrial facilities. 

Additional industry must be created, therefore, for which Israel’s present 
capital resources are inadequate and existing industry must be more adequately 
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equipped and efficiently operated. Provision is accordingly made in the emer- 
gency program for the importation of new machinery and equipment, spare 
parts, and for a certain amount of industrial raw materials needed to maintain 
steady production. 

5. Fishing industry.—From 1948 to 1950 Israel’s fish catch was increased from 
2,703 metric tons to 6,432 metric tons; nevertheless, it was necessary to import 
approximately $5 million worth of fish during 1950. Fish provides one of the least 
expensive forms of protein and has consequently been imported in far larger quan- 
tities than meat. In 1951 the fishing industry was further expanded, and po- 
tentially the industry could meet most of Israel’s needs with a consequent saving 
in foreign exchange. Import requirements for the necessary expansion include 
boats, nets, deep-freezing plants, and refrigeration equipment. It is proposed to 
utilize approximately $1 million for these purposes. 

The proposed emergency-aid program for Israel has been designed throughout 
to meet a specific problem of immediate concern to the United States, i. e., the early 
resettlement of the existing backlog of refugees. It is believed that the program 
will provide, with a minimum of expenditure, an essential share of the foreign-aid 
support necessary to a sound and vigorous foreign policy in the Near East. 


Technical cooperation program and emergency aid, Israel, fiscal year 1953—Summary 
of projects by major fields of activity and type of cost 
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Technical cooperation programs and emergency assistance, I[srael—Comparison of 
fiscal years 1952 and 1953 program 


{Thousands of dollars} 
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1. Agriculture, forestry, and fisheries 650 

2. Health and sanitation 

3. Natural resources, public works, and 
transportation 

4. Education 

5. Industry, handicraft, and housing 

6. Public administration and Govern- | 
ment services : | 254 














7. Joint economic commissions and sur- 
veys b 250 Ai 
8. Maintenance of essential supplies 38,000 | 30,000 | 38,000 | 30, 000 





8,000 | 63,500 | 76,000 | 64,950 | 79, 000 











794 MUTUAL SECURITY ACT EXTENSION 


Mr. Garpiner. We have discussed the background, Mr. Chairman. 
I believe I have stated the view correctly of the Department of State 
and the executive branch in believing that our primary object is 
stability in this region, the establishment of a sound Israel, the 
maintenance or, bettering perhaps, of sound Arab economies in the hope 
that the conflict between the two forces will cease. 

We have consistently supported Israel on political grounds related 
to the Near East. Last year for the first time we made substantial 
funds available to Israel to support the economy of that country. 
Israel is still passing through severe financial difficulties. 

It has not at the moment the agricultural and industrial resources to 
support its growing population. Its foreign-exchange reserves are 
exhausted, and it is living from day to day on its short-term borrow- 
ings at home and abroad. 

There is a program of technical cooperation proposed amounting to 
$3 million, which will be concentrated in the fields of agriculture, 
forestry and fisheries, health and sanitation, and other natural re- 
sources, public works and transport. 

That will be conducted under the provisions of the Act for Inter- 
national Development, and will involve the exchange of knowledge 
and skills and a certain amount of equipment provided through 
appropriated funds. 

ar more important to meet the present emergency in Israel is the 
sum proposed of $76 million which would be.made available under 
the authority of section 205 of the Mutual Security Act of 1951 which, 
as you know, provides for assistance to Israel to assist in the relief 
and resettlement of refugees under such terms and conditions as the 
President may direct. 

The best calculation we could make, and this is an admittedly diffi- 
cult calculation, of the requirements of Israel for funds of this nature 
indicates that the $76 million will meet the need. 

This assumes substantial support, and the continuation of substan- 
tial support to Israel from private sources in this country, both frem 
sales of bonds and from contributions to the United Jewish Appeal 
and other institutions which assist the Government of Israel. 

The program has been broken down into requirements for relief 
involving basic foods, fodders, raw materials for clothing and foot- 
wear, and fuel. That amounts to $35 million presently programed of 
the $76 million. 

On the resettlement account a division again is made into two 
categories. First is homes and communities. Housing, seed, ferti- 
lizer, farm buildings, farm machinery, tools and spares, livestock, and 
medical facilities are in that category. Under these headings, ex- 
penditures are anticipated to amount to $18 million. 

On broader programs of development not affecting the individual 
but providing the setting in which the individual can hope to be 
productive, $23 million has been allotted. This is in the field of 
transport, power, irrigation, industry, and fishing. 

The paper, sir, which I have presented to you goes into some detail 
on each of those categories. I believe it will be found to be a satis- 
factory justification. We are satisfied that without assistance of this 
kind Israel will run into great financial difficulty. We believe a 
program of this magnitude will suffice to see Israel through another 
year and much further along the road toward economic self-sufficiency. 
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We do believe the program should, to a greater extent, be directed 
through our diplomatic mission in Israel, which Mr. Ribicoff has just 
spoken about, and a TCA mission attached to the Ambassador’s staff 
there, and that planning should be conducted by our group in Israel 
along with the Israeli Government authorities, looking toward an 
agreed terminal date of this emergency aid. 

The program should be limited to a time period. It should be made 
contingent upon satisfactory understandings between the United 
States, on the one hand, and the Israeli Government on the other. 

It is intended that the aid mission, in its continuing analyses of 
Israel’s economic and financial situation, will seek a target date when 
this resettlement program can be completed. ° 

The figures that we have, made available by the Israeli authorities, 
of the refugees which have entered Israel since 1948 indicate as many 
as 270,000 of the 650,000 immigrants have become fully productive 
members of the society of the country, leaving a very substantial 
balance who are not yet fully productive and who are either located in 
the maarborat or at reception camps at the seaports. 

Mr. Cuaruam (presiding). You say you hope to set a target date 
on the cessation of this aid. Would you like, for the record, to estimate 
what would be required, say, for 1953 and 1954, of this $76 million 
request here? 

Mr. Garpiner. I would like to be frank with you. I think 1953 
and 1954 would be too early a date. I do not feel we can speak with 
the authority we would like to on this subject because | do not think 
the problem has been examined as fully as it should be by our economic 
authorities. 

Mr. Cuaruam (presiding). I think, sir, this is going to come up on 
the floor. If we are going up this year in our request, what of the 
next year, and what of the next? I would like some statement from 
competent authorities to answer such questions. This is going to be 
just as closely examined as any other figures we have there, I am sure. 

Mr. Garorner. In your absence, Mr. Chairman, we had com- 
pleted a discussion of the Arab refugee problem and are discussing 
the Israel program with assistance to Israel, which I have briefly 
outlined. 

The question Mr. Chatham asked was an estimate of the length 
of time where it might be necessary for the United States Govern- 
ment to provide substantial grants to Israel to support the economy 
of that country. 

Chairman Ricuarps. Mr. Chatham said what? 

Mr. Garptner. He would like to know how many more years a 
program of this nature may be required in the opinion of the witness; 
is that right? 

Mr. Javirs. That is correct. 

Mr. Garpiner. This is the second time that he asked the question. 
The first time I endeavored to avoid the question by making it clear 
that. while I felt we should have a target date, a target date had not 
yet been fully enough considered or examined by economists in the 
field. I think we certainly cannot look for a program of less than 2 
or 3 years. I hate to make a promise that we cannot deliver on. 
I think it is an indefinite situation. I think it depends in large 
measure on whether a determination is made in Israel to consolidate 


4 








796 MUTUAL SECURITY ‘ACT EXTENSION 


the present population or whether it is determined necessary to in- 
gather still more Israelis. 

Chairman Ricuarps. Do you think it is reasonable to expect that 
that problem will be settled down there in 200 years? 

Mr. Garprner. I have used the expression “200 years” when you 
were out of the room, I believe, because the Arabs tell me they have 
200 years, but I do not have 200 years. 

I would hope we could reach a more reasonable settlement within a 
shorter period of time than that, sir. I have given a good deal of time 
and effort to trying to reach such a settlement myself. I would hope 
to see something better in my lifetime. 

Chairman Ricwarps. Mr. Javits, do you want to ask some ques- 
tions? 

Mr. Javirs. | am interested, as the Chair knows, in this question. 
Mr. Gardiner, I notice one of these documents is marked “ unclassi- 
fied” and the other is unmarked. 

Mr. Garpiner. They are meant to be classified until submitted 
to this committee. It depends on the wishes of the committee. It 
is up to you, sir. 

Mr. Javirs. May I say to Mr. Gardiner that I am in thorough 
agreement with our country’s program in this regard and consider 
it one of the keys to peace in the Near East, to settle the Arab refugees 

I shall do everything I can, as I always have done, re gardless of any 
other consideration, to bring about our Government’s participation 
in the Arab refugee program. I am sure you supported the UN plan. 

Mr. Garpiner. I did. 

Mr. Javits. May I say, too, when I was in Israel last December I 
made a speech over the Israeli radio saying that the most desirable 
thing in the whole Near East was peace with the Arabs. It was widely 
reported in the Israeli papers. 

I said that I felt very strongly that Israel ought to work for peace 
with the Arabs in every conceivable way, and I| outlined a number of 
ways. 

One of the ways I outlined was that in all of the planning for utiliza- 
tion of natural resources Israel should be planning for the region even 
though it could not be realized today, that it should be in the blue- 
prints, that the pipe should not be terminated at the borders but only 
with a check valve, toward the day when that could be changed. 

Mr. Garpiner. In my oral testimony I mentioned the possibility 
that the United Nations might find it possible to develop the Jordan 
Valley as a part of the resettlement program. 

We are attempting now on the q. t. some studies. It is a question 
now of collation of data and interpretation and a question of facts to 
do justice to both parties. 

I do not think we have a truly unprejudiced story of Jordan Valley 
development. however, and I would like to have one. 

Mr. Javirs. I think if there is any chance to answer the chairman’s 
question in that area of the world it will be economic. ‘There is a 
ferment in the Near East which is not only nationalist but economic. 

These people have been living in poverty, illiteracy, and disease for 
many centuries. Economic improvement is likely to percolate down 
to the common people and make a difference in what they are willing 
to do. 
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Mr. Garpiner. I spoke in my testimony of the difficulties we face 
in having a happy reception for the Arabs in these countries with 
unemployed people who clearly have first call, if you like, on the good 
will of the politician rather than the newcomer. 

Mr. Javirs. How well satisfied have our economic people been with 
the utilization by Israel of the aid she has received? 

Mr. Garpiner. | think I would much prefer to have an oppor- 
tunity from 6 to 8 months from now to answer that question, rather 
than now, for this reason: Israel counted on last year’s aid, amounting 
to a total of $65 million, as of about July, and it was not available 
until October, and agreements were not reached until December. So 
that first aid to Israel was not too directly related to forward-looking 
projects. 

Now, with a mission in the field I think we can look further ahead 
and plan further ahead with the Israelis. But there have been prob- 
lems on our side to get a group together to go out there, and problems 
on the Israelis’ side of the dire need for funds, which were not made 
available in substantial quantities, as you know, until late in the 
fiscal year. 

Mr. Javits. It is a fact, is it not, that the utilization of the Export- 
Import Bank loan of $135 million, which was originally for purposes of 
increasing agricultural productivity in Israel, showed a remarkable 
record of success? 

Mr. Garptner. I think so, sir. I have already paid tribute to the 
skill and determination of the Israel people and their leaders. 

I know the Export-Import Bank has testified in public and else- 
where as to the efficiency with which Israel used the $135 million, and 
I think that will continue to be the case. 

I have told Israel leaders that they are “‘champs”’ in everything ex- 
cept in getting along with the Arabs. 

Mr. Javits. It is my hope and expectation if they will set their 
minds to that with the greatest devotion and diligence, and I found 
that they are very much so minded, that maybe they can encompass 
that. 

Mr. Garprner. I was there briefly and tried to convince them. 

Mr. Javits. You say there is a grave problem in Israel about the 
number of people they will take in by the way of immigration. It is 
a fact, is it not, with the situation in the world, in other words, if 
you have a problem of anti-Semitic disturbances in North Africa, or 
behind the iron curtain or if the situation should be much worsened 
otherwise, you are bound to have people who have no other place to 
go; so, is it not a fact that their judgment on immigration must be 
circumscribed by world political developments? 

Mr. Garpiner. This is a delicate and difficult question. I would 
like to be very frank with you. 

I think the assumption that there is no other place for unfortunate 
people to go is a great big assumption and one which it is unnecessary 
to make, particularly if further emmigration to Israel will cause 
further tension in the Arab world. 

If there are tensions in Russia, I think you will have to do some soul 
searching and say, ““Haven’t we got as many in Israel as Israel can 
hold?” and try to find some other outlet. 
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Mr. Javits. Is it not a fact we struck just that rock in the DP 
problem? And if Israel had not taken in a mass of Jewish displaced 
persons, they really would have been up against a blank wall? 

Mr. Garpiner. You know that history better than I do. But I 
would assume we would wish to examine very, very carefully a situa- 
tion before agreeing that the best place for these people to go is Israel. 

Mr. Javirs. Let me agree with you, Mr. Gardiner, to the extent 
that it should be examined. 

Mr. Garpiner. It is a hypothetical question. 

Mr. Javirs. Except it is true that this is a subject over which Israel 
may not have as much control as what you call the in-gathering of 
people around the world. 

Mr. Garpiner. Yes, that is right. 

Mr. Javirs. You spoke also of the fact that our aid was gaged to 
help meet the need in view of continued giving by the Jewish Com- 
munity of the United States. 

Mr. Garpiner. I think I said “contributions.” 

Mr. Javirs. That is right, and have you estimated any rate of that, 
or is it just at the present level, or what? 

Mr. GarpiIner. We have made estimates. We use these with great 
caution, necessarily. These are based on facts and figures given to 
us by the leaders concerned. 

We have estimated a private capital import of $75 million, and 
contributions of $129 million in the ensuing fiscal year. 

Mr. Javirs. In other words, something in excess of $200 million? 

Mr. GarpIner. Yes. 

Mr. Javirs. This is unprecedented, is it not, in terms of contribu- 
tions? 

Mr. Garptner. Yes. I think a year ago figures were presented to 
this committee that Israel had received sums from private communities 
amounting to nearly three-quarters of a billion dollars since 1947. 

Mr. Javits. The figures which you gave for United States aid, 
plus the $200 million, will give them no better standard of living 
than their present austerity? 

Mr. Garpiner. It is intended to maintain the austerity standard 
It is intended to get people into productive occupations, and for that 
reason a very substantial capital component is necessary. 

I am afraid we are going to find that Israel is not the only country 
where an investment of that kind is necessary if we are to achieve 
our ends. 

Mr. Javits. Does the Department consider the austerity in Israel 
strict enough to satisfy it that they are doing all they can? 

Mr. Garpiner. I think it is strict by everybody’s standards. 

Mr. Javirs. You mentioned some political grounds. You said 
you were extending aid on political grounds. Is the political ground 
the fact that Israel is an element of strength and stability in the 
Near East? 

Mr. Garpiner. If I recall that correctly, I said a political objective 
was stability in that part of the world. When I use the word “‘politi- 
cal’ I meant we do need somehow to solidify the situation, maintain 
the Jews. They cannot be allowed to use aggression toward the Arabs. 
I read a statement of policy along those lines. 

Mr. Javits. Israel does represent an element of strength? 
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Mr. Garpiner. It represents an element of strength, but unless 
properly handled, it represents an element of weakness. Our task 
is to make it an element of strength by persuading the two sides to 
the best of our ability to get together. 

Mr. Javirs. What about the question of bolstering the defensive 
strength of the free peoples by utilizing the military potential of 
Israel? There has been some suggestion about the fact that strategic 
roads in Israel could go to strengthen the military position in the 
Near East and that that is something we could get the Israelis to do 
if we wished to. 

Mr. Garpiner. That is not in the immediate purview of this 
economic program. As you well know, there is a provision in the 
legislation permitting the transfer of military funds for use elsewhere 
presently available for Greece, Turkey, and Iran in that region. 
There have been references, as you know, to the establishment of 
military arrangements in the Middle East Command to which both the 
Arabs and the Israelis might contribute. That is under careful 
consideration. 

Mr. Javirs. They have a tough army? 

Mr. Garpiner. Yes. 

Mr. Javirs. I thank you very much, Mr. Chairman. 

Mr. Garpiner. Thank you, Mr. Chairman. 

Chairman Ricuarps. The committee will stand in recess until 2:30 
o'clock. 

(Whereupon, at 12:40 p. m., the committee recessed until 2:30 
p. m.) 
























AFTERNOON SESSION 






(The committee reconvened at 2:53 p. m., Hon. Omar Burleson 
presiding. ) 

Mr. Burueson (presiding). The committee will come to order. 
Mr. Wood will you connect our previous discussions with these we 
are now beginning? 


STATEMENT OF HON. C. TYLER WOOD, ASSOCIATE DEPUTY DI- 
RECTOR FOR MUTUAL SECURITY 


Mr. Woop. The committee, I think, had finished with Mr. Gardi- 
ner. I think the chairman thought well of the idea, and the members 
of the committee who were here also did, that we might go on this 
afternoon with the southeast Asia program, starting, if it please the 
committee, with Formosa. General Olmsted will discuss in as much 
detail as the committee would like the military program on Formosa, 
and then we propose to have Mr. Cleveland discuss the economic and 
technical assistance program on Formosa. Proceed from that point 
to present a description of the military assistance programs in the 
other countries of southeast Asia, and then Mr. Cleveland would 
discuss the economic and technical assistance program in that area. 

If it please the committee, I might indicate the countries which 
are in this group which we now propose to discuss. They are coun- 
tries that are covered in the bill in title II], Asia and the Pacific. 
The countries in the southeast Asia part of this title are the following: 
Burma, Formosa, Indochina, Indonesia, Philippines, and Thailand. 
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These are countries for which the Mutual Security Agency has re- 
sponsibility insofar as the technical and economic assistance is con- 
cerned. 

The rest of the countries in this area, which are Afghanistan, Ceylon, 
India, Nepal, and Pakistan, are countries where the economic and 
technical assistance program consists of point 4 assistance, and where 
such assistance is under the management of the Technical Coopera- 
tion Administration—— 

Mr. Bur.eson (presiding). India? 

Mr. Woop. India is under the Technical Cooperation Adminis- 
tration. 

With your permission, we will discuss the southeast Asia segment. 

Mr. Burreson (presiding). To clarify, there is no point 4 in this 
first group you have mentioned? 

Mr. Woop. There are no countries in this group where the Tech- 
nical Cooperation Administration which manages the point 4 program, 
is operating. We wil! bring out later that the economic and technical 
assistance to the countries in this Southeast Asia area which is admin- 
istered by the Mutual Security Agency, is in most respects on the same 
basic principle as the point 4 operations are because the problems and 
conditions in all the countries of this area are very similar. 

Burma, so far as concerns general conditions and problems, is quite 
similar in many respects to India. The countries covered in title IIT 
are underdeveloped countries, many of them with large potential 
resources. Therefore, the administration of American relationships 
with these conditions insofar as aid is concerned, since it has to meet 
similar conditions, is obviously similar. 

In this area of Southeast Asia which we are about to discuss now, 
perhaps one of the main differences between these countries and the 
point 4 countries in Asia and the Pacific is that the former are faced 
with a closer and more imminent threat since they are closer to the 
berders of Communist China than the others are. 

There is one other thing I might say before we ask General Olmsted 
to proceed. Having left the title I area, Europe, we are no longer 
talking about defense support when we are dealing with a form of 
assistance other than that given in the form of military end-items or 
training. ‘‘Defense support’ is a term that we apply solely to the 
Western European workshop area. 

Defense support is necessary to allow the countries in that Western 
European workshop to expend on their own defense establishment sub- 
stantial amounts of resources; but here in Southeast Asia there are no 
countries which can be called workshops in the same sense. The 
economic and technical assistance here is not defense support; it is 
properly called economic aid. 

Mr. Bur Eson (presiding). This is the same thing we have consid- 
ered for the last 4 years? 

Mr. Woop. For this area. As I think I testified, the one exception 
to the defense support category in Western Europe is Austria, where 
there is not a substantial military establishment supported in large 
part by the resources and productive capacity of the country con- 
cerned. 

If we may, we will ask General Olmsted to proceed with the military 
assistance program in Formosa. 

Mr. Burreson (presiding). General Olmsted. 
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STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, 
MILITARY ASSISTANCE PROGRAM, OFFICE, SECRETARY OF 


DEFENSE 


General Otmstep. Mr. Chairman, the United States objective in 
Formosa is to assist National Government of the Republic of China 
forces, by the provision of military assistance in training, in order that 
their potential for the defense of the island of Formosa may be 
increased. 

(Discussion off the record.) 

General Oumstrep. The military assistance already provided has 
not only improved the political stability on the island, but intensive 
training by United States instructors has improved combat capability. 
The ground forces are being completely reorganized from an unco- 
ordinated mass, wherein cooperation between infantry, armor, and 
artillery was unknown, to an increasingly well-coordinated team. 

(Discussion off the record.) 

General Otmsrep. There is now being created a bedrock to build 
upon. As the flow of equipment increases the Armed Forces capacity 
to properly utilize the arms will have been created by thorough 
training and the instilling of knowledge of proper maintenance 
methods. The potential of the NGRC forces for the defense of 
Formosa will have been increased from one of grave doubt to one of 
well-founded confidence. 

In light of the fact that there are crowded on the island 600,000 
armed forces supported by a native population of 7,000,000, there is 
little opportunity for self-help that is not sponsored by financial assist- 
ance from the United States. 

NGRC self-help is mostly in the realm of cooperation with our 
MAAG instructors in permitting their forces to be reorganized to 
make them effective fighters and to be competent to handle modern 
arms. Small arms are manufactured on the island, as well as materials 
for building roads and fortifications, but this indigenous war produc- 
tion is backed directly or indirectly by economic assistance from the 
United States. 

(Discussion off the record.) 

General O_mstep. Our mission there is engaged not only in the 
supply function, but the training function. We have American 
officers and men right down to the battalion teaching these people the 
elements of basic training. They are now beginning to progress into 
a more advanced state of training. 

General Chase, who heads our mission, apparently enjoys the full 
confidence of the Government and their full cooperation. He is most 
enthusiastic about the progress he has made in the 12 months he has 
been out there. 

(Discussion off the record.) 

General Outmstep. Are there any questions? 

Mr. Burueson (presiding). Why are we training Formosan troops? 

General O_mstep. Our announced national objective in Formosa is 
to protect the island of Formosa and prevent it from falling into the 
hands of an unfriendly force. 

Mr. Burueson (presiding). That is after we pull the Seventh Fleet 
away? 
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General Otmstep. That is right, sir. 

(Discussion off the record.) 

Mr. Bureson (presiding). Mr. Ribicoff. 

Mr. Ristcorr. No questions. 

Mr. Bur.eson (presiding). Mr. Smith. 

Mr. Smiru. What is the size of the force, General, that went from 
the mainland to Formosa when Chiang Kai-shek left? 

General Otmsrep. This entire foree, Mr. Smith, is variously es- 
timated between 500,000 and 600,000 in strength. 

Mr. Samira. Are they taking civilians from Formosa and putting 
them into the army, too? 

General Otmsrep. There is some little recruiting among the 
Formosans—that is, the native Formosans—and also among the 
overseas Chinese, which represent a very significant, not only political, 
but military factor throughout that area. 

In a city like Saigon, a million out of two million are Chinese. The 
same is true in Bangkok. The same is true in Rangoon. The same 
is true in Singapore. 

One-fourth of the total population of Thailand are unassimilated 
overseas Chinese. They are the merchants, the bankers, and business- 
men of the community. 

Of course, they are having, even a government in exile, to orient 
themselves to a government that is friendly to us, and is a very vital 
point in keeping them from turning to the Communists’ side. Should 
they become subverted in those areas it would make our problem more 
difficult. 

I am speaking from a military standpoint, and I am sure the same 
thing is true from a political standpoint, too. 

Mr. Sairu. I think the question is going to be raised for the justifi- 
cation of the spending of this money for this particular purpose on 
Formosa unless we will eventually be prepared to support any effort 
of this force to return to the mainland. Do you not think if such an 
effort was made by the Chiang Kai-shek forces that the obligation of 
the complete supply line would be up to us? 

(Discussion off the record.) 

Mr. Smiru. What do we have there at the present time in the way of 
technicians and elements that are developing this force? 

(Discussion off the record.) 

Mr. Smiru. Is there matériel going in there now? 

General Otmsteb. Yes, sir. 

Mr. Smiru. Supplies and so on? 

General OtmsreEp. Yes, sir. 

Mr. Situ. I think that is all, Mr. Chairman. 

Mr. BurweEson (presiding). You know we have many questions 
from constituents and elsewhere, as to the reason the Formosan troops 
are not utilized on the mainland of China and Korea. 

That question, incidentally, has not been too hard to answer, since 
I understand they do not have equipment and material to support 
such action. But if we build them up in strength, that question is 
going to be harder to answer, is it not? 

(Discussion off the record.) 
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Mr. Bureson (presiding). Suppose they were trained, we have 
not been in the position up until now, or recently, even to equip them, 
have we? 

(Discussion off the record.) 

Mr. Smirn. I think the impression generally that the public has is 
that these forces on Formosa are prepared. You remember the gesture 
they made that they want to go into Korea; at least the fellow on the 
street wonders why we do not use these people instead of American 
boys. If they are not prepared, then the people ought to know the 
troops on Formosa are not prepared. 

Mr. Risicorr. Did they offer to go into Korea? 

(Discussion off the record.) 

Mr. Burreson (presiding). Shall we pass on then to the next item, 
if there are no further questions? 

Mr. Woop. Mr. Cleveland can now round out the picture with the 
economic and technical assistance program for Formosa. 

Mr. Burveson (presiding). Mr. Cleveland. 

Mr. Cieve.tanp.'I would like to call your attention to this blue 
book which has been submitted to the committee, called United 
States Technical and Economic Assistance in the Far East. 

This book is an attempt to summarize quite briefly for each coun- 
try and for the countries as a group the salient facts about the coun- 
tries, the major United States program objectives in the countries, 
how the program supports the objectives, and then the basic figures 
on the cost by major fields of activity and some indications of the 
accomplishments, 

All of these programs have been going for at least a year, and some 
of them longer than that. Later on this afternoon, I will refer to 
some of the over-all facts of the area and the program there, but on 
the Formosa program there are four pages, starting on page 12 of this 
booklet. 1 think it will be useful to refer to them. 

This committee, of course, is very familiar with the situation as it 
has developed in Formosa. The basic economic problem of the island 
is the presence on the island of the Chinese Nationalist troops, plus 
something over a million and a half mainlanders from China who came 
over either with the troops or with the government or as part of the 
general exodus there at the time the Communists took over the 
mainland. 

The result of this tremendous influx of people, which brings the 
total population of Formosa to something like 9}, from 7 to 7!, million 
people that it was before, is to put tremendous inflationary pressure 
on an island that, after all, has a relatively small economy. 

Probably the total production of goods and services, total GNP, 
in Formosa is something less than half a billion dollars. Yet you have 
on there a really major military effort, a military effort which perhaps 
can be measured by the figure on that chart for the military assist- 
ance and the comparable expenditures that have to be made by the 
Chinese to go with this equipment build-up and to feed and clothe 
and take care of the troops that are there. 

The program that the MSA manages in Formosa has four main 
program objectives that are listed on page 13 of this booklet. One 
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i is to support very directly through economic measures the 
mi 

are called “common-use items,’’ which is civilian-type items imported 
for directly military purposes, such as gasoline, for example, for mili- 
tary vehicles. 

The importation of common-use items constitutes $35 million out 
of the $115 million that is in this program that is before your com- 
mittee now for next year for Formosa. 

In addition to the financing of these common-use items, some of 
the counterpart funds that result from the imports of economic com- 
modities under this program go directly for military purposes—for 
military construction, and so forth. 

In addition to that, the MSA mission there has, through the 
Chinese, promoted the construction of a good many of what we call 
“joint-use facilities,” an example of which is a very large highway 
bridge over the main river that runs across the middle of the island. 
At the times of the year when this river is in flood, without this 
bridge it would be very difficult to get troops rapidly from the north- 
ern part to the southern part and vice versa. You would lose a lot 
of your military mobility on the island to meet an attack. Those are 
activities that are quite directly related to the military effort. 

Objective No. 2, the one at the top of the page on page 13, is to 
maintain economic stability by assisting the Chinese in their efforts 
to manage their economy efficiently. The primary problem is the 
tremendous inflationary pressure generated by very large military 
expenditures by the Chinese Government, partly military expendi- 
tures, connected with the equipment which is being sent over under 
the aid program. 

The problem of economic stability therefore becomes a problem of 
soaking up the inflationary pressure internally, primarily through the 
importation of commodities that are needed and can be effectively 
used in the Formosan economy for which the Chinese are not in a 
position to pay for themselves. 

This is an economic operation. This is not a point 4 type tech- 
nical assistance deal, this part of it. 

I would like to show you just one chart. I think it might be useful 
to have it in the record for the members who are not here. 

(The chart referred to is as follows:) 
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It is one aspect of this program which has been extremely success- 
ful. Two years ago the Chinese were failing by about 27 percent to 
meet their total Government expenditures with ordinary plus ex- 
traordinary Government revenue. MSA, then ECA, had to do two 
things about that. 

One was to assist the Chinese in meeting the total expenditures 
they had to make by the use of counterpart funds in China for the 
purpose of making possible the very necessary budget expenditures, 
many of them on military purposes that the Chinese were making. 

But the other, and equally important, job was to try to get this 
gap really narrowed down, to get the situation in a position where 
the Chinese would themselves collect from the island of Formosa 
most, and hopefully, eventually nearly all the revenue required to 
meet the necessary Chinese budgetary expenditures. 

They operate on a calendar-year basis. This calendar year the 
figure looks this way. The figures are there in millions of new Taiwan 
dollars, which are worth a little less than a dime. 

Total expenditures here are about half and half military and civil- 
ian expenditures. But many of the civilian expenditures have a 
military character, because the island is, after all, an armed camp. 
Out of these regular Chinese budget expenditures of 2,715 million 
new Taiwan dollars, 2,425 million are now raised from Chinese 
budgetary soure>s. 

Nearly ail of this is regular revenue, that is, taxation and nonin- 
flationary methods of raising revenue. Very little of it is now the 
extraordinary financing that is involved in borrowing from banks or 
selling off the assets of the Government, for example, which was so 
important a feature of the Chinese. financial picture back 2 years ago. 

It has been made possible primarily through administrative actions 
taken by the United States and Chinese Governments together. The 
MSA mission has had over there people both working on getting reve- 
nue up and people responsible for helping the Chinese to reduce their 
total expenditures. 

The man responsible for trying to reduce the total expenditures over 
there is a fellow by the name of Bill Sponsler, who was once the assist- 
ant budget directorJfor the State of Pennsylvania. He is very savvy 
in budget matters. 

At the same time on the military side, General Chase, the head of the 
military advisory group there, has gotten some people who are good at 
working on military fiscal problems, and who have helped to sweat 
down the Chinese military expenditures, to put them through the 
wringer so they would bear less heavily on the Formosan economy. 

So the danger of a Formosan inflationary pressure really blowing the 
lid off has been substantially reduced. So this is a very encouraging 
picture in the way it is worked out. 

The place where our MSA funds used for stabilization purposes fit 
into this picture on the internal financial side is, first, to fill up the rela- 
tively small gap that remains in their necessary budget expenditures, 
applying them, of course, to the military as well as the civilian expendi- 
tures. 

Secondly, to make special expenditures which would not be possible 
otherwise, which are not included in the Chinese budget. 
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Mr. Burveson (presiding). Mr. Cleveland, you will pardon me for 
interrupting? I think, and the chairman agrees—I have word from 
him—that this is so important we should have more members of the 
committee present. I think, Mr. Wood, we will just have to go over 
it again. We are taking your time to do something which will have 
to be repeated. 

Unfortunately, we have the Immigration Bill on the floor, and 
several members of the committee are active in the debate. 

Mr. Sarva. I agree with you, Mr. Chairman. 

Mr. Bur LEsSON (presiding). | think the chairman agrees with us, too. 

Mr. Woop. Would you think both the military program and what 
Mr. Cleveland has been discussing should be taken up again, let us 
say, when the committee next meets, when there are more members 
here, or should we go along from this point? 

Mr. Burreson (presiding). Probably the chairman should decide 
that. 1 think if we should go back to this Formosa question, there 
would doubtless be many questions from a great many of the members 
about it. When you get into the southeast Asia picture, you are on 
a most important part of this measure. It is very sensitive and 
strategic. The committee will adjourn until 10 o’clock tomorrow 
morning. 

(Whereupon, at 3:27 p. m., the committee adjourned until 10 


. 


a.m., Friday, April 25, 1952.) 
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FRIDAY, APRIL 25, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFATRS, 
Washington, D. C. 
The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:40 a. m., Hon. James P. Richards (chairman) presiding. 
hairman Ricuarps. The committee will come to order, please. 
Ladies and gentlemen: We will proceed with the hearings on 
H. R. 7005. I believe, Mr. Burleson, at the time we adjourned we 
were dealing with Formosa. It was suggested that we might go back 
and have a résumé on that to bring it up to the present discussion. 
Will you proceed? 


STATEMENT OF HON. C, TYLER WOOD, ASSOCIATE DEPUTY 
DIRECTOR FOR MUTUAL SECURITY 


Mr. Woop. Mr. Chairman, I just wish to point out some brief 
general facts that may make the committee’s consideration of this 
aspect of the bill a little clearer. 

We are talking now about title III, which is Asia and the Pacific. 
In title I1I we have the countries of southeast Asia, on the one hand, 
where most of them, with the exception of Burma and Indonesia, 
have programs of military assistance. 

We also have the countries of south Asia where there is not military 
assistance and where the management of the economic and technical 
assistance is under the Technical Cooperation Administration which 
is responsible for administering the point 4 program. 

The military assistance programs in southeast Asia are under the 
general management, of course, of the Defense Department, and 
the economic and technical assistance programs are under the manage- 
ment of the Mutual Security Agency. 

I would propose to proceed first in this title with those countries 
which are in southeast Asia and, if I may, just to orient the committee, 
I will read the names of those countries with which we propose to 
deal in this category. They are Burma, Formosa, Indochina, 
Indonesia, the Philippines, and Thailand. 

There is also a small military assistance program for Korea, which 
does not, of course, constitute the main aspect of our Korean opera- 
tions, but General Olmsted will tell you about that. 

I wish to make just one other general remark about this southeast 
Asia area. You will note, as you ook over the figures that have been 
put before you, that there are substantial amounts in some of these 
countries for economic and technical assistance. I should like to point 
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out that we do not talk about defense support in this area as we do in 
Western Europe. 

The reason for this is clear. Defense support, as we bave defined it, 
you will recall, applies to the furnishing of necessary imports required 
to permit the workshop of Western Europe to raise its production in 
such a way that it can increase its defense expenditures. That can be 
done in countries where there are very substantial industrial produc- 
tion facilities. 

Here in these countries we do not have that situation. Therefore, 
it is not proper in our view to all the furnishing of assistance in the 
form of imports of commodities defense support. We call it what it is, 
economic and technical assistance. 

A large part, as you will see as we go on in this area, of this economic 
and technical assistance in southeast Asia where the Mutual Security 
Agency is operating is in fact very closely akin to and in many cases 
the same sort of thing as the technical assistance which the Technical 
Cooperation Administration offers in its point IV program. I will 
be glad at a later time, in fact 1 would welcome the opportunity, to 
discuss with you the very cogent reasons why we believe it is desirable 
for the Mutual Security Agency to operate in the southeast Asia area. 

These reasons are primarily based on the fact that there are in this 
area, as | have pointed out, substantial military-assistance programs, 
which is not true of the south Asia area where the Technical Coopera- 
tion Administration operates, and generally because this area is under 
much more imminent threat both from external invasion as well as 
from internal subversion. In one of these countries, as you well 
know, namely, Indochina, there is a very active military operation 
going on at the present time. 

After those introductory remarks I think we might, if the committee 
please, move on to a brief summary of the military-assistance program 
in Formosa. After which, I would propose to have Mr. Cleveland 
cover the economic and technical assistance program in Formosa 
so that you may get a concept of the whole Formosa program. 

Following that I would ask General Olmsted to run over briefly the 
figures concerning the programs of military end item assistance in 
other countries of the southeast Asia area, and then Mr. Cleveland 
to run over the economic and technical assistance programs for these 
countries. 

Will you, General Olmsted, present a statement of the military end 
item program for Formosa? 


STATEMENT OF MAJ. GEN. GEORGE H. OLMSTED, DIRECTOR, 
MILITARY ASSISTANCE PROGRAM, OFFICE, SECRETARY OF 
DEFENSE 


General O_mstep. I would like to make one comment before I get 
to the Formosa problem. The committee has evidenced interest and 
some concern about the question of unobligated funds. I just got my 
figures this morning for the obligations during the month of March. 
They total $1.2 billion. At the end of February, of the $10.8 billion 
which was released to the Department of Defense, there was $7.5 
billion obligated, which left $3.3 billion unobligated; $1.2 billion of 
that $3.3 billion was obligated during the month of March. I offer 
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that only in support of Secretary Lovett and the other Defense 
Department statements. 

Chairman Ricnarps. That leaves you how much unobligated? 

General Otmstep. That would be $2.1 billion to obligate in the 
final quarter of the fiscal year. 

Mr. Merrow. May I ask a question at this time? 

Chairman Ricuarps. Mr. Merrow. 

Mr. Merrow. Is it proposed to have that completely obligated by 
the end of this fiscal year? 

General Otmstep. Our belief, sir, is that all of our funds will be 
obligated by the end of the fiscal year with the exception of about 
$400 million which must be held back for either price changes or 
engineering changes that may eventuate during the work-out of the 
contracts. 

Mr. Merrow. There will be no carry-over? 

General Otmstep. Except the $400 million. 

Chairman Ricnarps. Would you say that was just following normal 
procedure or was it because of any special effort to obligate the funds 
before the end of the fiscal year? 

General OutmsTep. It is the pattern we followed last year and the 
year before. 

Mrs. Ketuy. I would like to know the effect of the Coudert amend- 
ment on the expenditures of Mutual Security for this coming year. 
As I understand it, it limits expenditures. What effect is that going 
to have on the amount of expenditures under MSA? It will cut back 
expenditures and deliveries? 

General Otmstep. Mrs. Kelly, as you no doubt know, that amend- 
ment does not apply to the Mutual Security funds. 

Mrs. Ketuy. I understand it will effect expenditures of MSA. 
If that is limited, the MSA is going to have to be cut back. 

General Osten. If there is an expenditure limitation imposed, 
what it will mean is a slow-down of the rate of delivery of the equip- 
ment and thereby a postponement of the day of readiness. 

Chairman RicHarps. Mrs. Kelly, we are going to have some testi- 
mony on that point. It is one of the main points in this thing, of 
course, which will be discussed on the floor of the House. 

As you say, we had a forerunner of what might happen. 

Mrs. Ketiy. I asked Mr. Kaplan to prepare a report. 

Chairman Ricwarps. I do not know whether an effort like that 
would be made on an authorization bill anyway, or whether it would 
come on an appropriation. 

Mrs. Kelly. I am not anticipating what will happen; I am look- 
ing to find out what did happen and to see how it affects the present 
situation. What was done is going to affect the delivery on this bill, 
is it not? 

General Otmsrep. What has been done to date, no. But if that 
expenditure limitation also applies to Mutual Security funds, then 
it will slow down our rate of delivery. 

Mrs. Bouton. Then what was it that we were told slowed it down? 
Was it the cut last year? What was that cut, if it was not on ex- 
penditures? 

General Otmstep. That was the total amount of money available 


for procurement. 
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Mrs. Bourton. I was told it caused a delay of 3 months. I was 
told there was that delay because the Army could not readjust any 
faster. Have they so many people falling over themselves that they 
get in each other’s way? 

Mr. Woop. I think the trouble was that the appropriation was 
made quite late, that we did not know how much money we would 
have available until the appropriation was made and then had to take 
care of the reprograming of all the funds. I think Mr. Harriman was 
referring to the delay thus caused before actual contracts could be 
started to be let. 

Mr. Chairman, there was one other item that I think the committee 
might be interested in hearing. It does not relate to Formosa. 

There is to be an announcement this afternoon to the effect that 
military end-item assistance is going to be resumed to Iran as a result 
of some negotiations between us and the Iranians. 

Iran is now qualified to receive military assistance, and the problems 
relating to section 511 (a) have been worked out. 

I thought the committee might like to know that fact. It is to be 
announced at a press conference after noon today. 

Chairman Ricuarps. Do you feel the requirements of Congress in 
that have been met? 

Mr. Woop. Yes. Off the record. 

(Discussion followed off the record.) 

Mr. Woop. General Olmsted, will you proceed? 

General O_mstep. There has been some question about the rate of 
deliveries. Our tonnage shipment in the month of March was 228,000 
tons. That is just a number to all of us. What that means is that 
on every working day in the month of March the equivalent of 15 
full shiploads of ammunition left here to go to our partners. 

Mr. Merrow. That is greater than any month preceding? 

General Olmsted. Yes. 

Mr. Risicorr. Do the goods manufactured under the Mutual Se- 
curity Program have an interchangeability with goods manufactured 
under our defense program, or are there certain items under the 
Mutual Security Program that can only be used m the program for 
the allies? 

General Otmstep. We are programing only standard United States 
equipment. 

Mr. Ripicorr. So there is this interchangeability? 

General O_mstep. That is right. 

Mr. Risicorr. In other words, in the merchandise that we are 
manufacturing, if you had a situation where NATO broke up because 
of the German situation or the French situation, whatever is being 
manufactured abroad could be utilized in our own defense? 

General O_mstrep. That is right, sir. There is perhaps one varia- 
tion which is minor in dollar amount and that is we are financing 
some wooden mine sweepers for the coast around Europe which we 
would not use ourselves. 

Mr. CutperFieLD. Before we get on to the details of this program 
in this area, has there been any testimony which would disclose that 
if we continue these programs we would reach a time when the de- 
fense of Western Europe would be adequate to do the job; and sec- 
ond, has there been any testimony which shows how much the Rus- 
sians have been increasing their military force? In other words, 
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what they ask me back home is, “If we do all this, will there come a 
time when we can be assured that the job can be done? That there 
will be adequate defense in Western Europe to do the job?” 

I realize there are lots of contingencies as to the future and no one 
ca» foresee them, but as you ocaieds your program, do you visualize 
a time when we caa say with reasonable assurance that we think we 
have enough over there so that they can do the job? 

(Discussion off the record.) 

General Ou_mstep. As far as our own target is concerned, that is, 
our own planners and the SHAPE headquarters idea and the Lisbon 
conference idea about where we ought to be in 1954, those figures 
shown in pencil under that column over there, if I may say off the 
record 

(Discussion followed off the record.) 

Mrs. Bouton. ‘Plus the United States.”” May I ask, How are you 
going to get men over to the other side from the United States? 

General Otmstep. Of course, some could be taken by air, but the 
majority would go by sea. 

Mrs. Boron. Is there any definite understanding and knowledge 
how that transportation will be done? Are plans being made for it? 

General Otmstep. Yes. 

Mrs. Botton. And I want to ask you about the shipping of essential 
goods. Is there an aedquate transport situation today? 

General O_mstep. Yes; we believe there is. 

Mrs. Boiron. You have not been hindered because of lack of 
shipping? You say there are 15 shipments going. Are they going 
under our flag or under the flag of Panama, or what? 

General O_tmstep. The law requires us to ship 50 percent under 
United States flag; actually we are shipping about 75 percent under 
the United States flag. 

Mrs. Boutron. With the increased shipments, you have calculated 
very carefully and you know there will not be a delay? 

General Otmstep. That is right. We estimate our shipments by 
the end of this year will be approaching 400,000 tons a month. The 
shipping is programed 90 days ahead. 

Mr. Merrow. May I ask a question in connection with what 
Mr. Chiperfield is saving? Is it not true that the situation which 
Mr. Chiperfield is talking about will never be realized until there is a 
greater degree of unity in Europe? 

General Otmstep. We believe that the target, the number of divi- 
sions mentioned, is an attainable target. 

Mr. Merrow. Will we not have to continue if we go on with this 
program, continue aid unless those countries unite more closely than 
they are at the present time? 

General O_mstep. Well, that is anybody’s estimate. Our hope on 
the thing is, and we begin to see it now in this Greece and Turkey and 
Thailand matter, after we get the initial capital equipment in hand, 
that then our costs begin to taper off to a maintenance factor. 

Our hope is that through the development of indigenous capacity, 
our defense support program and offshore procurement both contrib- 
uting to that, and through the revival of the economies of these, that 
ultimately it will be a maintenance requirement, that that portion 
which must come from United States production can be purchased 
under a cash basis and we can get over to section 408 (e) of the act. 
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Mr. Merrow. I hope that is true, but I do not see how Europe 
will be able to stand on its own feet until there is a much greater 
degree of unity than they have at the present time. 

Mr. Woop. If I may interrupt, I think that has been quite generally 
= a of both the Congress and of the people in the executive 

ranch. 

I think you can cite some rather dramatic things which have hap- 
pened or are on the way. This whole European defense force project, 
the supranational organization to manage and handle on a unified 
basis the armed forces of six countries, is a very dramatic thing. 
Another is the Schuman plan, and there are others. 

I think everyone agrees with you, that further movement in that 
direction is extremely desirable and, in fact, has a very great hearin 
on the possibility that Europe will be ultimately able to defend itself, 
without substantial aid from us. 

We have proposed in the bill before you a further statement of 
the intent of Congress, if you are willing to accept it along those lines, 
including a provision that would make it possible for the United 
States to supply its aid to a group or organization of nations directly 
rather than bilaterally to individual nations. The purpose of this 
proposal is primarily to enable us to stimulate, if it can be properly 
om a central procurement agency for military equipment in 

urope. 

We can now, though we feel the law needs clarification, make 
military end items available to groups of nations. 

Under the present law we cannot make defense support available 
through a group of nations. It must go to the individual nations 
bilaterally. We are all working, Mr. Merrow, and many fine people 
in Europe also are doing so in the direction of trying to bring about 
exactly what you are talking about. 

Mr. Merrow. I agree with that. I do not want to prolong the 
discussion, but I just want to ask this question: Why would it not 
be a good idea to make future American aid contingent upon the 
progress they make toward unity in Europe? In other words, the 
aid ought to be tied to the progress they make, otherwise we will be 
giving aid forever. 

Mr. Woop. Mr. Merrow, that becomes a matter of wisdom and 
administration. 

My own feeling, and the committee might think otherwise, is 
perhaps best expressed by talking about the Schuman plan. That 
plan has been overwhelmingly approved in the Parliaments of Ger- 
many and France. I do not personally believe, and you may differ 
‘with me, that if the law last year had had in it a statement—and I 
am putting it extremely—to the effect that no further aid should be 
given to France or Germany unless by January 15 the Parliaments had 
voted overwhelmingly in favor of the Schuman plan, we would have 
had those votes. 

My own view is that the best way to do this is to have the Congress 
express its intention, and encouragement, and give us a perfectly 
clear push all the time along the lines of negotiating and working and 
leading in this direction. 

I think when you get to the point of hard and fast conditions, that 
such and such must happen, or aid is cut off, then I think you make 
slower progress. I am just applying a pragmatic test to this question. 
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Mr. CurperFietp. Will the gentleman yield for one question? 
Have we given any financial aid directly to the Schuman plan? 

Mr. Woop. No, we have not, Mr. Chiperfield. The only interna- 
tional organization or group of nations to which we have given financial 
aid was the European Payments Union, and the Congress specifically 
authorized us to do so in the law. 

Mrs. Bouron. Will the gentleman yield? 

Chairman Ricuarps. Can I make a remark? Of course, those are 
all pleasant questions. I thought Mr. Wood would sum up this thing 
afterward, and you can get with him on those points, the pipeline 
and so forth. 

If we could go ahead on this country-by-country analysis, we could 
take that up later. 

Mrs. Boiron. Will you permit this? Is it the sense of the Depart- 
ment that there is continuing progress being made toward the unifica- 
tion in Europe? 

Mr. Woop. Yes. 

Mrs. Bourton. Has the call gone out yet for the constitutional 
convention? 

Mr. Woop. I do not believe the call has gone out for the constitu- 
tionar convention. In connection with the European defense force, 
it was decided that the cail was to go out 6 months following the 
ratification of the European Defense Community treaty. That is a 
definite plan. 

Chairman Ricuarps. Off the record. 

(Discussion followed off the record.) 

General O_mstrep. Yesterday I gave a somewhat detailed pre- 
sentation on Formosa which, in the interest of saving time, I will sort 
of summarize. 

Our program for Formosa started with the fiscal year 1950-51. 

(Discussion off the record.) 

General Otmstep. We sent our mission there about a year ago, 
headed by General Chase. It has a strength presently of 761 officers 
and men. Its responsibility includes not only the suppiy function 
but also the training function. We have American officers now right 
down to the battalion level with these Chinese forces. Our mission 
there is to develop the Nationalist forces to the point where they can 
insure the security of Formosa. 

We found some 500,000 to 600,000 pooriy organized, poorly equipped 
troops, all of whom had been evacuated from the mainland. 

The number of divisions has now, uader the guidance of our mission, 
been reduced and been organized on the American pattern. They 
are now in the process of a training program. 

(Discussion off the record.) 

General Otmstep. So, net, we believe that the progress we are 
making is good, that the program is tending toward political stability. 
It is one of those programs where it is perfectly apparent that our 
defense support or economic aid is an essential ingredient to the success 
of the military program. But, net, we believe it is important and it is 
making progress. I will be glad to answer any questions that anyone 
might have. 

Chairman Ricuarps. Are there any questions? Mr. Ribicoff. 

Mr. Risicorr. I understand that the United States policy in 
Formosa brought about the reduction of rent payments from the 
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peasants on their land, which was a very constructive step and well 
received in Formosa. . After the United States formulated this policy 
did Chiang Kai-shek turn around and raise the taxes on the same land 
and lower the price on grain and produce, which is only bought by the 
Government? Did this negative the United States policy causing 
resentment among the people of Formosa? 

I would like someone to comment on that. 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR FOR 
EUROPE MUTUAL SECURITY AGENCY 


Mr. Cievetanp. I might comment on it. The original land-rent 
reduction program, as you say, Mr. Ribicoff, was very successful. It 
reduced the rents from 50 or 60 percent down to the 37 percent 
which is now the standard for the island. 

Shortly after that was done and accomplished (and the Formosan 
peasantry saw this was a great improvement in their situation), this 
military burden on an island in which there had been a sudden influx 
of 2 million people from the Chinese mainland caused such a serious 
Government financial crisis that taxes did have to be raised. 

They were raised throughout the economy, and the rural population 
bore some of it. 

There is no reason, I think, and we did send a couple of people out 
there to look into this particular angle, to believe that the full gains 
realized by the peasants through the land-rent reduction and other 
agricultural improvement programs administered through the Joint 
Commission on Rural Reconstruction were wiped out by the burden 
of the increased taxes. 

Rice prices were kept low by the Government for quite a period 
thereafter. But recently the Government has raised the price that it 
pays to the farmer for rice, partly as a countermeasure to the very 
difficult situation in which the rice farmers have been placed. I think 
you have a situation with which the Government in Formosa is very 
much concerned, as repeatedly shown by the actions it has taken 
about the welfare of the farmers there. 

They are faced at the same time with the problem of supporting a 
military expenditure which is something like 10 percent of the total 
national income for that little island. 

The result is a compromise between trying to get the revenue the 
economy can produce so that we do not have to provide this aid, and 
an attempt to keep the farming population in an economic condition 
whereby they will continue to be strong supporters of the regime there. 

I think it is true that in Formosa the social and economic situation 
has become such in spite of this military burden, that with the assist- 
ance the United States has given it is probably fair to say there are 
fewer indigenous Communists per thousand population in Formosa 
than anywhere else in Asia. 

Mr. Rrietcorr. General, you may be able to answer this from the 
reports you gave. Does Chiang Kai-shek still carry on the hold-over 
of his policy in the past of cutting down to size any young officer who 
shows military competence and brilliance and an unwillingness to 
give him a place in the military set-up? 

General Otmstep. Mr. Ribicoff, you can hear both sides of that 
story, both here and over there. Our mission chief, General Chase, 
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reports to us that he believes that the junior officers, with a reasonable 
amount of training, compare quite favorably with our own. 

He believes there has been much progress made since World War II 
in weeding out some of the older war-lord type of commanders. He 
believes there is now coming up a command structure up to, say, the 
division level that we can count on and will learn their business and 
will perform and will perform well. 

I do not say that you cannot get the reverse of that picture either 
from reports here, or even out there. But that is General Chase’s 
view, and that is the man we are counting on to get this job done. 
He is quite optimistic about the quality of leadership and the weeding 
out of the older deadwood. 

Mr. MansFie.tp. Could I ask a question of the General? 

Chairman Ricuarps. Mr. Mansfield. 

(Discussion off the record.) 

Mrs. Bouron. What has been the cost of the military mission in 
Formosa? 

General Otmstep. The cost of the mission itself? 

(Discussion off the record.) 

General Outmstep. Well, I would hardly know how to give you a 
figure of that kind. 

Mrs. Boiron. Can you give a rough estimate of how much we have 
spent in organizing and training the present force in Formosa? 

(Discussion off the record.) 

Mrs. Bouton. Delivered? We have a mission over there, you say. 

General Outmstrep. There are 761 officers and men. It would be 
simply a question of their pay and allowance. 

Chairman Ricuarps. Are there any other questions? What is 
your next item? 

Mr. Woop. Mr. Cleveland will now go on with a brief recapitulation 
of the economic program and conditions in Formosa. 

Mr. Cievetanp. Mr. Chairman, I would like to call attention to 
this bluebook entitled, ‘‘U. S. Technical and Economic Assistance ia 
the Far East,” which is, I believe, before all members of the committee. 

I think I can save some time of the committee by referring to this 
from time to time and not going into the details that are included in 
here for reference. 

We would be glad, Mr. Chairman, if that would make sense in 
terms of the record of this committee, to use some or all of this book 
as a part of the record, in addition to the oral testimony. 

Chairman Ricuarps. In the publie record? 

Mr. CLevELAND. Yes. It was written in order to summarize the 
program objectives and the ways in which the program supports 
those objectives country by country. 

(The material referred to is as follows:) 


U.S. TECHNICAL AND ECONOMIC ASSISTANCE IN THE FAR EAST— 
A PART OF THE MUTUAL SECURITY PROGRAM FOR 1952/53 


Tue AREA 


The part of the world in which the MSA Far East programs operate—Southeast 
Asia, the Philippines and Formosa—is a vast expanse of mainland, sea and islands, 
with a total land area half as large as the U. 8. A. anda population of 170 million, 

It is an area of crucial importance from the standpoint of the security of free 
and independent nations—the front line of defense against Communist aggression 
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in Asia. Its location at the Pacific-Indian Ocean“ crossroads underscores its 
strategic significance. Communist aggression in part of this area is not merely a 
threat; it isan actuality. A shooting war is under way in the Associated States of 
Indochina as it is in Korea, to the north. 

The economic importance of this area is likewise great. The rice exported by 
Burma, Thailand, and the Associated States of Indochina is needed to feed 
Japan, the Philippines, Malaya, Indonesia, India, and Ceylon. From this area 
(counting in Malaya) come 60 percent of the world’s supply of tin, 95 percent of its 
natural rubber, 90 percent of its copra; it contains the only important petrolevm 
reserve between the Persian Gulf and California; it produces important quantities 
of such other commodities as Manila hemp (abaca), quinine, sugar, tea, and 
pepper, and has substantial resources of nickel, bauxite, manganese, tungsten, 
cobalt, chromite, and other minerals. Expansion of trade between these countries 
and Japan would be mutually beneficial bringing Japan raw materials for its 
industrial economy and bringing the countries of Southeast Asia not only manu- 
factured consumer goods but also capital goods to help them diversify and in- 
dustrialize their economies. 

Seventy-five percent of the people of this area derive their living from farming 
or fishing. The literacy rate is about 25 percent. Average per capita income 
is under $50 per vear. Country by country, the populations are approximately 
as follows (in millions): 

Indonesia Burma 


Associated States of Indochina____ 28. 5| Thailand 
Philippines 29. 0| Formosa 


























SALIENT Facts AspouT THE AREA 


A 


The Communists are engaged in military aggression in the Associated States of 
Indochina. Militant subversion—armed and unarmed—is openly operating in 
other parts of the area. 
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in Asia. Its location at the Pacific-Indian Ocean crossroads underscores its 
strategic significance. Communist aggression in part of this area is not merely a 
threat; it is an actuality. A shooting war is under way in the Associated States of 
Indochina as it is in Korea, to the north. 

The economic importance of this area is likewise great. The rice exported by 
Burma, Thailand, and the Associated States of Indochina is needed to feed 
Japan, the Philippines, Malaya, Indonesia, India, and Ceylon. From this area 
(counting in Malaya) come 60 percent of the world’s supply of tin, 95 percent of its 
natural rubber, 90 percent of its copra; it contains the only important petroleum 
reserve between the Persian Gulf and California; it produces important quantities 
of such other commodities as Manila hemp (abaca), quinine, sugar, tea, and 
pepper, and has substantial resources of nickel, bauxite, manganese, tungsten, 
cobalt, chromite, and other minerals. Expansion of trade between these countries 
and Japan would be mutually beneficial bringing Japan raw materials for its 
industrial economy and bringing the countries of Southeast Asia not only manu- 
factured consumer goods but also capital goods to help them diversify and in- 
dustrialize their economies. 

Seventy-five percent of the people of this area derive their living from farming 
or fishing. The literacy rate is about 25 percent. Average per capita income 
is under $50 per vear. Country by country, the populations are approximately 
as follows (in millions): 


Indonesia 75. 0| Burma 


Associated States of Indochina___. 28. 5| Thailand 
Philippines 20. 0| Formosa 
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The Communists are engaged in military aggression in the Associated States of 
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1. Most of these Governments are newly independent, and in all but Formosa 
there is @ critical shortage of trained administrators and technicians. Damage 
from war and insurgency has been heavy and much of it is still unrepaired. In 
spite of large latent resources, standards of living are low—in many areas below 

rewar. 
7 2. An economic and social revolution is under way. Nationalism dominates 
Asian thought and action. At the same time, national independence was expected 
to better conditions of life for the people of Asia. There is a “revolution of rising 
expectations.” 

3. The Kremlin works unceasingly to exploit the gap between these rising 
expectations and what the Governments, in their difficult circumstances, are able 
to deliver. 


OBJECTIVES OF UNITED States Economic AssIsTANCE PROGRAMS IN THE AREA 


The primary objective of MSA technical and economic assistance programs in 
the Far East is to help countries build the economic foundations of their existence 
as independent nations. This means— 

(a) Strong, stable Governments, increasingly able to discharge essential govern- 
mental functions and command popular support. (This is the prime requisite, 
on which the other factors, below, heavily depend.) 

(b) Supporting the build-up of military and internal-security forces (in countries 
asking for and receiving such United States military assistance: China (Formosa), 
Philippines, Associated States of Indochina, Thailand). 

(c) Economie progress—more food and more use of the resources they have. 

(d) Closer ties of friendship and mutual support linking these Governments and 
people with other free and independent nations and enabling them to resist the 
Kremlin drive into Southeast Asia. 

(e) Helping in the development and export of materials needed by the rest of 
the free world, within the scope of the programs and to the extent consistent with 
the programs’ primary objective. 

Attaining the objectives involves helping people and Governments to help 
themselves—for example, by— : 

Bringing immediate, tangible benefits to the common people (land reform, 
minimum wages, rural credit, strengthening of free trade union movements, 
etc.). 

Strengthening government administration and public services (public 
health, public education, training of local experts, agricultural extension, 
communications, etc.). 

“Comm9n-use”’ imports, joint-use transport facilities, ete.—to increase and 
sust2in military strength, and to buttress the economic foundations under 
that strength. 

Economic stabilization. 

Reconstruction, rehabilitation. 

Increased output of goods, additional productive work opportunities. 

Laying foundations for economic development. 

Tangible help plus friendly, American attitudes. 

Mineral surveys, plant disease control, access roads, ete. 

Exch country hes different specific problems, calling for varying program empha- 
sis ia each country program. See the individual country sections that follow. 


How THE ProGrams Work 

1. Country program 

A United States Special Technical and Economic Mission (STEM) works with 
the Government to relate United States aid to the total development program, and 
to assistance from U. N. agencies, the Colombo plan, public lending agencies, ete. 

(In China (Formosa) the United States Mission is known as the MSA Mission 
to China.) Underlying the whole effort in each case is a bilateral agreement 
between the United States and the cooperating government. The United States 
Mission, of course, works in close coordination with the United States Diplomatic 
Mission, and with the United States Military Assistance Advisory Group \MAAG) 
In countries that have also requested United States military assistance. 

STEM sometimes helps the Government with its over-all development planning, 
asin Thailand. Sometimes MSA finances the hiring of a private United States 
management engineering firm to give technical assistance in making the most 
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effective use of all the country’s resources for development purposes, as in Chins 
(Formosa), Indonesia, and Burma. 

Each project within the country program must be specifically requested by th. 
cooperating government. This principle is in line with Paul Hoffman’s dictum 
that “technical assistance cannot be exported; it must be imported.” 


2. Joint working arrangements 

In each country the government has set up a central organization to deal with 
the United States Mission and to pull together all the threads of the country 
program. 

In China (Formosa), the Council on United States Aid (CUSA). 

In the Philippines, the Philippine Council for United States Aid 
(PHILCUSA). 

In Burma, the Burma Economic Aid Committee (BEAC). 

In each of the Associated States of Indochina, a Committee on America: 
Aid. 

In Thailand, the Thai Technical and Economie Committee. 

In Indonesia, the Coordinating Committee for Foreign Aid. 

Screening of requests for aid, prior to transmittal to Washington, and decisions 
on how to use counterpart funds, are the center of this joint-working-together 
method. 

Sometimes joint operating agencies prove especially useful. Example: Joint 
Commission on Rural Reconstruction (JCRR), which has made possible a success- 
ful land reform and rural welfare and development program in Formosa. 

All these arrangements imply and make for joint responsibility for the program’s 
success. : 


8. The village approach 

Emphasis in each part of the program—public health, agriculture, education, 
industry—is to get benefits out to the people. Most of the people are farmers 
(75 percent in the whole area) so most of the tangible benefits of the program have 
to get out to the rural areas. Examples: JCRR operation on Formosa, village 
first aid programs in Indochina, agricultural extension work in the Philippines, 
aid to “Rehabilitation Corps’? and Mass Education Council in Burma, hand 
tools for small farmers in Indonesia, antimalaria campaign in Thailand, 


4. Breaking economic bottlenecks 

While it is not the function of United States grants to finance major capita! 
installations, the programs do seek to break obvious economic roadblocks such 
as transport bottlenecks, so as to help put the economy in better working order 
without undue loss of time. This kind of operation is particularly necessary at 
the outset, when programs are just starting. Examples: Early phases of harbor 
reconstruction at Rangoon, supplies for rehabilitating Makassan railway repair 
shop in Thailand. 


§. Building of institutions 

Major purpose of the program is to help governments govern effectively, and 
build useful relationships with their own people. Emphasis throughout is on 
getting institutions—like a public health service, and an agricultural extensio: 
service—built up; making sure that (a) competent citizens can carry the work on 
after a period of training, and (b) it can be carried after a year or two or three by 
funds from the local government or other local resources. Sometimes, as a con- 
tribution to (6), the program can help show the way to bettering key financial 
institutions and practices—in taxation, banking, foreign exchange, ete. Or it 
can be of assistance to public administration in general, as in the case of th« 
public administration institute being established at the University of the Philip- 
pines. In helping people to help themselves, the United States purpose is to 
build something that does not require continuous United States support. 


6. Grants and loans 

Every program is planned so that the grant part of the program will go down, 
with loans taking up more and more of the load of financing development, aided 
by increased private investments. The grants are used as catalyst—to get the 
problems identified, plans laid, effective measures started, people trained who 
can carry projects through to completion on their own responsibility. 
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Estimated cost by major field of activity 


{In thousands of dollars] 


FISCAL YEAR 1952 CONSOLIDATED PROGRAM 





| 
Dollar cost Experts Trainees Dollar 
) oe a - >a ee wens cee memes wee oe ——| equiv- 
- | y j alent of 
| os. sg Num-} )Num i ; 
Bi 4 Services |~* ® _ Dollar |ber of) Dotar| oe = — 
| q Mip- | Services nor. | cost | per- | cost | ™ ney 
ment pe i | sons | cost 
. | 
1. Public health $13, 590 $11,147 | $2,443 | 132) $1,858 | 117 | $585 | $18,640 
2. Agriculture, forestry, fisheries 
3. Transportation, power, other | 
publie works 18, 798 18, 197 | 601 34 | 426 35 175 24, 020 
. Handicraft and manufactur- | | | | 
ing, mining, other industry 6, 296 5, 593 | 703 408 | 63) 295 20, 755 
5, General engineering advisory | | | 
services | | 21,350 37 | 21,350 |__- ‘ 130 
. Edueation eo 3, 291 950 | 725 fi, 490 
. Public administration com 3, 1,401 | | 4, 595 
Other projects __- | 400 Sista a SEESEN ES ‘ 1, 200 
. Maintenance of e | | | 
ply 4 _ vj ee - an 2 ..| 518,000 


40,120} 37,440 | 2,680) 144) 1,910) 156) 770] 35,855 
| 


Total cost of program_.....| 6 166,693 | 7 156, 074 $10,619 | 557 | 7,936 | 504 | 2,490 129, 685 
| | 


FISCAL YEAR 1953 CONSOLIDATED PROGRAM 





; ’ ’ j 

Public health | $17,170} $13,590 | $3, 580 180 | $2,920 | 132) $660} $29,170 
. Agriculture, forestry, fisheries 45, 930 41,992 | 3,938 | 200; 2,848 218 | 1,090 | 49, 555 
Transportation, power, other | | | | | 
public works | 16, 405 14, 045 | 1, 360 66 | 68 | 340 | 28, 545 

. Handicraft and manufactur- | | | } 
ing, mining, other industry_| 8, 000 6,611 1, 389 2 72 360 8, 820 

. General engineering advisory | | | 
services. ..- | s OO aaa 21,19 ; , 19 ———— 210 
Education 5, 530 3, 560 1, 970 | 1,35 ‘ 620 6, 630 
7. Public administration _. . 4, 490 1, 825 2, 665 3s 2,030} 1 635 3, 935 
. Other projects _ . ; 2 800 kt ENR 4 6 Be fe me 1, 300 

9. Maintenance of essential sup- | | 
145, 485 145, 485 } ae Seen ee 





Total cost of program 9 258,000 | 7 * 241, 908 16, 092 9! 21 ‘ . .705 | 179,165 





! See individual country tables for conversion rates. 

? Total fiseal year cost of contracts with United States engineering firms (Burma, Formosa, Indonesia) 

' Emergency war relief in Indochina. Includes food, clothing, blankets, medicine, and temporary 
housing for refugees. 

‘ Requisites for production and other essential civilian supplies plus imports for direct military support— 
$12,725,000 in fiscal year 1952 (Formosa), $70,000,000 in fiscal year 1953 (Formosa and Indochina each 
$35,000,000), 

Fstimated local currency requirements for direct military support projects (Formosa program only in 
fiscal year 1952; in fiseal vear 1953, Formosa $21,500,000, Indochina $29,500,000). 
Includes $193,000 of program funds not allocated by country. 

’ Includes salable commodities as follows: fisea! year 1952, $87,770,000 (category 9, $55,880,000, plus fertilizer 
in category 2, $21,890,000); fiscal year 1953, $10,617,000 (category 9, $75,485,000, plus fertilizer, $25,132,000). 

*Ineludes cost of engineering advisory and other contracts. 

Includes $13,000,000 basic materials development fund, not allocated by country. Total here arbitrarily 
ed to supplies and equipment colimn. For note on basic materials development fund, see appendix 


Cuina (Formosa) 
SALIENT FACTS 


|. Military costs are 80 percent of national budget, nearly 50 percent of con- 
solidated national, provincial, and local budgets. 

2. Since 1949, immigrants and troops from the mainland have added 2 million 
to the island’s population, which now exceeds 9.5 million. Many of the im- 
migrants are difficult to assimilate into the productive life of the community. 

3. The United States is committed to preventing Formosa from being taken 
over by the Communists as a weapon against the peace of Asia. The threat of 
invasion from the mainland continues. 

!. Literacy is relatively high; technical ability in many lines is adequate; 
agricultural and industrial productive capacity was brought to fairly satisfactory 
levels during the period of Japanese occupation; and a good opportunity would 
exist of restoring the island to a self-supporting basis on an adequate standard of 
living—if it were not for the military burden, 
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MUTUAL SECURITY ACT EXTENSION 


Heavy military expenditure creates a budget gap. 


823 


Counterpart funds gen- 


erated by salable MSA commodities (a) close this gap, and (6) meet local currency 


costs of MSA projects including military support operations. 
MSA imports close the foreign exchange gap. 


At the same time, 
Internally, extra commodities on 


the market match the extra Government expenditures, combating inflation. 
Externally, United States aid provides imports, vitally needed by the economy, 


that could not otherwise be financed. 


MAJOR UNITED STATES PROGRAM 
OBJECTIVES 


To maintain economic stability by 
assisting the Chinese in their efforts to 
manage their economy efficiently. Most 
United States aid has taken the form 
of supplying needed imports, helping 
finance a vigorous anti-inflation pro- 
gram, and participating actively in the 
work of the Economic Stabilization 
Board. (This is the only program in 
the Far East where MSA is engaged in 
helping in the stabilization of an en- 
tire economy.) 


To provide technical and other as- 
sistance to help the farmers of the island 
improve their agricultural production 
methods, rural health, and tenure 
status in order to get large agricultural 
production and enlist the support of 
the rural people of Formosa, 


To assist the rehabilitation and 
further development of basic utilities 
(transport power, etc.), and of manu- 
facturing industries, thereby providing 
the means of making the island less 
dependent on United States financial 
aid. 


96908—52——53 


HOW THE PROGRAM SUPPORTS THE 


OBJECTIVES 


MSA finances the importation for sale 
of large quantities of vitally needed 
commodities ($70 million proposed for 
fiscal vear 1953): fertilizer, crude 
petroleum, raw cotton, bread grains, 
iron and steel, machinery, fats and oils, 
chemicals, ete. 

With the proceeds of sale of these 
commodities, the United States can 
provide counterpart support for ap- 
proved projects,.in addition to meeting 
local costs of projects in the United 
States assistance program. 

Mission personnel participates active- 
ly on the Economic § Stabilization 
Board—the central body that keeps a 
“governor” on the ever-present in- 
flation. 

(The United States also provides 
technical assistance and training facili- 
ties designed to improve public admin- 
istration in general.) 

The United States Government sup- 
ports and works through the Joint 
Commission on Rural Reconstruction 
(JCRR) to help improve the lot of 
Formosan farmers, who with their 
families comprise 60 percent of the 
population. Costs are predominantly 
in local currency, drawn from the count- 
erpart fund. The program, started in 
1949, has been an outstanding success, 
and a model for similar work elsewhere. 
Benefits include enforcement of land- 
tenure reform; multiplication and dis- 
tribution of better seecs; distribution of 
fertilizer; control of crops insects and 
plagues; control of. animal diseases; 
breeding of livestock: construction of 
irrigation works; rehabilitation of tea 
plantations; rural health; agricultural 
credit; and strengthening of local 
farmers’ associations. 

It is proposed to use $2 million for 
power facilities in fiscal vear 1953, $1.5 
million for highways, $1 million for 
railways. More than $3 million will 
be devoted to expansion of facilities for 
manufacturing chemical fertilizers, thus 
reducing the substantial drain on foreign 
exchange for fertilizer imports. 

More than $600,000 will go for ex- 
ploration and increased production of 
pyrites, monazite, sulfur, serpentine, 
asbestos, tale, etc. 

MSA will continue to finance the 
highly successful contract between the 
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MAJOR UNITED STATES PROGRAM 
OBJECTIVES 


To lend full economic support to the 
United States military assistance pro- 
gram, 


MUTUAL SECURITY ACT EXTENSION 


THE PROGRAM SUPPORTS THE 
OBJECTIVES 


HOW 


Nationalist Government and an Ameri- 
can management-engineering firm, 
which concentrates on industrial de- 
velopment. 

The United States finances common- 
use imports required for the use of the 
military—petroleum products; uniform 
and bedding materials and food for 
troops; materials for barracks, ware- 
houses, and other military installations; 
equipment for military hospitals, etc. 

Counterpart funds are used to finance 
construction of essential military in- 
stallations. 

Basically, the strengthening of trans- 
port and power systems, the assistance 
in maintaining livable economic con- 


ditions throughout the rural areas, and 
the stabilization efforts which stand as 
a barrier against runaway inflation are 
absolutely vital to the suecess of the 
military assistance effort. 
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Estimated cost by major field of activity 
[In thousands of dollars] 


FISCAL YEAR 1952 PROGRAM 








Dollar cost Dollar 
: fs seas | equivalent 
Major field of activity Supplies mh 


Total and equip- | Services a 
ment | , 











1. Public health____- : . an vee 25 165 

2. Agriculture, forestry, fisheries | 9, 335 | 219, 055 | 

3. Transportation, power, other public works. - _- 5, & 5, 580 

4. Handicraft and manufacturing, mining, other 
industry ; } 

5. General engineering advisory services 

6. Edreation 

7. Publie administration 

8. Other projects : ; ; 

9. Maintenance of essential supply 4____- ; 51, 29: 51, 


3, 48 


8, 000 


Total cost of program___- akdebdiaetetesbecieoligtieiedll 81, 000 679, 608 , 225 


YEAR 1953 PROGRAM 


FISCAL 


| 

. Public health acie 160 905 
. Agriculture, forestry, fisheries : 75 2 20, 73 5, 350 

Transportation, power, other public works_- ai , 000 
. Handicraft and manufacturing, mining, other | 
industry al 
. General engineering advisory services 
Education ; : 
Public administration _- 
. Other projects aes ; siecle Mawe ; . 
. Maintenance of essential supply 4... ._- sec 37! , 375 


ne 


000 


10 ; . 100 


CONIA moO 


Total cost of program ceiais mined kordeibahdinae 115, 000 6 113, 400 71, 600 
1 Converted at rate of NT$10.30=US$1, official exchange rate for nonluxury imports and rate at which 
counterpart is deposited. 

2 Includes fertilizer imports. 

3 Total fiscal year cost of contract with United States engineering firm. 

4 Civilian requirements (requisites for production and other essential supplies) plus imports for direct 
military support (common-use items)— $12,725 thousand in fiscal year 1952, $35,000 thousand in fiscal year 
1953. 

5 Estimated counterpart requirements for direct military support projects. 

§ Includes salable commodities (bulk of category 9 plus fertilizer) as follows: fiscal year 1952, $57,472 thou- 
sand fiscal year 1953, $69,782 thousand. 

7 $1,142 thousand for technical-assistance experts (including cost of engineering advisory coritract) and 
$250 thousand for trainees in fiscal year 1952; in fiscal year 1953, $1,350 thousand and $250 thousand, 


ACCOMPLISHMENTS TO DATE 


Major support to military forces through common-use items: reconstruction 
and expansion of transportation, electric power and other essential facilities; 
allocation of counterpart funds to military construction, ete. 

Price instability and budget deficits substantially reduced; 1950 rate of increase 
in wholesale prices halved during 1951; 1951 ordinary revenues up 60 percent 
over 1950, with further increase budgeted for 1952; more effective expenditure 
controls adopted with MSA and MAAG guidance. 

Output of foods basic to loca! consumption above prewar (Japanese regime) 
peaks; sweetpotatoes up 20 percent, wheat 165 percent, and peanuts 89 percent 

Rice production, aided by United States-financed fertilizer, at record level in 
1951: substantial quantities exported. 

JCRR highly suecessful in striking at basic causes of agrarian unrest through 
work in fields such as land tenure, rural health, sced improvement, rural educa- 
tion, supervision of fertilizer distribution, pest conirol, ete. 

Fewer Communists, less unrest, more security of person in Formosa than any 
other country in Far East. 

Industriai and mining production materially expanded; coal production now 
1,450,000 tons as compared with 776,000 in 1945; cement, 389,000 tons as com- 
pared with 193,000 in 1947; flour milled now 380,000 tons as compared with 
67,000 in 1946. 
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Electric power capacity at all-time high (217,000 kilowatts). 

Railroad carloadings approximately tripled since 1946 and 50 percent above 
1948. 

Fertilizer production more than three times prewar. 

Textile output tripled since 1950; self-sufficiency near in cotton cloth produc- 
tion (result of MSA-financed raw cotton from United States plus increased 
spindleage). 

Surpfuses for export reached or in prospect for coal, aluminum, cement. 

Calendar 1952 exports conservatively estimated at US$110 to $115 million 
against US$90 million in 1951. 

Steel spans fabricated for 6,500-foot highway bridge (at Silo) linking northern 
and southern highway systems, and scheduled for erection in 1952. 

Self-help determination rising. 

Morale greatly improved. 

Relations between Formosan and mainland Chinese improved. 

Free enterprise strongly fostered through supplying of raw materials to private 
industries, increased use of private commercial channels in procuring MSA 
supplies, and encouragement to sale of Government-owned enterprises to private 


ownership. 
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ASSOCIATED STATES OF INDOCHINA 


SONAR CAR eS gE nce 


SALIENT FACTS 


_1. Active warfare has been in progress since 1946 against the Communist-led 
Viet Minh rebels, who are receiving help from across the border in Communist 


China. Large sections of Vietnam are in rebel hands and guerrilla activities 
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also exist in Cambodia and Laos. Many production faeilities and homes have 
been destroyed. The main theater of struggle is North Vietnam. 

2. The Associated States have attained independence within the framework 
of the French Union. The position of their Governments is complicated by the 

ractical necessity for French military leadership in combating the Viet Minh. 

‘rance has poured out large sums of money and sacrificed many of its best troops 
in fighting this war. 

3. The United States is supporting the French-led military effort in Inddchina 
with substantial quantities of military equipment for the French Union forces, 
as well as for the indigenous national armies. The importance attached to de- 
feating the Communist rebels reflects the strategic consideration that Tonkin 
(North Vietnam) is the gateway to the rest of southeast Asia for invasion from 
the north, 
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4. To secure a firm basis for democratic independence the Governments of the 
Associated States must not only cope with physical destruction and deterioration 
caused by war and guerrilla action but must pick up the burdens of leadership 
at a time when trained technicians are extremely scarce, illiteracy is the general 
rule (85 percent), and apathy and skepticism toward the Governments are wide- 
spread. 

"; There has been some progress in tackling these obstacles, but most of the 
task is still in the future. Budgets are badly disorganized. Expenditures for 
popular welfare are small. Production is low. (Rice output, for example, is less 
than half of prewar, and rice exports are virtually suspended. The mineral re- 
sources, except coal, are in en 4 hands.) Inflation, although softened by rela- 
tively free convertibility of piasters into French franes, has driven the cost of 
living to more than 40 times prewar, while wages have risen slightly more than 
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one-half as much. 


6. Because of the existence of undeveloped water-power and of large coal and 
considerable iron resources, the Associated States have a latent industrial poten- 


ial beyond that of neighboring countries. 


MAJOR UNITED STATES PROGRAM 
OBJECTIVES 


To help the Associated States recon- 
struct physical facilities destroved by 
the war, and increase production. 


To provide economic support for the 
United States-assisted military effort, 
and help care for war refugees. 


To help the Governments of the As- 
sociated States gain wider popular sup- 
port by enlarging the scope and restor- 
ing and increasing the effectiveness of 
Government services to people—par- 
ticularly in health, agriculture, educa- 
tion. 


To provide essential imported raw 
materials and equipment needed to pre- 
vent deterioration of theeconomy. The 
proceeds of sale of these supplies finance 
local expenditures associated with the 
aid program and thus assure needed 
action without adding to budget deficits 
and inflation. 


PROGRAM SUPPORTS THE 
OBJECTIVES 


HOW THE 


Technical assistance and material aid 
realted to— 

Irrigation and reclamation; fertilizer 
distribution; livestock breeding and di- 
sease control; distribution of seeds and 
farm tools; fishing and logging equip- 
ment; higways; ports and inland water- 
ways; telecommunications; cottage in- 
dustries. 

“Common-use’” program: importa- 
tion of items that are not exclusively of 
military nature but are currently re- 
quired by the military. 

Advice and assistance in reconstruc- 
tion of port facilities, roads, bridges, 
irrigation works, etc. 

Provision of food, medicines, cloth- 
ing, etc., to refugees from war areas, 
and assistance in securing new jobs for 
refugees. 

Advice and assistance in fields of — 

Public health measures (health teams, 
village first-aid stations, hospitals and 
health centers, training of doetors and 
nurses, village sanitation) ; refugee hous- 
ing and urban public services; voca- 
tional and mass education and improve- 
ment of school facilities. 

Salable commodities program: im- 
portation through commercial channels 
of substantial quantities of requisites for 
production and other essential civilian 
supplies ($16 million proposed for fiscal 
year 1953)—cotton, petroleum prod- 
ucts, iron and steel products, tractors 
and parts, industrial machinery, burlap 
and cement bags, ete. Counterpart 
generated by sale of these items is used 
to cover local costs of projects, which is 
impossible to finance from Government 

budgets in a noninflationary manner. 
(Financing them through inflation would 
simply put more pressure on the French 
economy.) 
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Estimated cost by major field of activity 
{In thousands of dollars] 


FISCAL YEAR 1952 PROGRAM 


Dollar cost Dollar 
7 : ——| equivalent 
Supplies = 
Total and equip-| Services ’ 
ment 


1." Public health__..___..-- . : : $4, 100 $3, 654 
Agriculture, forestry, fisheries a 1, 855 1, 650 | 
Transportation, power, other public works. ._....___! 2, 500 2, 440 
Handicraft and manufacturing, mining, other 

industry .__- peek é ar 3 50 | 50 
5, General engineering advisory services Ee en SE sek missle 6 
}. Education ree 100 | (4 
7. Publie administration es ; lol 685 | 

. ~~ . . (ee ee : 400 | 

. Maintenance of essential supply 3_______- poual 14, 810 | 14, 


9 
4. 





Total cost of program | 24, 500 23, ! 





FISCAL YEAR 1953 PROGRAM 





Economic aid pregram: | | | 
1. Public health , | $3, 525 $3, 7: 


3 
7 


. Agriculture, forestry, fisheries... .___. 3, 215 | 2, 80: 4, 77: 
. Transportation, power, other public works. -. 3, 37% 
. Handicraft and manufacturing, mining, other 

ESR ETT aes SPP ee ns { | 0 | | 1,000 
. General engineering advisory services te re- SSA oo ide is S27 a : 
. Education........... 7 400 | | 85 1, 125 
. Public administration.-_................- 1, 200 | BRE 800 
. Other projects 3_.............. Rest 800 | See 1, 300 
. Maintenance of essential supply 3____- -wee 16, 110 


ws Cobo 


Ce w 


Total cost of economic aid program... ________-| 30, 28, 


Direct military support program (common-use items) 5__ 35, 000 | 


Total cost, combined programs__................-! 65, 000 | 63, 355 45, 610 





! Converted at official exchange rate of 20 piasters= US$1. 

? Emergency war relief. Includes food, clothing, blankets, medicines and temporary housing for refugees. 

’ Civilian requirements (requisites for production and other essential supplies; total of salable commodities 
in program). Direct military support (common-use items), proposed for fiscal year 1953, shown as separate 
program, below. 

* $900,000 for TA experts and $85,000 for trainees in fiscal year 1952; in fiscal year 1953, $1,470,000 and $175,000. 

5 This program will include imports of petroleum products, military engineering and medical supplies, 
and cotton for military textile requirements, plus shop equipment and other components for military 
installations. 


ACCOMPLISHMENTS TO DATE 


Village first-aid program inaugurated to bring emergency medical aid to 5,000 
villages where virtually none available since World War IT; 2,500 first-aid kits 
alreadv assembled, 1,400 sent out ot provinces, 600 alreadv in operation—serving 
600,000 people. 

Malaria-control program well under wav and expected by June this vear to 
reduce total cases by more than 500,000. 

United States-assisted efforts to control 114 million cases of blinding trachoma 
making rapid progress; more than 200,000 cases cured or arrested to date. 

By means of drugs supplied to hospitals, hospital-patient-days reduced more 
than 450,000, freeing beds for other needy cases. 

About 600 miles of roads being rebuilt during fiscal vear 1952; 46 highway 
bridges being reconstructed; the four main harbors rehabilitated and enlarged; 
the five main airports developed and reequipped. These and related projects not 
only of general economic benefit but vital to success of military operations. 

Twenty-five thousand acres of rice land in rice-deficient Tonkin brought into 
irrigation through an investment of $75,000 in Diesel engines and accessories 
(Sontay irrigation project) ; this area now able to produce two crops a year instead 
of one; work in progress in rehabilitating another 45,000-acre project. 

Approximately 14,500 tons of fertilizer distributed to 500,000 farm families 
during 1951, making possible an increase of 100,000 tons of food crops and intro- 
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ducing Indochinese farmers to value of fertilizer; 1952 fertilizer distribution target 
approximately 8,500 tons, to be used almost exclusively on rice. 

Simple farm tools being distributed to farmers. 

United States expert teaching local veterinarians to vaccinate farm animals 
and control animal diseases. 

Logging expert setting up mobile sawmill to tap unexplored riches of Cambodia 
forests. 

Under emergency relief program—of direct assistance to military effort—over 
half a million refugees behind front lines have been transformed from a politica! 
liability to an asset by emergency assistance, many of them finding gainfu! 
emplovment through resettlement projects offering food, shelter, and protection 
from the Viet Minh. 

Mass education program instituted to teach reading and writing to 105,000 
srsons in nearlv 2,000 classes; this project, again, expected to do much to combat 
‘iet Minh propaganda claiming that non-Communist governments are not 

interested in the people’s welfare. 

Essential raw materials and equipment (e. g., raw cotton for textile mills, trucks, 
and stone crushers for public works) furnished to support the eeonomv—main- 
taining emplovment, offering hope for future, and also counteracting inflationary 
pressure of militarv expenditures. 

Establishment by Government of American Aid Committee—only body in 
country for budgeting and planning on national and regional scale—brought 
about by United States aid; administrators being taught value of programed 
efforts in public health, in agriculture, in conservation, in education, along many 
lines, as well as necessitv for accounting for expenditures. 

By MSA work at village level on broad seale, people made aware of American, 
as well as non-Communist local governments’, continuing interest in welfare of 
themselves and their country. 

Much done by American aid to offset communism which, without this aid, 
would have made greater progress. 


PHILIPPINES 
SALIENT FACTS 


1. The Republic of the Philippines is of major political, strategic, and com- 
mercial importance to the United States. 

Our long-standing relationships make it vital to the success of United 
States objectives elsewhere in Asia, as well as a matter of friendly concern 
to the United States, that Philippine independence succeed and prosper. 

The United States is committed to the Philippines’ defense. 

United States exports to the Philippines have averaged above $350 million 
a year in the last 3 years; United States imports from the Philippines, close 
to $250 million. United States investments in the Philippines are higher 
than in any other country in southeast Asia. 

2. The United States contributed substantially to helping the Philippines re- 
cover from the devastating effects of the war through war damage payments, but 
recovery was still incomplete and the nation was in serious economic difficulties 
when the Bell Mission made its survey in 1950 and published comprehensive 
recommendations. 

3. By raising taxes in compliance with the Quirino-Foster agreement, the 
Philippines made spectacular progress toward putting its finances in order. It 
also adopted minimum wage legislation and pledged action on other needed 
reforms. Thus, when the ECA assistance program was initiated in the spring 
of -1951, a good start toward recovery had been made. (International currency 
reserves have, however, been declining since mid-1951.) 

4. Per capita production and income, while higher than in most other countries 
of Asia, are still below prewar levels. Inequalities of wealth are strongly marked. 
The economy is unduly dependent on the prices of three export commodities— 
copra, sugar, and abacd. Rice yields per acre are extremely low. Low produc- 
tivity, coupled with inequitable land tenure arrangements, keeps many farmers 
impoverished. 

5. The resulting agrarian discontent forms the main basis for the Communist- 
led Huk movement which carries on widespread guerrilla activities, particularly 
in overpopulated central Luzon. 
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MAJOR UNITED STATES 
OBJECTIVES 


PROGRAM 


To help increase production—rice, 
corn, copra, abaca; small-scale manu- 
factures; minerals; ete. (Export-Im- 
port Bank is extending loans for power 
development.) 


To spark an economic development 
program that will bring broader eco- 
nomic opportunities and higher incomes 
for the depressed sectors of the popu- 
lation. 


To help build up the efficiency of 
Government administration. 


To assist the Philippine Government 
to promote settlement of the large and 
fertile island of Mindanao. This will 


alleviate population pressure and aid 
in pacification of the Huks. 


MUTUAL SECURITY 


ACT EXTENSION 
HOW THE PROGRAM SUPPORTS THE 
OBJECTIVES 


Aid to— 

An agriculture and forestry program 
(farm extension, fertilizer, irrigation 
development, etc.); releamation; coco- 
nut and abaca disease control: construc- 
tion of roads; development of handi- 
crafts and cottage industries; industrial 
and mining surveys; technical educa- 
tion; equipment for agriculture and 
other vocational schools. 

Public health projects ($5.2 million 
proposed for fiscal year 1953). Farm 
credit; land transfer and tenancy re- 
form; minimum wages; assistance to 
locally organized agricultural associa- 
tions; development of handicrafts and 
cottage industries. 

A number of experts in technical 
fields and in public administration as- 
signed to key departmets of the Philip- 
pine Government as advisors. 

Filipino public servants to be brought 
to the United States as trainees. 

Technical assistance to organize col- 
lege courses and in-service training 
classes in public administration. 

Support to settlement of homesteaders 
on Mindanao, including technical and 
material assistance in— 

Road construction, inter-area and 
farm-to-market; elimination of malaria; 
building of hospitals and schools; drill- 
ing of wells: classification and subdivi- 
sion of land; registration of land titles. 
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Estimated cost by major field of activity 
[In thousands of dollars} 
FISCAL YEAR 1952 PROGRAM 








| 

Dollar cost Dollar 

| | equivalent 

of local 

currency 
cost ! 


Major field of activity Supplies 
| and equip- | Services 





Public health $3, 275 | 985 | $290 


; Saaen, omg ag SEER Re: LER eas 10, 465 29, 625 839 
6, 055 | 5, 959 | 96 


try. 515 


General engineering advisory services___. 
. Education __- 

. Public administration 

. Other projects 

. Maintenance of essential supply 3__. 


900 


SRNee ner 








Total cost of program 





FISCAL YEAR 1953 PROGRAM 





. Public health 5, 185 


. Agriculture, forestry, fisheries. - - 
Transportation, power, other public works _- ; 
. Handicraft and manufacturing, mining, other indus- 
try : 
. General engineering advisory ‘services._____- 
6. Education eanaisstoe ade 
’ Public administration - 
. Other projects 


. Maintenance of essential supply 3 6, 000 


Total cost of program 32, 000 27, 825 7A | 43, 670 





! Converted at official exchange rate of 2 pesos-US$1. 
2 Includes fertilizer imports. 
3 Requisites for production. (Salable commodities include this item plus $2,988,000 of fertilizer in fiscal 
year 1952, $4,725,000 in fiscal year 1953.) 
4 $1,916,000 for TA experts and $515,000 for trainees in fiscal year 1952; in fiscal year 1953, $3,225,000 and 
$955,000. 
ACCOMPLISHMENTS TO DATE 


Major initial success achieved when Philippine Government, in compliance with 
Quirino-Foster agreement, instituted tax increases (also greatly stepping up 
emphasis on tax collections), enacted minimum wage law, and adopted congres- 
sional resolution expressing favorable intent of Philippine Congress with respect 
to the other recommendations of the Bell report. 

As a result of these new tax measures, installation of a pay-as-you-go income 
tax system, and improvement of excise tax procedures, actual tax collections for 
first 5 months of fiscal year 1952 were 108 percent greater than in comparable 
period of fiscal year 1951. 

Despite increased expenditures for national defense, education, and economic 
development, budget expected to be balanced in current fiscal vear. 

Customs administration and import control mechanism improved. 

Legislation introduced into Philippine Congress to establish a national agricul- 
tural extension service, to provide increased facilities for rural credit, to improve 
labor relations; additional legislation being prepared with advice of United States 
consultants covering these and other objectives of the Bell report. 

Crops now harvested by 19,000 farmers using United States supplied fertilizer. 

Homesteaders in Mindanao beginning to move into land subdivided with assist- 
ance of counterpart funds. 

Cadre of Filipino cottage-industries instructors, trained in United States pro- 
gram, now at work. 

Rehabilitation of Los Banos Agricultural Cottage and experiment station begun. 

Comprehensive survey of Manila Railroad completed. 

Mosaic disease control campaign successfully launched to protect future supply 


of strategic abaca fiber. 
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Public morale dramatically improved by initiation of program with its emphasis 
on raising mass living standards and fostering essential social and civic reforms; 
Filipinos evincing strong new confidence in the democratic process and in sta- 
bility of the Republic, and undertaking self-reliant measures to achieve rapid 
national development with United States cooperation. 


MAJOR RECOMMENDATIONS OF THE BELL REPORT 


1. Increase tax revenues. 

2. Increase productivity of agriculture and assure more equitable distribution 
of farm income. 

3. Enact minimum wage laws and establish adequate public health and educa- 
tion programs. 

4. Promote diversification of economy and expand work opportunities. 

5. Reorganize and improve public administration. 

6. Grants and loans to Philippines of $250 million over 5 years. 


BuRMA 
SALIENT FACTS 


1. Burma has attained independence at a time when all Asia is in turmoil. 
The Government is struggling to establish political stability and national unity 
in the face of difficulties caused by multiple parties, languages, religions, traditions, 
and enmities. The task of suppressing insurrectionary groups and bandits is a 
formidable one. The situation provides the Communists with many opportunities 
to foment confusion. 

2. Burma occupies a pivotal geographic position. Communist conquest of 
the country, whether through ideological or military means, would outflank the 
rest of southeast Asia on the one hand and the Indian subcontinent on the other. 
Assistance and advice in military matters is obtained by Burma from Great 
Britain. 

3. The wholesale dismissal of the administrators and technicians who largely 
ran government and industry in the colonial period has left a void difficult .to 
fill with the rapidity the situation requires. In addition, the extent of destruction 
suffered by Burma in World War II was equaled in few other countries of the 
world, and much of this damage has not yet been repaired. 

4. Over 90 percent of the population derive their living from agriculture, 
mostly from rice cultivation. Burma has traditionally been the world’s greatest 
exporter of rice (average prewar export, 3 million tons). Rice production during 
crop year 1950-51 stood at 73 percent of prewar, and rice exports in 1951 were 
only about 45 percent of prewar. Exports of petroleum and minerals have 
virtually disappeared. Exports of teak are very greatly reduced. 

5. National real income in 1951 was only about 60 percent of prewar. Because 
of population increase, per capita real income has declined still more. 

6. The Government of Burma is sincerely devoted to promoting the welfare 
of the people of the country. The practical difficulties referred to above, coupled 
with conservative financial policies, have thus far severely restricted the scope 
of programs to give effect to this intention, but the Government is committed 
to prosecuting a broad development program in the future. 
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MAJOR UNITED STATES PROGRAM 
OBJECTIVES 


To strengthen the ability of the 
Government of Burma to establish 
security and unity and succeed in its 
aim to meet the needs of the people. 


To increase rice production (as well as 
other production) in order (a) to supply 
food to deficit areas in Asia, and (b) to 
improve economic conditions in Burma, 
both directly and through develop- 
mental imports 'made possible by in- 
creased foreign-exchange earnings. 
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PROGRAM SUPPORTS 
OBJECTIVES 


HOW THE THE 


Advice and assistance in improving 
Government services 

Public health services; public health 
teams; medical school aid; additional 
hospital facilities; urban sanitation and 
water supply; United States advisers 
assigned to key departments in Ministry 
of Social Services. 

Educational programs; 
tion Corps’’; Mass Education Council 
to teach villagers; audio-visual aids; 
technical, vocational, university, and 
elementary education. 

Low-cost housing; provide shelter for 
20,000-30,000 families; machinery to 
establish pilot plants to produce con- 
struction materials. 

Agricultural training programs; classes 
and demonstration in agricultural meth- 
ods; literature on better techniques; 
rehabilitation of University of Rangoon 
Agricultural College; research and ex- 
perimentation in rodent and _ insect 
control, 


‘*Rehabilita- 


Advice and assistance in laying founda- 
tions for economic development 
Agricultural diversification; coopera- 
tive cottage-industry sugar plant ; edible- 
oil extraction plant; evaporated-milk 
plant; power saws for timber industry. 
Industrial development-technical as- 


sistance to development program of 
sjurma Government (contract with 
private United States firm): mining 
surveys; supply of raw cotton to spin- 
ning mills; machinery and equipment 


for small pilot plants; industrial research. 

Assistance that enables Government of 

Union of Burma to bring tangible ben- 

efits to outlying semiautonomous states 

Soil conservation and canning projects 

in Shan States; animal industry projects 

in Shan, Kachin, and Karenni States; 

agricultural improvement in Shan, Ka- 

chin, and Karenni States and Chin 
Special Division. 

Assistance to production and export of rice 


Construction of storage facilities 
cut storage losses; livestock disease con- 


to 


trol, to overcome shortage of draft 
animals; irrigation in upper Burma; 


flood control in lower Burma; rehabili- 
tation of rice mills and construction of 
new pilot mill; port rehabilitation; 
rehabilitation of other transport facili- 
ties (railways, roads, river transport). 
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Estimated cost of major field of activity 
[In thousands of dollars] 
FISCAL YEAR 1952 PROGRAM 





Dollar cost } Dollar 


Senn eee ———| equivalent 
| of local 
currency 
cost ! 


Major field of activity Supplies 
f ie | 
andequip- | Services 
ment 


| 
| 
| 
| 


. Public health : 1,341 | 
_ Agriculture, forestry, fisheries___.-..-.- .| d f 2, 708 | 
. Transportation, power, other public works : 3, 228 
. Handicraft and manufacturing, mining, 

other industry ___ . 
5, General engineering advi isory serv ices 

Education _... 
’ Public administration 

. Other projects__. 

. Maintenance of essential supply ° 











Total cost of program 14, 000 | 11, 507 





FISCAL YEAR 1953 PROGRAM 





. Publie health , 3, 360 
. Agriculture, forestry, fisheries. ___- 4, 550 | 
. Transportation, power, other public works. 2, 565 | 
' Handicraft and manufacturing, mining, | 
other industry 1, 400 | 
5. General engineering advisory s services rome oe .| 
. Edueation pet EAS 1,625 | 
. Public administration : 500 | 
Other projects___- opbasieen -| 
' Maintenance of essential supply _ } 4,000 | 


Total cost of program... _-- PA BY: | 18, 000 | 14, 850 





! Converted at official exchange rate of 4.75 rupees=United States $1. 
? Total fiscal year cost of contracts with United States firms. 
) Requisites for production and other essential civilian supplies. (Total of salable commodities in 
program.) 
‘ $2,138,000 for TA experts (including cost of indicated contracts) and $355,000 for trainees in fiscal year 
1952; in fiscal year 1953, $2,510,000 and $640,000. 


ACCOMPLISHMENTS TO DATE 


Five health teams operating in widely distributed areas covering 600,000 
persons, using United States-financed supplies to control malaria, smallpox, YD, 
and enteric diseases; as result of growing awareness of these teams, headmen of 
villages in other areas requesting that their communities be visited. 

Over 100 local people trained by teams to continue health measures—spraying, 
better sanitation, first aid; aid to Rangoon University Medicai School and General 
Hospital resulting in better training and increased number of medical students 
and nurses, 

Tools and equipment supplied by United States now being used for training of 
1,100 demobilized guerrilias and other unemployed youth in ‘Rehabilitation 
Corps.’ 

As result of technical advice and assistance in port rehabilitation,. started in 
fiscal year 1951 and continued this year, ports now handling expanding traffic and 
Rangoon port at point where most remaining work can be financed on loan basis; 
first great pontoon at Rangoon to be in use by ocean liners this month. 

First new transit shed for rice export already in use. 

United States-financed sluice gates received, for installation before next monsoon 
to protect large areas of rice land in immex liate danger of floods because of worn-out 
installations, 

Agricultural extension services started in four outlying areas; projects under 
Way to improve rice milling and storage, control livestock disease, classify land 
and water resources, improve irrigation, conserve soil, and rehabilitate agricultural 
college. 

Rangoon University given laboratory. equipment, thus increasing quality and 
quantity of science instruction to students who will be future doctors, agri- 
culturists, and scientists of Burma. 
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Program aided for development of audio-visual mass education. 

Comprehensive economic and engineering survey, on MSA-financed contrac: 
between Burma Government and private United States firm, now well begun 
and preliminary report completed; latter expected to constitute basis for 8-year 
program of economic rehabilitation and development of Burma, providing frame- 
work for most effective use of Byrma’s own resources and facts and plans on which 
to base requests for development loans from International Bank, private capita! 
ete. 

Significant success in convineing the Burmese Government of the sincere desire 
of the American Government to assist in rehabilitation of Burmese economy, and 
of interdependence of economic progress among all nations. 

Better planning, determination of priorities, and achievement of objectives 
being attained by Burma Government in fields where United States assistance 
requested; also program already in course of furnishing trained local personne! 
needed to carry on undertakings permanently. 

INDONESIA 
SALIENT FACTS 

1. The 75 million inhabitants of Indonesia, heavily concentrated on Java but 
scattered over an island chain more than 2,500 miles long, make this the sixth 
most populous country in the world. It is also richly endowed with a wide 


variety of natural resources, including rubber, tin, and petroleum, the availabilit, 
of which is a major concern to the United States. 
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2. Born in a revolutionary struggle for freedom, which followed the hardships 
and destruction suffered in World War II, the Republic of Indonesia faeces enor- 
mous problems in establishing law and order throughout its vast territories and 
initiating constructive programs to improve economic conditions. - War damage, 
current banditry, shortage of technicians, and the highest rate of illiteracy found 
anywhere in southeast Asia (over 90 percent) compound these difficulties. 

3. The United States has lent a helping hand to Indonesia since she gained 
independence. Through the Export-Import Bank the United States has extended 
a $100 million credit to Indonesia. The Government of Indonesia has on severa 
occasions shown firmness in putting down internal Communist attack. Coopera 
tion through the economie aid program has provided an essential link with a 
government that treasures its neutrality. 
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4. Despite Indenesia’s potential wealth, economic conditions are far from good. 
The per capita gross national product is estimated at about $40. Food supplies 
are inadequate; rice has to be imported, but Indonesia could be self-sufficient in 
rice production. Industrial production is only 60 percent of prewar and there is a 
shortage of new productive investment. Retail prices in Djakarta were about 
16 times prewar in October 1951, with wages lagging seriously. There is an 
understandable sense of urgency in Indonesian attempts to improve conditions 
rapidly. 

5. Indonesia’s foreign exchange reserves are large, with favorable trade balances 
the general rule (i. e., in the past export surpluses have generally been maintained, 
serving to meet invisible payments, such as payments on foreign investments). 
During calendar year 1951 exports exceeded imports by more than $200 million, 
although in the second half of 1951, partly as a result of lower world prices for its 
major exports (rubber and tin), Indonesia had a trade deficit of over 5130 million. 
Continuation of such a trend would cause serious difficulties for Indonesia. Cur- 
rently, however, gold and foreign exchange holdings amount to about $400 million. 


MAJOR UNITED STATES PROGRAM OBJECTIVE 


The objective is to help the Indonesian Government develop effectiveness in 
critical economic and administrative sectors, so that the Indonesian Government 
will be better able to carry out programs for the maximum utilization of Indonesia’s 
resources, 

HOW THE PROGRAM SUPPORTS THE OBJECTIVE 


Advice and assistance to agriculture, forestry, fisheries (almost 30 percent of 1952-53 
program) 

Demonstration of fertilizer use. 

Help in modernization of fishing industry. 

Help in initiating irrigation and reclamation (Borneo). 

Help in providing processing equipment for small holders’ rubber; also for 
small holders’ sugar. 

Livestock production and disease control. 

Research to expand cereal crop production. 


Advise and assistance in building an Indonesian public health program (over 20 
percent of 1952-53 program) 

Demonstration of possibilities in endemic disease control (malaria, ete.). 

Help to medical education and related training. 

Assistance in production of pesticides. 

Public administration assistance, with emphasis on expansion of public infor- 
mation services and training in field of cooperation. 

Education assistance, primarily technical and professional. 

Pilot work in modernization and rehabilitation of indigenous industries (aid 
to central workshops—textiles, leather tanneries, etc.). 

Aid to vocational training centers and labor leader training centers. 

General engineering advisory services. (Under an MSA-financed contract 
with the Indonesian Government, a private United States firm gives technical 
advice and engineering supervision in the development of railroads, harbors, 
mining, mechanical and chemical industries, electric power, telecommunications). 

Exploration surveys for hydropower sites. 

Notre.—Counterpart funds in an amount equivalent to $43 million, originally 
deposited in connection with Marshall plan aid to the Netherlands on behalf of 
Indonesia, are now available for expenditure for purposes approved by the 
Indonesian Government and the United States Government. These funds will 
shortly be put to use for a variety of purposes consistent with the objective of the 
MSA program. Local currency will be provided from these funds to industry 
(through an industrial bank); to agricultural and fisheries associations; to a 
number of food production and related projects; to transport and communications 
systems; and to other agreed uses. 
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Estimated cost by major field of activity 
[In thousands of dollars] 


FISCAL YEAR 1952 PROGRAM 





| Dollar cost Dollar 
a equivalent 
Major field of activity | Supplies of local 
Total (| andequip-| Services or 
ment : 





. Public health se seat intiivigil $1, 430 $1, 205 $225 $990 
2. Agriculture, forestry, fisheries___ ‘ ie 2, 900 | 2, 366 534 2, 690 
3. Transportation, power, other public ‘works ; : 580 | 550 30 15 

. Handicraft and manufacturing, mining, other indus- | | 

try. ee deaend 1,100 | 958 142 , 065 

5. General engineering advisory se rvices ‘ oa 

}. Education ‘ - ; . 1,000 874 

. Public administration.._.-_-_-__- . ; A a0) 680 

Other projects 
. Maintenance of essential supply. __- 


Total cost of program... 


1953 PROGRAM 


. Public health ‘ a essa ia $i, 700 $1, 
2. Agriculture, forestry, fisheries 2,325 
. Transportation, power, other public works 75 
. Handicraft and manufacturing, mining, other indus- 
try. bs 950 
5. General engineering advi isory ‘services ht ie 500 
Education. Ee Ca : : ; d 1, 200 
Public administration.....____.__- 1, 150 
. Other projects y 
. Maintenance of essential supply 


Total cost of program 


Converted at rate of 11.48 rupiah=US8 $1. 
2 $777,000 for TA experts and $590,009 for trainees in fiscal vear 1952; in fiscal year 1953, $1,790,000 ‘including 
total fiscal year cost of engineering advisory contract) and $925,000. 
3 Cost of contract with United States engineering firm. 


ACCOMPLISHMENTS TO DATE 


Despite scarcity of trained and experienced Indonesians, disorganization caused 
by wartime occupation and the struggle for independence, and hesitancy in some 
quarters to accept foreign assistance, program now getting into stride. 

At end of February 1952, 39 American experts, including those employed by the 
firm of engineering consultants serving under contract financed by E-CA, engaged 
in assisting the Indonesians in agriculture, public bealth, transportation, power, 
mining, communications, and industrial development. 

Thirty-one trainees sent to United States—doctors, chemists, veterinarians, 
officials of the cooperative service, rural youth workers, land tenure specialists, 
small-industry trainees; more waiting to go. 

Activities restored in hospitals, laboratories, and malaria institutes; sufficient 
drugs supplied to enable 500 polvelinics in remote villages to treat 300,000 children 
for yaws; medical schools and nursing centers equipped with training aids. 

100,000 people in highly malarious areas given protection in antimalaria pilot 
operations through DDT spraving and distribution of chloroquin; surveys com- 
pleted and newly trained personnel and almost all needed supplies on hand for a 
coordinated antimalaria program, now beginning, to provide protection for 3 
million people. 

To meet pressing demand for more food production, United States-financed 
fertilizer and hand tools distributed as demonstration by Indonesia extension 
service to rice farmers, simple sugarcane-crushing machinery supplied for village 
use, and technical assistance and laboratory equipment provided to improve 
strains and combat diseases of both food plants and animals. 

To increase supply of protein food, 75 Diesel-driven fishing ships provided and 
100 Diesel engines for locally built vessels, to be used in demonstrating how 
motorization increases fish catches; as a result, Indonesians now taking up 
motorization on a large scale. 
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Hand tools and sawmilling machinery supplied to the forestry service. 

Small rubber gatherers provided with simple processing equipment. 

Equipment ordered for industrial research and development institutes and for 
“central production units” (a kind of extension service for small rural industries) 
where small-scale craftsmen can take their products for final processing and obtain 
advice and technical training. 

Replacement parts provided to restore the war-damaged textile industry. 

Machines ordered for Ministry of Labor’s vocational teacher training schools and 
money allotted for equipping about 60 technical schools, to supplv need for skilled 
workers. 

Greater good will toward the United States demonstrably resulting from pro- 
gram—evidenced by recent Indenesian press and radio publicity for program, 
warm welcome and appreciative interest accorded Mission representatives even 
in remote villages, better personal relations and growing trust in Government 
on ministerial and working levels, increased eagerness in forward planning, and 
increased interest in requesting technical assistance. 


THAILAND 
SALIENT FACTS 


1. The Government of Thailand is unreservedly committed to the cause of the 
free world. This has been demonstrated repeatedly—by the sending of Thai 
troops and naval units to fight in Korea, by Thailand’s record in the United 
Nations, by its support of UN policies and its opposition to communism. Thai- 
land is a stanch outpost of the free world in a threatened and turbulent area. 

2. Thailand’s finances are in sound condition. It has received a $25 million 
loan from the International Bank. Its budgetary practices are conservative. 
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Its foreign-exchange reserves had risen above $350 million by the end of 1951, with 
exports of rubber, tin, and rice contributing heavily to foreign earnings. (Rice 
accounts for more than 50 percent of total export value. This crop is grown on 
approximately 90 percent of Thailand’s cultivated acreage. Japan and rice- 
deficit countries of south and southeast Asia are heavily dependent on Thailand 
as a source.) 

3. Political and social conditions appear basically stable in spite of recent 
factional disputes within the Government. The presence of a _ substantial 
minority of Chinese whose loyalties are in doubt, and of Viet Minh Communists 
and other refugees from the Associated States of Indochina (the latter in eastern 
Thailand, the region with the lowest living standards), is a cause for concern. 
However, the United States is providing military equipment and training to the 
Thai forces and there is little doubt that the latter can maintain internal security. 

4. Despite relative prosperity in Asian terms, most Thais live at or near 
subsistence level. Their productivity is greatly limited by wide incidence of 
malaria and other diseases. The assurance of regular crops is lacking because 
droughts and floods are insufficiently compensated by modern irrigation. Trans- 
port facilities are inadequate; electric power is extremely short. The Thai 
Government needs outside technical help and enocuragement if it is to undertake 
the various measures needed to promote economic progress for its people. 

5. Once Thailand fully mobilizes the resources it has and the marked capacities 
of its citizens, it can well set an example for productivity and progress to the rest 
of Asia. 

MAJOR UNITED STATES PROGRAM OBJECTIVE 


The objective is to support a friendly government in maintaining the stability 
of a critically situated country, and to help this country toward realization of its 
potential as a model of what stability plus economic development can accomplish 
for its people. 

HOW THE PROGRAM SUPPORTS THE OBJECTIVE 


Heavy emphasis on technical assistance— 

Help in maintenance and use of railroad transportation, road building, 
and irrigation equipment supplied in previous programs. 

Training in telecommunications, in port and railroad administration. 

Help in improving air traffic control system (homing devices and meteor- 
ological equipment supplied in previous programs). 

Assistance to vocational and other education (supplementing UNESCO 
program). 

Advisory work by public administration, tax, and statistical experts. 

150 trainees to come to United States (27 planned for public administra- 
tion). 

Help to depressed area in Northeast (Korat Plateau, most likely route of an 
invasion, or center for guerrilla activity)— 

Public health teams (malaria, plague, VD, etc.). 

Construction of many small earth dams for irrigation, to make area 
self-sustaining. 

Rural cooperative credit. 

Agricultural extension. 

Plant breeding and entomology projects. 

Road building and repair. 

Initiation of mass education. 

Rural power development. 

Projects in Southern Peninsula— 

Public health teams (trachoma, filariasis, etc.). 

Pilot plants for production of tin and tungsten. 

Technical assistance for harbor rehabilitation and development. 

Survey and development of lignite resources, for power expansion, and 
provision of pilot briquetting plant. 

Projects in Central Plains area— 

Testing of over 120,000 varieties of rice (expected to develop better seed 
vielding 20 to 30 percent more rice by 1956, increasing the national income 
by $125 to $200 million a year). 

Assistance by canal design engineers in construction of major irrigation 
dam at Chainat. 

New methods and equipment for marine fisheries. 

Support to military program, currently through technical assistance and small 
quantities of equipment for roads, air traffic control system, railways, electric 
power. 
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TOTAL: $8 MILLION Fy 1953 
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Estimated cost by major field of activity 


{In thousands of dollars] 
FISCAL YEAR 1952 PROGRAM 





Major field of activity 


. Public health Ae Das phar aN 

2 Agriculture, forestry, fisheries _- j 

lransportation, power, other public works 

. Handicraft and manufacturing, 
industry 


mining, 


Total 


2, 450 | 


2,450 
623 

other 
531 


Dollar cost 


Supplies 
and equip- 
ment 


1, 797 
2, 035 
440 


407 


» , | 
Services | 
| 
| 


653 
415 
183 


124 | 


| 


| 
| Dollar 
~| equivalent 
of local 
currency 
cost ! 
4, 275 
4, 900 
935 


7 


5, General engineering advisory services 
. Edneation.._---- : 
7. Public administration . 
Other projects , 
Maintenance of essential supply 


900 
100 


816 563 253 


130 


Total cost of program. 7,000 


FISCAL YEAR 1953 PROGRAM 
Publie health IS ee mers 

2. Agriculture, forestry, fisheries ‘ 
Transportation, power, other public works. _ . 
Handicraft and manufacturing, mining, other 

industry z : 

5, General engineering advisory 
Education __- 

7. Public administration -___. 

. Other projects ° ul : 
Maintenance of essential supply 


2, 375 
2, 130 

SOK) 

590 
services 
; 800 
305 


Total cost of program 7, 000 


| Estimated. Converted at open market rate of 20 baht=US $1. 
? $1,053,000 for technical assistance experts and $695,000 for trainees in fiscal year 1952; in fiscal year 1953, 
$2,047,000 and $760,000, 


ACCOMPLISHMENTS TO DATE 


2 health demonstration and training center for the entire country established at 
Chonburi. 

Intensive malaria compaign launched in fiscal year 1951; 400 Thais trained and 
the homes of 200,000 sprayed with DDT; 1,050 more persons to be trained in 
fiseal year 1952, the homes of an additional 1,400,000 to be sprayed and approxi- 
mately 150,000 to be treated with aralen tablets. 

2,000 provincial health personnel to be trained by the end of fiscal year 1952 in 
the control of inflammatory eye diseases; approximately 500,000 persons to be 
examined, and 125,000 treated. 

' Control of filariasis (an internal parasite common in southeast Asia) is being 
established in an area containing approximately 100,000 people; venereal disease, 
plague, and environmental sanitation work also under way. 

Ten faculty members sent to Thailand in 1951 by Washington University Medi- 
cal School of St. Louis, Mo, under contract with MSA, to teach in the two medical 
schools; more than 1,000 Thai physicians, medical students, and members of the 
public health service to benefit from this assistance by the end of fiscal year 1952. 

About 300 students now being instructed at the Bangkhen National Agricul- 
tural Center with the help of United States specialists, following substantial 
| expenditures in fiscal year 1951 to provide the school with necessary equipment 
and personnei. 

Series of small tank irrigation projects under way in impoverished northeast 
_ region bordering Associated States of Indochina; a rice production increase of about 
10,000 metrie tons achieved in fiscal year 1951, with additional increase of 24,000 
; metric tons expected this year. 

Large-scale rice breeding experiments under way and expected to result in an 
increase in rice exports of more than 1 million tons annually. 

Assistance being given both to salt-water fisheries and to fish-pond culture 
mene the farm population, with expectation of substantial increase in protein 

ood supply. 
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Technical assistance being given for the repair and rehabilitation of roads, rail- 
ways, harbors, and electric power facilities, utilizing substantial amounts of 
equipment furnished in fiscal year 1951. 

A second-hand dredge supplied to open the nation’s major port of Bangkok to 
ocean-going vessels; with a Thai crew trained in its operation, this dredge now 
operating and 25 percent of its first allotted task completed. 

Bangkok’s electric power capacity increased with United States aid by one-third 

Equipment provided for survey and exploration of lignite and other minera| 
resources, and minerals adviser continuing this work in strategic materials, includ- 
ing tin and wolfram; Thais being instructed in new methods of lode mining. 

To date, 59 American technical experts working in Thailand under MSA 
program and 71 Thai trainees now studying in United States in medicine and 
agriculture, with about 35 scheduled to arrive shortly. 


ApPpENDIx: Basic MATERIALS DEVELOPMENT FUND, $13 MILLIoN ror Far Fas‘ 


To supplement the Defense Procurement Agency program to develop increased 
production of strategic materials for delivery to the United States stockpil 
and for United States procurement, funds are required under tne Mutual Security 
Program (a) to develop increased production of strategic materials to meet thy 
requirements of friendly countries for their security effort, and (b) for transporta- 
tion and other related development projects to get out the materials that can bx 
made available. 

As a result of preliminary investigations a list has been compiled of materials 
development projects and mining support projects costing $180 million, located 
in Europe, Africa, south and southeast Asia, and the Pacific. It is proposed to 
select for assistance during fiscal year 1953, projects urgently requiring MSA 
participation, at a total MSA cost of not more than $40 million. Of this sum 
$13 million is proposed for use in Far East countries receiving economic and 
technical assistance from MSA. 

It is contemplated that the bulk of the proposed Far East expenditures may 
be devoted to increase of basic materials production in the Philippines, particularl) 
of iron ore, copper, and manganese. In Indonesia, current production of bauxite 
and nickel can be stepped up substantially through provision of mining equip- 
ment and improvement of roads and port facilities. In Thailand, preliminary 
investigation has revealed promising projects for increased production of lead, 
tin, and tungsten. In Formosa, there are strong indications that surveys and 
improvements connected with coking coal production currently being financed 
by MSA should be supplemented by mining equipment and improved trans- 
portation facilities in order to step up coal exports to Japan. 

Most of the MSA basie materials program can be conducted on a loan basis 
Wherever their authority permits, Export-Import Bank and DMPA will hand! 
the projects. But there are clear legislative and policy limitations on the opera- 
tions of these agencies and it is imperative that a loan fund be available whic! 
is sufficiently elastic to carry out the objectives described above. Some smal! 
part of the funds mav be used as grants to governments to get started on public 
service projects (roads, ports, etc.) that may not themselves produce sufficient 
revenue to make a loan repayment possible, but are nevertheless vital to the 
development and export of basic materials. 

Arrangements for administration and operation of the program provide for 
continuing close relationship between DMPA and MSA to minimize adminis- 
trative costs and to insure complementary efforts in the field. 

Mr. CLevetanp. The material on Formosa begins on page 12 of 
this booklet. 

The main problem that the United States is faced with there is the 
problem of a huge military effort compared to the size of the relatively 
small island, 225 miles long, with 9% million that are involved. 

Two million or more of those nine and one half million are recent 
immigrants, something over a million and a balf Chinese mainlanders 
who came over with the army or the government at the time of the 
take-over on the mainland by the Communists, and the more than a 
half-million troops that the general has referred to. 

The objectives of the program can be sumarized most briefly this 
way. First of all, out of the $115 million projected for next year as 
a program for Formosa, there is $35 million for very direct military 
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support in the form of what we call common-use items, that is civilian- 
type items bought under the economic aid program, but directly 
destined for the use by the military. 

That includes everything from petroleum products, aviation gaso- 
line, gasoline for motor vehicles, and that kind of thing, to materials 
for military construction activities on the island. 

That is $35 million of dollar procurement of that type. In addi- 
tion to that, there are some expenditures out of the counterpart of 
regular economic aid, that is commodities bought with economic aid 
and sold in the market place. The counterpart of that is in part 
used for military purposes in Formosa, particularly in military con- 
struction activities. 

In addition to these directly military facilities there are some of 
what the mission there calls joint-use facilities. 

A current example of that is a large highway bridge, the Silo 
bridge, which crosses the main river that splits the northern part 
of the island from the southern part of the island. That river, when 
it is in flood, would make it extremely difficult to move troops with 
any speed from one end of the island to the other. 

This highway bridge, when it is completed, will be, I believe, the 
longest highway bridge in the Far East. It is an enterprise that was 
undertaken with, I think it is fair to say, a predominantly military 
purpose in mind. 

In addition to these rather purely military activities, the bulk of 
the program in money terms is concentrated on an effort at economic 
stabilization, at keeping the lid on a very dangerous inflationary 
situation in Formosa. When you have a situation in which about 
10 percent of the national income is being spent on military purposes, 
and goods are not available in the economy to offset it, you have a 
situation in which you could have a recurrence of the tragedy on 
the Chinese mainland when the currency lost nearly all of its value. 

We have tried to do four things about that over the last 2 years. 
The effort has been successful beyond, I think, the estimates that 
were made at the time. 

One is, we have tried to put in commodities in order to help soak 
up the excess purchasing power. Second, and more important from 
our standpoint, we have tried to get the Chinese Government to 
adopt the techniques and the policies in its own internal economic 
and financial management which would make it possible for it to 
come a whole lot closer to balancing its own internal budget and to 
getting its own economic affairs in order so that this inflationary 
gap which has to be covered through outside assistance, if the military 
program is to go on, does not have to be so expensive and so continuous. 

In that effort our mission out there is now headed by Hubert 
Schenck. It was formerly headed by Raymond Mover, whom a 
number of you know, who was also at the same time one of the 
American members of the Joint Commission on Rural Reconstruc- 
tion. This mission has participated very actively in enabling the 
Chinese Government, to achieve a more effective management of 
what it has. 

Mrs. Boiron. May | interrupt to ask, did you say that the infla- 
tionary tendencies had been curbed? 

Mr. CLeve ann. The inflationary tendencies are always present 
because the militarv expenditure is continuous. But the situation has 
improved greatly over the last 2 vears. 
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This is mostly because of the American missions there. It has 
been possible to get expenditures brought far below what the military 
and civilian governments together originally wanted them to be. 
and to get revenues up at the same time. 

For example, on the budget expenditure side, we have for th 
civilian part of the budget a man who used to be the assistant director 
of the budget for the State of Pennsylvania, who was there working 
on the Chinese budget, and at the same time on the military side, 
General Chase has gotten some military fiscal people to help thy 
Chinese to sweat down the military expenditures which are so large 9 
part of this. 

He told us the last time he was here—I think this ought to be off the 
record. 

(Discussion off the record.) 

Mr. Cieve.tann. The third objective of the program is the provi- 
sion of technical and economic assistance to help the farmers of the 
island improve their agricultural production, rural health, tenure 
status, and generally their present situation. 

This is a program which has been carried on under the auspices of 
the Joint Commission on Rural Reconstruction. This committee is 
the one group in the world that does not have to be told what the 
Joint Commission on Rural Reconstruction is, because this commititce 
created it in the original China Aid Act of 1948. 

To my mind, it has been one of the most constructive single pieces 
of legislation that has ever been passed by this Congress. It provided, 
you remember, for a five-man commission, three Chinese and two 
Americans. This Commission has gone at its business in a most 
sensible fashion. 

It decided at a very early stage that technical assistance and 
production improvement does not make any sense to farmers who «lo 
not think they are getting a big enough share of the existing income 
pie. Therefore, they went to work first, not on the size of the pie 
but on the fair division of the existing pie. 

They did this, as Mr. Ribicoff has mentioned, by promoting a land- 
tenure reform program, which got rents down to the standard 37.5 
percent that is the standard for the whole island now. 

This was such an evidence of better government for the farmers o/ 
Formosa that they have quite loyally supported the government there, 
the provincial government in particular, headed by K. C. Wu, who 
used to be the mayor of Shanghai. They have resisted to a remarkab|: 
extent the pressure from the Chinese Communists, who have really 
been unable to get any sizable indigenous Communist movemen! 
started in Formosa. This is a remarkable state of affairs, considering 
the situation you had on the mainland a few years ago. 

In addition to the land-tenure reform, the Joint Commission on 
Rural Reconstruction attacked the other main problems facing thie 
peasantry, the farm-credit problem, the problem of getting better 
rice seeds, the distribution of fertilizer that was brought in (and the 
counterpart of which was usable for military purposes at the same 
time the fertilizer was getting their production up), their rural healt! 
problems, and also the strengthening of the local farmers’ associa- 
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tions, Which really have been the main local organizations through 
which the JCRR has worked. 

J am admittedly an enthusiast on this subject. But I think that 
the JCRR is a particularly successful example of what can be done 
along the point 4 line, how practical it can be and how anti-Com- 
munist the results are. 

The fourth general objective is to help to some degree, and to a 
relatively small degree in relation to the total amount of money 
involved, in the rehabilitation and further development of basic 
utilities and manufacturing facilities, in particular the increase in 
power production, in transport, and, most important, in the con- 
struction of additional fertilizer manufacturing facilities. 

They have to import a lot of fertilizer. The Japanese, before the 
war, always kept the island dependent on Japanese fertilizer, so it 
did not really bave the capacity, and what capacity there was was 
destroyed by our own bombing during the war. 

You now have a situation in which they have greatly increased 
their fertilizer production. They are producing three times more 
than they produced before the war, and, in addition to that, they 
are able to reduce their total intake of fertilizer from the outside. 

As a long-term policy that will cheapen this proposition from our 
standpoint, 

With the fertilizer they produce, plus the fertilizer brought in, the 
island has been able to get its rice production up to more than a million 
and a half tons, which is more than that island has ever produced 
before in its history. 

So, based on the social index of the incidence of communism, or 
based on the economic indexes of production, this work in Formosa 
has been a very successful operation, in our opinion. 

This rehabilitation to get the economy so it can support itself more 
completely is a direct attempt to cheapen the process of supporting 
the island from the United States standpoint. What is going to happen 
eventually, nobody knows. At least, it is possible to set up a situation 
in Which we do not have to provide the things that the Formosan 
people can make for themselves, given a small initial investment. 

Mr. Smrru. Are fertilizer plants being established there, Mr. 
Cleveland? 

Mr. CLEvELAND. Yes, particularly one large installation down in 
the southern part of the island. 

Mr. Smirxu. What percentage of fertilizer is being imported? 

Mr. Cievevanp. | will get that and put it in the record. The 
proportion has been going up, but the absolute figures are not in my 
mind at the moment. 

(The information referred to is as follows: ) 
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Formosa: Chemical fertilizer production, imports, and consumption 


I. PRODUCTION 


Estimated 
value ! (mij! 
lion Uss$ 


Quantity 
(thovsand 
metric tons) 


1939 

1946 

1947 

1948 _ _ 

1949__ 

1950 

1951 _ _- 

1952 (forecast) 
1953 (forecast) 
1954 (forecast) 
1955 (forecast) 


Il. IMPORTS 


1950 


Quantity (thousand metric tons): 
Locally financed 
MSA-financed 


Total 
Estimated valve (million US$): 


Locally financed 
MSA-financed 
Total 10 18.9 


Ill. CONSUMPTION (ASSUMED EQUAL TO PRODUCTION PLUS IMPORTS) 


1939 1950 


Quantity (thousand metric tons) 
Percentage produced locally 
Percentage imported 


379.8 
qQ 
ol 


Estimated value (million US$) 11.6 


1 Calevlated according to a J. G. White report, at $60 per metric ton for nitrogenous fertilizer, stat 
be middle-ground delivered price, and $35 per metric ton for phosphatic fertilizer, stated to be averag: 
over the years. 

? This level of production for 1954 will be made possible largely by expansion of the existing ammor 
sulfate * lant, through an investment of $1.5 million by MSA out of fiseal year 1952 f-nds and an investn 
of similar magnitude by the Chinese. There will also be some expansion in calcium cyanamide «1 
phosmhatic production thro’ gh investment of Chinese funds. ° . 

? This increase over 1954 will be made »ossible largely by investment of Chinese funds, according to pres 
plans. MSA will make available $3.1 million out of fiscal year 1953 funds for design work and for a coke 
It is estimated that about $14 million additional will be required, and it is hoped that the Chinese w 
able to finance this by means of the Japan-Formosa trade agreement. 

G. White engineering grou; 


Sources: Production data from various re>orts of MSA Mission and J. 
Navy Civil Af 


Formosa. Imports data: 1950 and 1951 from Chinese customs data; 1939 from U. 8. 
Handbook, Formosa, vol. Il, Nov. 1, 1944. 


Mr. Smirxu. The economy is basically, strictly, agriculture? 
Mr. CLEVELAND. That is true, compared, let us say, to the United 


It is not true as much, if you compare it with the rest 0! 
Asia, because it was a Japanese colony. The Japs put some industria 
facilities in there. They do produce some power. They even hav 
a small aluminum plant. They produce some of their own fertilize! 

So, compared to most of the underdeveloped areas of the worl 
compared, for example, with the countries that were being discusse( 
yesterday in the Middle East, Formosa is relatively further along. 

Mr. SmiruH. Would you say there was a substantial increase in thi 
standard of living for the native people? 


States. 
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Mr. CLEVELAND. Yes; but the increase has been limited, as was 
indicated a few minutes ago, by the heavy burden of taxation that 
the population has to bear. 

Tangible progress has been made and the farming population has, 
not reacted as the farming population in China did 2 or 3 years ago, 
that is, it has not clasped communism to its bosom. 

Mr. Smirn. This burden of taxation is being increased, of course, 
as a result of the military necessities? 

Mr. CLevevanp. That is true. 

Mr. Smrrx. That is true also in Europe? 

Mr. Cievevranp. The Formosan situation, with the exception of 
the Rural Reconstruction set-up, is somewhat more comparable to 
the European problem, and is in that sense quite different from the 
technical and economic assistance operations in the rest of the Far 
East. 

Chairman Ricuarps. Mr. Hays. 

Mr. Hays. As I understand it, and I think this was the testimony 
a year ago, the rents were reduced considerably for the tenants, the 
agricultural tenants. That was the result of this systematic planning 
done by the Commission that you mentioned. 

As I recall the testimony, you had this very high rent running up 
as high as 70 percent sometimes because of the competition for the 
farms; in other words, you had a surplus agricultural population. 
We had a very fine statement on that. I was particularly interested 
in it because it followed to some extent the pattern of farm security 
which we have in this country. In a competitive situation with 
many applicants for farms there is a bidding-up of rentals. 

| was interested in seeing what had happened in the way of trends. 
| suppose you have preserved this equitable rent policy in Formosa? 

Mr. CLevetanp. Yes, all rents are limited by law not to exceed 
37.5 percent of the main crop. 

Mr. Hays. That is, roughly “our third and fourth,” as we say in 
the South. 

| was interested in one other point. Did you not have to make 
some arrangements though for absorption by industry of your surplus 
farmer then under this program when he could not find agricultural 
employment? 

Mr. CLevetanb. There has been some movement from the farm 
into the industrial activities, such as this fertilizer manufacture that 
has grown up during the last 2 or 3 years. 

| do not think that the excess farm population was ever as serious 
a problem in Formosa as it was on the mainland. So, that has not 
been as dramatic a shift as if, let us say, the situation on the mainland 
of China were involved. 

The analogy of the Farm Security Administration, the analogy is 
quite close, and in some respects it was not an accident. For example, 
at the same time as the rents were being reduced they passed a rule 
that everybody had to have at least a medium-term contract. That 
is, the tenant would have a 3- to 6-year contract instead of 6 months 
or a vear, and always being under the gun of being evicted. 

or the purpose of putting this new decision into effect the Chinese 
adopted, with the assistance of some American technical people, the 
flexible farm contract, that was, you remember, developed by the 
Farm Security Administration. 

96908 —52-—85 
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I worked for the Farm Security Administration once, too, sir. 

Mr. Hays. That is all, Mr. Chairman. Thank you. 

Mr. Woon. If we could then go on with General Olmsted—— 

Mrs. Botron. I am sorry, but I would like to ask a question on 
the farm assistance end of it. Do you know how many technica! 
assistants you have over there? 

Mr. CLEVELAND. Yes, the total number in Formosa, as of April 24, 
is 63 American experts in all fields; the total includes 14 who are 
firmly committed but have not yet actually gone out. 

Mrs. Botron. When you say “American experts,”’ they have gone 
over from the Agriculture Department, or what? Is that where you 
get them? 

Mr. CLeveLaAnD. This total figure includes all fields, not only the 
agricultural field. On the agricultural side the personnel concerned 
come from the Department of Agriculture, from State extension 
services, from universities. I think probably the biggest single 
source of recruitment is the land-grant colleges and the agricultural! 
and mechanical colleges around the country. 

Mrs. Botton. In taking those, are you cutting us down in our own 
requirements for such technical assistants? 

Mr. CLeveLtanp. We have not noticed that. I remember your 
mentioning yesterday, Mrs. Bolton, the difficulty of getting people. 
Of course, getting good people is always difficult in any enterprise 
But we have not noticed that it is difficult to find people who can be 
let loose from what they are doing, and who can make a contribution 
to this program. 

Mrs. Botron. Do any of them speak the language? 

Mr. CLeve.Lanp. Yes, the outstanding case, perhaps, is Raymond 
Moyer, who became our mission chief over there. He started out as an 
agronomist and as a member of the Joint Commission. He has spent 
something like 15 years, I believe, running an agricultural experiment 
station for Oberlin-in-China before the war. He spoke the language of 
the North Chinese very well. The difficulty in Formosa is that most 
of the people speak a patois of the Amoy-Fukien district of China, and 
but a few of the people who live there could really get along in that. 
There had to be interpretation even for those who are pretty good in 
Mandarin. 

Mrs. Botton. It has not been held down for lack of technicians? 

Mr. CLeveLAND. No, partly because this has been a new and excit- 
ing enterprise, and many people wanted to get into it. 

Chairman Ricuarps. General Olmsted, will you go ahead? 

General O_tmstep. If I may, I would like to take the rest of the title 
III countries all in this presentation. You will note that our total 
asking for title II] is $611 million, about 12 percent of our total pro- 
gram. I think it would be interesting to you to know that our total 
military end-item program in all four titles is just about equivalent 
to the cost of this vear’s war in Korea. 

If our title II] program works out the way that we anticipate and 
look forward to—— 

Chairman Ricnarps. That is an interesting statement, that it is 
just about the equivalent of the cost of this year’s war in Korea— to 
the Government of the United States? 

General O_mstep. Yes, and this has not been a year of very active 
combat expense, either. 
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Mr. Woop. This is the total military end-item program for the 
whole world that the General is talking about. 

Chairman Ricwarps. I thought you said this entire program here 
in this title. 

General Oumsrep. Our total military is $5.35 billion, as shown at 
the top there. It is almost exactly the estimated military cost of 
operation in Korea this year. 

Chairman Ricuarps. Do you include defense support? 

General Oumstep. Just the military end-item program. 

(Discussion off the record.) 

General Otmsrep. Our program for the South Koreans is only for 
training. They are drawing their equipment from the United States 
Army on the ground there. We are quite optimistic about the prog- 
ress that the South Korean forces are making now. They have more 
divisions in the line than we have. 

We are only spending MSA funds for advanced training for their 
officers. We have a class here right now in advanced training. 

Mr. Cuatuam. In this country? 

General Oumstep. Yes, in this country. 

Incidentally, I had lunch with five of them not long ago, and all 
five of them were former officers of the Japanese army who had fought 
quite well during the current action in Korea, and now they were 
brought over here for advanced artillery training. 

Mr. Cuaruam. You mentioned the fact that they had approxi- 
mately the same number of troops that we have. Are you speaking 
of American troops or United Nations’ troops? 

General Oumsrep. Either. Off the record. 

(Discussioa off the record.) 

General O_tmstep. Our program in the Philippines and Thailand 
is designed to preserve internal security, although we do have a 
Philippine battalion and a Thailand regiment, both in combat in 
Korea, and they are doing nicely. We see in the Philippines and 
Thailand program the ultimate hope we have for this, where we have 
now passed over the peak of our expenditure and what we are asking 
for those two countries in 1953 is less than we asked in 1950. 

(Discussion off the record.) 

General OLmstep. The one problem in the area, which I am sure you 
will be most interested in, is the situation in Indochina. There we 
have both French forces and native forces engaged in actual fighting, 
and rather intense fighting. The French have about 150,000 of their 
own forces there and about 50,000 attached native troops, or a total 
strength of around 200,000. 

Our aid in Indochina is largely slanted now to the development, of 
native divisions. This program which we envisage here will complete 
the initial equipment of those divisions of the Associated States. 

The total cost to France of the operation in Indochina, as has been 
previously testified, is something over $1 billion. We are carrying 
for the total effort, you see, about 20 percent of the total outlay. 
French casualties have been quite severe. Fighting has been quite 
severe in the northern parts, the Tonkin Delta. It is our objective 
to develop the capacity of the native forces so they can not only do as 
the South Koreans are now doing, take over and hold in a dependable 
manner a substantial portion of the perimeter, but I think it is not 
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too optimistic to envisage that they may ultimately—this is short of 
of course, an overt Red Chinese invasion of the territory. 

(Discussion off the record.) 

General Otmsrep. Are there any questions? 

Chairman Ricuarps. Mrs. Kelly. 

Mrs. Ketiy. Are there any South Korean flyers? 

General O_msrep. Just a few. 

Mrs. Ketiy. Are they training South Korean pilots? 

General Otmstep. We have not embarked on any apprecial|. 
program there yet. We have concentrated all of our effort with the 
South Koreans on the Army. We do have a few marines that tlie 
Navy is training and a few air people, but not many. 

Mrs. Botton. Is it at all associated with any understanding of the 
Korean temperament that they might not perhaps be qualified to 
fly without a great deal of training? 

General Otmstrp. We have no such thought, Mrs. Bolton. Bot) 
the Chinese and the Japs make good flyers. The Koreans being so 
closely akin to either or both, we have no reason to feel that they 
cannot be made good flyers. 

Mrs. Boiron. During the war we did give our Negro boys some- 
what longer original period of training on the basis that we did not 
know what they were going to do when they got flying. 

General Otmstrep. But the colored pilots that got into action i) 
Italy did a good job. 

Mrs. Boiron. Indeed they did, but it took them time. It was » 
new area into which they had to be oriented. I am wondering what 
we actually know of the capacity of Koreans. 

Mr. Woop. Mr. Chairman, before Mr. Cleveland goes on to the 
discussion of the economic and technical assistance programs in 
southeast Asia, I would like to raise one point concerning this area 
with the committee. 

We have requested this year in the bill put before the committee 
the inclusion of a statement to the effect that appropriations made 
pursuant to this subsection, that is, section 302 (a) which covers the 
title II] areas of the Mutual Security Act of 1951 may be used with- 
out regard to section 502 (c) and section 503 of this act. I would 
like to explain that briefly. Congress last year in the Mutual Securi'\ 
Act provided the programs of the Mutual Security Ageney shoul: 
after June 30, 1952, be restricted to assistance necessary for carrying 
out mutual defense programs. 

The reason we have asked for this amendment is that in the two 
countries of Burma and Indonesia mutual defense programs are no! 
being carried out and it is not expected that such programs will |» 
carried out in the coming fiscal year. 

As to these other countries in the area, namely, Formosa, Indochina 
the Philippines, Thailand, mutual defense programs are being carric< 
out in them. : 

It seems to us perfectly clear that in view of the nature of the 
problem in this area, when there is a mutual defense program being 
carried out in any one of these countries, it is absolutely essential, 1! 
the money spent and the time and energy spent in developing tlic 
defense capability of the country is not to be wasted, that there be the 
kind of economic and technical assistance that we are talking abou! 
here. If, for example, in Indochina or in the Philippines a militar 
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program were to be carried on without this kind of economical and 
technical assistance supplied by us there is not much question that 
ihe sort of social and political disruption would take place which 
would cause our efforts to build up the defense establishments to come 
Lo naught. 

For that reason it seems perfectly clear that the kind of grass-roots 
technical and economic assistance having to do with even such things 
as health, education, increase of farm production, and that sort of 
thing are clearly necessary for carrying out mutual defense programs 
in the terms of the act. 

Parenthetically, may I say that we have exactly the same, at least 
an analogous, condition in the dependent overseas territories of the 
metropolitan countries of Europe. 

It will be necessary to ask for an exception from the provisions of 
section 503 in order that we may contimue to carry on the programs 
in Burma and Indonesia where there are not mutual defense programs. 
The committee may ask why is it desirable for the Mutual Security 
Agency to carry out the programs in these areas, why could not the 
Technical Cooperation Administration carry out such programs? 

The answer to that is a very clear one. These countries, as I said 
a little earlier in this session, are right on the periphery of the great 
land mass of China, which is controlled by the Communists. There 
is a War actually going on in one of them. There are rebellions of 
various degrees of intensity in other countries of this group, such as 
the Huk rebellion in the Philippines. There is no telling when more 
active rebellions or invasions might take place in these areas. 

It would be, in our opinion, a very great mistake to have the 
Technieal Cooperation Administration, and the Technical Coopera- 
tion Administration agrees with this, handling programs in these 
countries, have the lid blow off in some respect and then find that 
there Was no agency in there which could move promptly with the 
supply of those items which are required if military or the rebel 
activities should become more active in the area. 

The Mutual Security Agency is now operating in areas with the 
Department of Defense where such conditions obtain, and we could 
move in verv promptly. 

It is also undesirable to have more than one agency operating in any 
one country in these areas, because there is confusion and overlapping 
which is bound to develop in that case. 

In addition, to change to the TCA from the Mutual Security Agency 
would involve the negotiation of a different kind of bilateral agreement 
and many other problems of that sort. The change in these countries 
would be a very confusing thing. 

So, I just wish to get before the committee the reasons why this 
particular change is required in this title. We do not want to amend 
section 503 to apply to all areas because that would then exempt 
‘ite I] and title I. All we want to do is to be able in the interest of 
the security of this country, and of efficient operation, to carry on 
this sort of a program in Burma and Indonesia where the absence of 
i mutual defense assistance program, under the law as it now stands, 
would make it impossible for us to carry on such programs aftar 
June 30, 1952. 

Chairman Ricuarps. As a matter of fact, Mr. Wood, this thing 
‘ould mean that the general purposes of the TCA Act and the pro- 
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visions of it would not be in operation after June 30, 1952, and the 
Mutual Security Administrator could practically do what he pleases 
with the funds in these areas; is that not right? 

Mr. Woop. I do not think that quite states the case, Mr. Chairman. 

Chairman Ricuarps. You stated the reason why you wanted to 
do these things. I understand that. You said things might come in 
that part of the world where you might have to do something and 
someone have authority to do it and it would be necessary to have 
latitude. But I say it is placing under the Mutual Security Director 
authority to do as he pleases with these funds. 

Mr. Woop. As I say, to place in his hands the authority to carry 
out this kind of a program in two countries, Burma and Indonesia, 
which he could not do under the provisions of the Mutual Security 
Act as now written. He can do so where there are mutual defense 
assistance programs going on, because these programs do qualify 
under the act as necessary for carrying out the mutual defense pro- 
grams. What it really does is to allow him to do this in two countries 
where clearly the present law would bar him from doing so. 

Chairman Ricuarps. According to your set-up there then, what 
would be the amount of funds at his discretion, according to your 
chart? 

Mr. Woop. The funds proposed for economic and technical assist- 
ance to Burma are $18 million, and the funds proposed for economic 
and technical assistance to Indonesia are $8 million in fiscal 1953, a 
total of $26 million. 

Chairman Ricuarps. And this provision would only apply to the 
use of $26 million of funds? 

Mr. Woop. That is correct. 

Chairman Ricuarps. It would not apply to any other country but 
those two? 

Mr. Woop. It would not need to, Mr. Chairman, because in the 
case of technical and economic assistance programs in the areas where 
mutual defense programs are being carried on, while they are of the 
same nature—grass-roots technical and economic assistance—1it seems 
to us clear the Mutual Security Director is authorized to carry on such 
programs there since they are necessary for carrying out these mutual 
defense programs. 

If we did not do this, it is perfectly clear that our mutual defense 
programs there would come to naught and the money on them would 
be wasted. 

Chairman Ricuarps. You say as the situation now is in Burma and 
Indonesia those are the only areas that this would apply to. Suppose 
this thing would broaden and the situation would change over there, 
it would apply to title II if a similar situation came up in another 
country? 

Mr. Woop. No, sir. This is applied only to title IIT. 

Chairman Ricuarps. That is what I say, in title IIT. 

Mr. Woop. It could not apply to title II. It is needed in our judg- 
ment, only to cover these two countries, because the authority as we 
now construe it is adequate to carry on such programs in those coun- 
tries where mutual defense programs are now being carried on. 

Chairman Ricuarps. You realize one great criticism of this thing is 
the intermingling of economic aid funds and point 4 funds and how 
this thing is getting messed up over there in that connection. 
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As a matter of fact, you can hardly take out of this bill—vyou will 
clarify that—what is for point 4 and economic aid. 

Mr. Woop. The problem does not arise of confusing the question of 
administration between various countries because we have this one- 
country, one-agency principle. In other words, the Mutual Security 
Agency does not operate in India; the Technical Cooperation Admin- 
istration does. The Technical C ooperation Administration does not 
operate at the moment in Indonesia or any of the Southeast Asia 
countries; the Mutual Security Agency does. 

It is perfectly true, Mr. Chairman, that, particularly in these 
countries like Burma and Indonesia, the nature of the programs of 
economic and technical assistance being carried on by the Mutual 
Security Agency are in many respects identical with the nature of the 
programs being carried on by the Technical Cooperation Adminis- 
tration. 

That is so because the nature of the problem in these countries is the 
same. They are underdeveloped areas. They have the same kind 
of problems of inadequate food, inadequate use of resources and, there- 
fore, Mr. Chairman, it is difficult to distinguish between the kind of 
things that are being done in some cases by the Mutual Security 
Agency in the Philippine in Indochina, or, as Mr. Cleveland has 
explained, in Formosa and those being done in India by the Technical 
Cooperation people in the point 4 program. 

I would like to point out this is not, Mr. Chairman, a request for 
new authority for the Director of the Mutual Security Agency. The 
programs of this nature are now being carried out under the law by 
him. He would be forced to withdraw from these important activities 
in Indonesia and Burma after June 30, 1952, unless this amendment 
to title 11] were granted by the Congress. 

Chairman Ricuarps. You mean then that the nature of the things 
that you ervisage, that might have to be done, are such that the 
point 4 could not carry it on? 

Mr. Woop. That is right, sir, if conditions became more turbulent, 
if rebellions due to increasing subversive activities should occur. 
There are serious rebellious activities of this nature going on in the 
northern part of Burma now. If these should spread, and if the 
Technical Cooperation Administration were in there, the Technical 
Cooperation Administration has not the authority nor has it the 
necessary experience in working with the military, nor does it want to 
engage in such activities. The Technical Cooperation Administration 
wishes to be separated from the military activities. 

Chairman Ricuarps. [ think we get your point on that. 

Mr. Woop. If something broke loose there and the Technical 
Cooperation Administration was in charge of the program you would 
have a period of great confusion. If MSA was in there, we could 
move in with the kind of supplies that would be necessary to give 
support to the situation there promptly and immediately. That is 
why we are asking for this amendment just to this particular title to 
deal with that situation. 

Chairman Ricuarps. When we get to read the bill we will probably 
want to know your views for that. You are putting it in the record. 
Let us go on with this other. 

Mr. Merrow. I understand these countries are very important 
because they are on the periphery of Communist-controlled China. 
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The amount of money that we propose to spend, if you add it all up, 
economic aid, military aid, and so on, is small in comparison to the 
amount of money we are spending elsewhere. 

Suppose there is a blow-up over there and Mao decides to move his 
armies on these countries. It seems to me this aid would be rather 
inadequate. Would this defense program increase their ability 1 
resist? I would think the money we have spent might be lost and 
the countries we are helping might be overrun quickly. 

Mr. Woop. As to the military aspect of it, | would like Geners| 
Olmsted to comment on it. In general, as I think he has indicated, 
the purpose of our mutual defense military end item and traininy 
assistance programs in this area are not overnight to make it possib|: 
for, let us say, Thailand to withstand an all-out onslaught from 
Communist China. 

They are rather to build up a force which could more effectively dea! 
with internal security and which would, to some extent, since it woul: 
be an effective force, act as a deterrent to aggression from the outsid: 

I might point out in connection with your question that one of th 
main reasons why we have now in the legislation the authority to 
transfer funds from one title to another and are requesting a continua- 
tion of this authority is to meet just such unforeseen situations if the) 
should arise. 

By that means we could further meet such unforeseen situation: 
‘ven though the transfer out of one title would very seriously hol 
back the military build-up of the countries in that title and the build-up 
of the capacity of their economies to support a defense effort. 

Nevertheless, there might be a choice between absolute disaster in 
one case where trouble has broken out and a serious and damaging and 
slowing up of the program in some other area. Of course, to th 
extent that Congress cuts us below these estimates that we hav 
presented to that extent we are less able to meet unforeseen and 
damaging conditions that may arise. I do not know whether you 
wish to make any further comment on the purpose of these militar) 
end item programs or not, General Olmsted. 

(Discussion off the record.) 

General Otmstep. We feel that this program, both military and 
economic, tends to develop a material resistance to this subversion 
route. If it works successfully, it might do what we believe our 
program did in South Korea. It did not develop within the South 
Koreans the ability to resist invasion, but it did develop in them the 
mental attitude, where with some military help, they were willing to 
stand up and fight for their own freedom. 

I think that is the best that can be said for what we are trying to 
do there. 

Mr. Merrow. Probably that is so, but it seems to me in view of 
the experience in Korea, the effort we are putting into these countries 
is inadequate for the attainment of the objective that you have been 
talking about. 

Either we ought to do considerably more or save our money. It 
seems if we put this amount of money in there and you get an attack 
it is all gone. 

(Discussion off the record.) 

General Otmsrep. If that line of reasoning, I do not know whether 
it is right or not, is correct, then our program will be eminently 
successful on this particular level. 
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Mr. Merrow. That is a matter of opinion, but it strikes me that 
the only practical conclusion that can be drawn is that they will use 
their armies to their advantage when it is of immediate advantage to 
use them. So you have to proceed on the first-—— 

(Discussion off the record). 

Mr. Fuutron. I question whether China would have the resources 
io putin the field that which could be called-an army in the American 
sense. 

Mrs. Botron. Will the gentleman yield? 

Mr. Futron. Yes. 

Mrs. Boiron. I do not understand General Olmsted to define it as 
an army in the American sense. 

General Otmstep. That is right. 

Mr. Fuuron. That is what I want to know. 

Mrs. Botron. There is a new attitude that has been growing in 
China which we have taught them. The Chinese have never had 
any particular ideas that a well-equipped army would be worth any- 
thing. They would fight among themselves, but they would not want 
to do world fighting. Korea has shown them what it is to fight, and 
that they can do it well. I think that change of attitude has great 
bearing on the future of the area. a 

Mr. Futron. The army, then, would be largely a village-based 
army, small arms and highly immobile. Then there is no inference 
that it would be used for an attack outside of China in your statement, 
or is it the kind of army that could be moved for use as an external 
army? 

General Otmstep. The Chinese now committed to North Korea 
are pretty well equipped. They are definitely not a medieval type 
army. How far they will be able to get along in the modernization of 
the remaining nine-tenths is, of course, a question of time and a ques- 
tion of who controls the productive facilities and the resources in 
\lanchuria, a question of how much help, if any, they continue to get 
from Russia. 

There are a number of factors in there which make a positive pre- 
diction a little bit risky. During the war the Chinese Communists 
with no industrial base to depend upon at all maintained an army of 
2 million. They did pretty well with it. 

Chairman Ricwarps. Are there any other questions? 

Mr. Woop. Could I raise one question here? I take it you will not 
have a session of the committee to hear these witnesses this afternoon, 
is that right? 

Chairman Ricnarps. No. 

Mr. Woop. What I have in mind is this: There is one other military 
end item and training item in this program. I take it we would not 
be able to finish this morning with Mr. Cleveland’s discussion of the 
economic and technical assistance programs in the southeast Asia 
area, and perhaps we could, if the committee wishes, have General 
Oimsted finish up by giving the figures on the Latin-American military 
program so that we would not have to call him back next week. 

Chairman RicHarps. Let us go on with that. 

General Otmstep. Thank you very much. 

Chairman Ricuarps. The general has been a patient and a fine 
witness. I would hate to inconvenience him in any way by having 
him come back up here when all he has is Latin American. 
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General Otmsrep. Mr. Chairman, last year for the first time we 
initiated a program of military assistance to Latin America. 

(Discussion off the record.) 

General O_tmstep. We agreed that certain types of equipment which 
they were unable to supply for themselves, largely antiaircraft, some 
transport and communications, that we would provide that equip- 
ment for those units. We are asking this year for $62 million to 
proceed with that program. 

(Discussion off the record.) 

General Oumsrep. The only Latin-American contingent, however, 
in Korea, the battalion from Colombia, is doing very well. 

Chairman Ricuarps. That is all they have, and none of the other 
countries are thinking about sending anything. 

General O_msrep. That is right. The Brazilian division that went 
to Italy and fought in the last war did well. I think it might fairly be 
said that over the long run North America or the United States with 
approximately half of the population of the hemisphere, and perhaps 
less than half of the resources of the hemisphere, I think in the long 
run it is pretty short-sighted for us to assume that we have to do the 
whole job in developing the hemisphere. 

Further, during the last war it was necessary for the United States 
to commit and tie down in that Caribbean area for the defense of the 
Canal, primarily, and our shipping lanes and our access to the raw 
materials we needed from there, 100,000 troops in that area for the 
entire duration of the war. 

If the successful fruition of this program will permit certain tasks 
such as keeping the sea lanes open and the antiaircraft defense of 
certain critical areas there, if the successful conclusion of this pro- 
gram will permit those tasks to be assumed by those Latin-American 
countries, then in our judgment this type of program is amply 
warranted. 

With the passage of the legislation last fall which qualified Latin 
America for the first bite at this program, which was about $38 
million, we then formed and sent to these Latin-American countries 
missions to work out the necessary negotiations. 

Those missions have now concluded their work in four of the 
countries. Two more are about to be concluded and two more are 
in the process of discussion. 

As soon as the agreements were completed, a specific end-item 
program was arrived at. 

(Discussion off the record.) 

General O_mstep. In terms of magnitude, this is a very modest 
part of the total program. In terms of the long-range value, we think 
it is a quite important part. We do feel that it has not only a mili- 
tary byproduct, we think it has a longer-range byproduct even than 
that, that as we take these men and train them, both with our 
missions in these countries and their representatives that we bring 
here, that we develop a closer relationship and understanding and a 
feeling on our part for them and on their part for us which will have 
the end result of further solidifying our hemispheric relations politi- 
cally as well as economically and militarily. 

I will be glad to answer any specific questions that you or the 
committee may have. 
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Chairman Ricuarps. Mrs. Bolton. 

Mrs. Bouron. May I ask how much the program was this last year? 

General OtMsrep. $38 million. 

Mrs. Bo.ron. Nothing has been obligated or anything else? 

General Otmstrep. We did not conclude the negotiations of these 
missions. In fact, we could not send them until January. 

Mrs. Botton. What is it here? 

General Otmsrep. $62 million. 

Mrs. Boiron. If you could not do anything with $38 million last 
year, how will you come out with this $62 million? I realize that 
you have to start negotiations and that takes time, and you have to 
have something to draw on if the mission is to be successful, and that 
we have persuaded them wisely or unwisely, to accept our gifts. We 
seem to be able to persuade them more rapidly than with some of 
the other countries. 

If now you are anticipating almost twice as much for this coming 
year, how can you be so certain that you want that? 

General OtMstep. We know what the units are and what the unit 
equipment is. We asked for more than the $38 million last year. 
$38 million was the figure we got. 

Mrs. Boron. Do you have it in cash anywhere? 

General Otmstep. The money was released to the Defense Depart- 
ment about 30 days ago. It is not released to us by the Bureau of the 
Budget and the Director of the Mutual Security Agency until we can 
lay down a specific item-by-item program. 

Mrs. Boiron. So $38 million has been released? 

General O_mstep. Yes. 

Mrs. Bouron. You are asking for $62 million? 

General Otmstep. That is right. 

Mrs. Boutron. Which means you will have $90 million? 

General Otmstep. That is right. 

Mrs. Bouron. Does your program really cover $90 million? Do 
you anticipate setting up a program for $90 million? 

General Outmstep. Yes. 

Mrs. Bouron. How much of that do you expect in the next 12 
months? 

General Otmstep. During fiscal 1953? 

Mrs. Bouron. Yes. 

General O_mstep. Our $38 million will all be obligated this fiseal 
vear. 

Mrs. Botton. What reason can you give us to make us believe 
that you will be more successful with other countries so it will be 
spread around? 

(Discussion off the record.) 

Mrs. Boiron. Do you want us to give you authorization for another 
$62 million, making a total of $100 million? 

General OLMstep. Approximately $100 million. 

Mrs. Botron. We, on this committee, are having to contend with 
the whole problem as it relates to the finances of the United States. 
It would be serious not to have money in the United States; would 
it not? But that is a little beside the point at the moment. Is there 
anywhere a statement of what the actual contributions of Latin 
America have been and are expected to be? 
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Such a statement for the committee should be clear both as to th» 
constructive forces of Latin America and the danger spots as well. | 
do not ask it as of this morning, General Olmsted, but at your con- 
venience. 

General Oumsrep. I have exactly the forces by country. 

Mrs. Botton. That is not what I mean. I mean the philosophi: 
necessity, call it that, because that does not make it hardware th: 
necessity for the contributions of men and good will, and so forth, in 
Latin America. What will they contribute to our western-com 
munity peace, to the world plan? Is that beside the point, Mr 
Chairman? I do not want to ask anything extraneous. 

Chairman Ricuarps. I do not think so. 

Mrs. Botton. From the questions that are asked me and the things 
[ think we shall have to meet downstairs, some such statement woul 
be an exceedingly valuable thing to have as background for the 
Latin-American program. 

Mr. Woop. May I indicate to you that I see what you mean. | 
think General Olmsted could give you in considerable detail—I know 
he can—the military missions that these forces have agreed, or wil! 
have agreed, to perform and the forces required to be raised by the 
countries and the types of equipment they will need to perform those 
military missions. 

Mrs. Bouton. | think that would be very valuable. 

Mr. Woon. In addition, if you wish to go into the broader question 
of our political relationships with this area, then I would wish to sug- 
gest you call before the committee Assistant Secretary Miller. We 
are in the hands of the committee. General Olmsted can give you th 
military material. 

Mrs. Bouton. Fine. I will take it up with the chairman. 

Mr. Woop. Would you wish to have any testimony now on tly 
military missions and the forces? 

Mrs. Bouron. As far as I am concerned, I would just as soon hav: 
it put in the record. 

Mr. Woon. Is this to be printed in the record, or is it secret? 

General Oumstep. I have here the actual outline of our war plans 

Mrs. Bouron. Give us as much as you can for the record, and then 
I would like to see it combined in whatever report we may make out 
of it with the other material. 

CuarerMaNn Ricuarps. We will confer on that and try to work it out. 

Mr. Cuaruam. Two or three days ago I said I thought it would be 
a fine thing if I could see a breakdown, and I mentioned the French 
tank program, what was the over-all program, how much had been 
ordered, how many had been delivered. 

General Olmsted gave me those figures. They were top secret. | 
gave them back to him. 

General Ou_mstep. I sanitized them and had them put in the record 

Mr. Cuaruam. It took care of this overlap of obligation and un- 
spent funds. 

Chairman Ricuarps. We will have something later on that, any- 
way, a summing up. 

‘Discussion off the record.) 
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Mr. Futron. The other problem I wanted to ask about is this: If 
there is any country that has stood up against communism, it has not 
been Cuba, because that is now very volatile and likely to change one 
way or another, and has changed, but the Dominican Republic bas 
stood firm. 

[ went down there and was greatly surprised at what they are doing, 
the progress, and the stability. 

What is the trouble there? We are dealing with people who do not 
have similar governments with us. What is the basic trouble when 
it seems they want to cooperate with us to a great extent and we 
seem to be pushing them away because of Cuba? It is unbelievable 
io me. There is a strong bastion against communism. They are 
certainly raising the living standard of the native with housing proj- 
ects. It looks like a New Deal program to me. Yet they are so 
unpopular either in the State Department or places in the Govern- 
ment that you cannot even mention them. 

General Otmstep. All I know is what is the military slant on the 
thing. 

(Discussion off the record.) 

Mr. Cuatuam. I would like to subscribe to everything you have 
had to say. I went pretty well through the Caribbean area. 1 think 
it is the strongest bastion against Communism. They have paid off 
$20 million in debts. They have a balanced budget, and owe no 
external debt. I would like to say it is not the military that this has 
relation to, but while they have an exportable surplus of about a half 
million tons of sugar, we give them a quota of 8,000 tons. They buy 
everything they can from us, and I understand that we raised the 
Cuban quota 1 million and a half tons. 

Mr. Futron. We are discriminating against the Dominicans so 
much that I think the matter should be referred to the Caribbean 
desk for explanation. 

Mr. Woop. I think if the committee wishes to go into the question 
again, it would be necessary to call the Assistant Secretary of State 
for South American Affairs, because I do not think General Olmsted’s 
province covers this area, and, as a matter of fact, I am not fully 
informed on the political aspects of our relationships with the Domini- 
can Republic. 

| know Mr. Miller would be glad to come up and discuss this with 
you personally, or with the committee if you wish. 

Mr. Fuuron. I think the gentleman is competent to tell us what he 
thinks is the military-bastion effect of this military area, and of the 
arsenal that we all know about there, and the Dominican facilities. 
So the stability of the country very naturally comes into the questions 
when we are talking about that problem. 

| do feel, as Mr. Chatham and I have both said, we should not over- 
look anybody who may be helpful to us and will be a tower of strength 
in this over-all fight we have. 

lf | see a country that is developing, as that country is, my feeling 
is that it might not all be right in accordance with certain people’s 
views in the State Department, but militarily, and on progress, it is 
certainly not all wrong. 
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The view,that I have been given—before I went there—not specific 
information, but the inferences that I have received on the Dominican 
Republic through some of my State Department contacts has been 
entirely contrary to what I saw when I went there. 

Mr. Cuatruam. Will the gentleman yield? My experience there 
has been completely different, because Mr. Miller, who is Assistant 
Secretary of State in charge of that area, as far as I know, is extremely 
friendly toward the Dominican Republic. ‘That is my impression. 

Mr. Fuurton. I find that some officials of the Dominican Republic 
do not feel that Mr. Miller is impartially friendly. 

Mr. Cuaruam. I have not found that. 

Chairman Ricuarps. The committee will stand in recess until 
Monday morning at 10 o’clock. 

(Whereupon, at 12:50 p. m., the committee adjourned until 10 
a. m., April 28, 1952.) 
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MONDAY, APRIL 28, 1952 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON ForeEIGN AFFAIRS, 
Washington, D. C. 
The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:35 a. m., the Honorable James P. Richards (chairman) 
presiding. 
Chairman Ricuarps. The committee will come to order, please. 
We will resume hearings on H. R. 7005. We are privileged to have 
with us this morning our distinguished colleague, the Honorable 
ae Meader of Michigan. We will be glad to hear from you, Mr. 
Meader. 


STATEMENT OF HON. GEORGE MEADER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Meaper. Mr. Chairman, I appreciate the committee setting 
time aside to hear my views on foreign military and economic aid. 
I did not prepare a statement, so I will just proceed informally, if that 
is your request, and then answer any questions that are put to me, 
if I can. 

There are three aspects of this subject that I wish to discuss. The 
first is measures to encourage participation of private enterprise in 
economic activities Overseas. 

You recall | appeared before the committee last year, and then on 
the floor introduced an amendment to the Mutual Security bill on 
that subject. 

The second is to discuss possible retention of title to equipment 
furnished under military aid. The third is to induce our adminis- 
trators of the foreign-aid program to intensify their activities toward 
encouraging internal reforms within the countries receiving our aid 
which are calculated’ to render those countries, their governments 
and their economies, more nearly self-sustaining. 

I might say by way of preface that my interest in this matter and 
my information in connection with it is derived in part from the 
overseas investigation of the Bonner subcommittee of the House 
Expenditures Committee, which took a trip around the world com- 
mencing last October 20 and returning to the United States on 
December 1. 

Unfortunately, the record of the hearings of that committee, which 
is quite an extensive record, is still in galley-proof form and is not 
available and the committee has not yet filed a report. 

I do want to point out that among the hearings we had we met with 
military aid people and also with the Mutual Security Agency people 
in many of the places where we held hearings. 

869 
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Chairman Ricnarps. You were a member of the Bonner com- 
mittee? 

Mr. Meaper. I was a temporary member. 

Chairman Ricuarps. You were with the Bonner committee on 
this study? 

Mr. Meaper. On this entire trip. First, I would like to discuss 
the proposal that I introduced in the form of a bill on April 23 of last 
year, which would establish a commission on aid to underdeveloped 
areas. 

That bill was offered, as I said, as an amendment to the mutual 
security bill last year, and resulted in the committee including on 
page 32 of H. R. 5113, section 605 (b) certain language which I 
understood was offered by Representative Javits, which is as follows: 

The Administrator is requested to recommend to Congress such action as will 
in his judgment be desirable to climinate the barriers to and provide incentives 
for a steadily increased participation of private enterprise in developing the 
resources of foreign countries consistent with the policies of this Act. The 
Secretary of State is requested to undertake after consultation with the Ad- 
ministrator and the Secretary of the Treasury, negotiations with the representa- 
tives of foreign governments looking to the early removal of such obstacles and 
barriers as now exist to the maximum participation of private enterprise in such 
development. 

That is the end of the section. That section was deleted by the 
Senate and instead the only thing in the act today is section 516 of 
the Mutual Security Act of 1951, headed ‘‘Encouragement of free 
enterprise.’’ And this to me is of some significance— 

“It is hereby declared to be the policy of the Congress that this Act shall be 
administered in such a way as (1) to eliminate the barriers to and provide the 
incentives for a steadily increased participation of free private enterprise in 
developing the resources of foreign countries consistent with the policies of this 
Act, (2) to the extent that it is feasible and does not interfere with the achieve- 
ment of purposes set forth in this Act, to discourage the cartel and monopolistic 
business practices prevailing in certain countries receiving aid under this Act 
which result in restricting production and increasing prices, and to encourage 
where suitable competition and productivity, and (3) to encourage where suit- 
able the development and strengthening of the free labor union movements as 
the collective bargaining agencies of labor within such countries. 

All that has been accomplished so far is to announce as a policy of 
the Congress, that in economic activities overseas private enterprise 
should play an important part. 

My bill would set up a commission which would seek to find out why 
private investment is not being engaged in by American capital to a 
greater extent in foreign areas and to eliminate the barriers and ob- 
stacles to that investment. 

I have the feeling that there is no one today in Government wise 
enough to know all of the causes limiting investment abroad, and that 
the question needs to be studied. 

In the commission that I recommended, private citizens would have 
strong representation. It is based upon the Hoover Commission idea, 
in the belief that this problem is a very difficult and complex one and 
should be attacked by the accumulation of the best minds we have in 
the country, both inside and outside the Government, and that there 
might be some hope of finding a solution which would make possible 
a concrete step in the direction which everyone agrees is desirable as 
an objective. 

I want to refer to the recent conference held here on the point 4 
program and quote from the statement of President Truman presented 
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to that conference on April 8. He did not read this speech because he 
was taking over the steel industry, but the Secretary of State read his 
speech. The following passage, I think, is material on this point: 

But point 4 was never meant to be just a Government program. It is a pro- 
gram of people—our people—helping other people throughout the world. 

Individually, and through our organizations, there is much to do—and no time 
tobe lost. Many private organizations are carrying on point 4 programs overseas, 
and they need all the help and support they can get. 

Secretary Acheson on April 9—at the same Conference on Inter- 
national Economic and Social Development held at the Shoreham 
Hotel in Washington—made this remarkable statement: 

I have been working for 12 years on the effort to free international trade from 
some of its barriers and I regret to say that there are as many now as there were 
when we began and the outlook is discouraging. But we must continue to fight it, 
and you must continue to help us because this matter of free trade throughout the 
world and bringing about a greater exchange of goods is essential for the purpose 
for which you are meeting here today to consider. 

Then a little later on he says this: 

And, again, there must be an environment which is congenial to the exchange of 
persons and ideas. If, in parts of the world, foreigners are regarded as suspicious 
and as enemies, then again you have a lack of the necessary environment to carry 
on the purposes which we want here. In other words, this must be a two-way 
street, there must be friendliness on the side of those we are trying to help as well 
as the desire on our part to be of help. And all through everything that we do 
we must keep in mind that what we are after here is to preserve and safeguard 
the underlying human values. 

Similar remarks were made by Nelson Rockefeller before this con- 
ference. I might say he was very critical of the progress made in 
the point 4 program, particularly in developing the participation 
of private enterprise. I will quote from his statement: 

They have a long way to go in developing the financial and trade areas necessary 
to insure the growth of their economic strength and the improvement of the 
standard of living of their people. However, through these closer ties, foreign 
exchange, trade, and supply problems can be met and military costs reduced. If 
at the same time, closer and mutually beneficial ties of trade and commerce can be 
expanded between the nations of these family groups, the free world should be 
well on the way to a new era. 


A little later on he says: 


The administration has persisted in presenting the situation to Congress and 
the public on the basis of a series of short-term emergencies. Operations have 
been geared to this approach with the result that we have had a series of piece- 
meal expediency programs, with no end in sight. This has resulted not only in 
misleading the public in their understanding of the true nature of the problems 
we face, but also has prevented the administration itself from developing long- 
range plans for their solution. 

Chairman Ricnarps. I might say, Congressman Meader, that Mr. 
Nelson Rockefeller will not appear but will place his statement in the 
record on the very subject you are talking about, and the committee 
has agreed to take his statement. I am going to put it in the record 
right after your statement this morning. 

Mr. Meaper. I am interested to know that. Here is another 
significant statement by Mr. Rockefeller. He has had a great deal 
of familiarity with foreign-aid activities. Incidentally, I refer again 
to the testimony I gave your committee a year ago, which appears 
in your hearings. I might as well make reference to that now because 
I do not want to repeat the things I said then. My testimony is 
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found in the record of the hearing July 20, 1951 of this committee on 
page 777. My position was supported by the Detroit Board of 
Commerce in a statement which concludes on page 832 of those 
hearings. 

Mr. Rockefeller, incidentally, wrote me a letter in regard to my 
proposal, which is included along with many other letters from leading 
political scientists and people in and out of Government who, in my 
judgment, should be well informed on this a 5 

This is the other quotation from Mr. Rockefeller’s speech a couple 
of weeks ago: 

The administration has tended to use almost exclusively United States Govern- 
ment channels to carry out the program of foreign economic cooperation. On 
the one hand it has failed to do more than give lip service to the use or encourage- 
ment of voluntary agencies and private business in international development. 
This policy ignores the vital importance of people-to-people relations. It has 
failed to stimulate the great creative and productive forces of private initiative 
and capital. 

Mr. Eric Johnston on April 9 before the same conference devoted 
a great portion of his remarks to the failure to mobilize the forces of 
private capital and private initiative in this program of economic 
development abroad. I quote from portions of his speech as follows: 

Behind the spearhead of public action supported by public funds, we must 
mobilize the social foree of American industrial initiative and skill in a dynamic 
companion program of private action supported by private funds. 

It was the clear intent of the Act for International Development that the 
enormous potential of American investment capital should become an instrument 
of foreign policy. The idea of public action and private enterprise pulling in 
harness literally permeates the law. 

Again I quote from Mr. Johnston’s speech: 

Since the end of the war, according to Mr. May, American private investment 
abroad has averaged about $1,000,000,000 a year. This year, it may reach 
$1,200,000,000, or four-tenths of 1 precent of our national income. 

But Great Britain, at the peak of its international economic leadership, put 
fully 10 percent of its national income into investment abroad. Over a period of 
30 years, British foreign capital investment maintained a level of 2'4 percent of 
Britain’s national income, 

I want to refer again to a statement by the Detroit Board of Com- 
merce, which | assume has been inserted in your record. ‘The letter 
was written to you on April 10. Point 12 of that statement again 
refers to and supports my proposal to establish a commission to study 
trade barriers and recommend concrete steps to pave the way for 
private investment Overseas. 

I also want to refer to the statement of a rather new association, 
the Association for International Development, which was presented 
to the Senate Foreign Relations Committee by Mr. James Martin 
on behalf of that association. I want to quote just one paragraph 
from his statement (reading): 

We believe that the intent the Congress expressed in the point 4 legislation 
and the Mutual Security Act would be served by the encouragement of mutually 
profitable enterprises in which American capital joins with local capital to create 
new production units. Such projects would pay their own way in the end and 
would actually create mew wealth. 

There are other similar comments in that statement. 

I would like also, if I may, to offer for your record a letter from the 
United Fruit Co., signed by Mr. Sam G. Baggett, vice president, 
addressed to me on February 12, 1952, which is similar to the letters 
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I inserted in the committee’s record last vear endorsing the proposal 
I have submitted to the Congress. The letter is as follows: 


Hon. Greorce MeEapeEr, 
House of Representatives, 
Washington, D. C. 

My Dear Mr. ConcressMAn: I have read with great interest the reprint of 
your speech in the House of Representatives on Monday, April 23, 1951, proposing 
a nonpartisan commission composed partly of men outside Government to study 
and prescribe a complete program under point 4. In my opinion, your suggestions 
are extremely constructive. 

I listened to the President’s inaugural speech and when he outlined his point 4 
program I was thrilled at the prospects of what could be accomplished. I was 
instrumental in having the national foreign trade council appoint a committee 
to study the program and make recommendations. A detailed study was made, 
including recommendations for enabling legislation, and copy of the report was 
filed with the State Department and other interested parties. The administration 
bill which was presented to implement point 4 was so general and vague that it 
was disappointing, and a bill based upon the recommendations of the national 
foreign trade council was introduced by Congressman Herter. Thereafter I was 
appointed chairman of a committee of business representatives to work out some 
compromise, and as a result of these negotiations the State Department submitted 
a revised bill which later became law. 

The National Foreign Trade Council was strongly of the opinion that the 
point 4 program could be effectively used to stimulate development by private 
enterprise in the underdeveloped countries, and that following the general pro- 
cedure established under the ECA program the point 4 aid be granted on condition 
that the recipient country sign agreements to accord fair treatment to American 
investors and take such other steps as might be appropriate to encourage the flow 
of private capital. We were not successful in our efforts in this respect, but the 
revised Jegislation did provide that the Government in granting aid to under- 
developed countries would take into account the steps taken by the other coun- 
tries, including measures to stimulate private investment. Of course, this was 
only what has been characterized as hortatory language, but we did hope that the 
administrators of the program would take into account the attitude of the foreign 
country toward private investment and utilize the program for the strengthening 
of the private-enterprise system. I have lost touch with the details of the point 4 
program; but my impression, from what I have been able to learn, is that the 
stimulation of private investments has been to a large extent overlooked in the 
granting of point 4 aid. On the contrary, it would appear that the program is 
being used to encourage governmental ventures and statism generally. 

One of the recommendations of the National Foreign Trade Council was that 
a Board of Advisers be appointed to make recommendations on policy. The 
compromise bill which was passed contained a provision for such a Board. After 
some delay, the Board was appointed with Mr. Nelson Rockefeller as chairman, 
and I, as representative of the National Foreign Trade Council, along with 
representatives of other business organizations, met and advised with Mr. Rocke- 
feller. The report rendered by the Board was not all that we desired, but it con- 
tained some recommendations which were worthy of study, including a recommen- 
dation which would effectively eliminate double taxation. Apparentlv the report 
was placed in the deep freeze. 

Personally I am very much in favor of the objectives of point IV as outlined bv 
the President, and I think the members of the National Foreign Trade Council 
and other businessmen generally are of a like opinion. It is to be hoped that, as 
time goes on, the program can be better harmonized with the private-enterprise 
system which is the foundation of our way of life. 

Sincerely yours, 
Sam G. Baccert. 


All 1 care to add to what I have previously testified to on this point, 
and the information I have presented to the committee today, is this: 
I do not know why nothing along this line has been done. I have 
yet to find any reasoned criticism of this approach. What is the next 
step after universal agreement on the objective of encouraging private 
capital to engage in developing underdeveloped areas? It seems to 
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me it is logical to find out why the natural economic forces are not 
operating and to attack those problems. 

I do not believe there is the capacity within government itself to 
do so. I do not see the energy or the vitality in the Congress to 
make the study which is necessary. Certainly there has been nothing 
to prevent the downtown agencies, the State Department and the 
others engaged in overseas activities to solve the problems if they 
have the capacity to do so. 

Chairman Ricuarps. Are you testifying in support of your bill or 
do you think the Mutual Security Act, so-called, could be amended 
by the things you are talking about; is that what you propose? 

Mr. Meaper. I have the draft of an amendment. 

Mr. Vorys. Is it like your amendment last vear? 

Mr. Meaper. Yes. 1 would like the committee to consider incor- 
porating it in the bill under consideration. The form of the amend- 
ment is as follows: 


AMENDMENT TO H. R. 7005 Prorposep py Mr. MEADER 


Page 7, after line 20, insert the following: 

(b) Section 516 is amended by inserting ‘‘(a)’’ after “Sec. 516,’’ and by adding 
at the end thereof the following new subsection: 

“(b) (1) to assist in carrying out the purposes of this Act, through encouraging 
and facilitating the development of the natural resources of foreign areas by the 
investment of private capital and eliminating barriers to and providing incentives 
for engaging in business enterprises in such areas by persons or business organiza- 
tions who are non-nationals of such areas, there is hereby established a bipartisan 
commission to be known as the Commission on Aid to Underdeveloped Foreign 
Areas (hereafter referred to as the ‘‘Commission’’). 

“(2) (A) The Commission shall be composed of members as follows: 

“(i) Ten appointed by the President of the United States, four from the 
executive branch of the Government and six from private life; 

“(ii) Two Members of the Senate appointed by the Vice President; and 

‘“(iii) Two Members of the House of Representatives appointed by the Speaker. 

““(B) Of each class of members, not more than one-half shall be from each of the 
two major political parties. 

“(C) Any vacancy in the Commission shall not affect its powers, but shall be 
filled in the same manner in which the original appointment was made. 

“(3) The Commission shall elect a Chairman and a Vice Chairman from among 
its members. 

““(4) Eight members of the Commission shall constitute a quorum. 

(5) (A) Members of Congress who are members of the Commission shall serve 
without compensation in addition to that received for their services as Members 
of Congress; but they shall be reimbursed for travel, subsistence, and other 
necessary expenses incurred by them in the performance of the duties vested in 
the Commission. 

““(B) The members of the Commission who are in the executive branch of the 
Government shall each receive the compensation which he would receive if he 
were not a member of the Commission, plus such additional compensation, if 
any, as is necessary to make his aggregate salary $12,500; and they shall be reim- 
bursed for travel, subsistence, and other necessary expenses incurred by them in 
the performance of the duties vested in the Commission. 

‘“*(C) The members from private life shall each receive $50 per diem when 
engaged in the performance of duties vested in the Commission, plus reimburse- 
ment for travel, subsistence, and other necessary expenses incurred by them in 
the performance of such duties. 

= 6) The Commission shall have the power to appoint and fix the compensation 
of such personnel as it deems advisable, without regard to the provisions of the 
civil-service laws and the Classification Act of 1949, as amended. 

(7) The service of any person as a member of the Commission, the service of 
any other person with the Commission, and the employment of any person by 
the Commission, shall not be considered as service or emplovment bringing such 
person within the provisions of sections 281, 283, or 284 of title 18 of the United 
States Code, or of any other Federal law imposing restrictions, requirements, or 
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penalties in relation to the employment of persons, the performance of services, 
or the payment or receipt of compensation in connection with any claim, proceed- 
ing, or matter involving the United States. 

“(8) There is hereby authorized to be appropriated, out of any money in the 
Treasury not otherwise appropriated, so much as may be necessary to carry out 
the provisions of this subsection (b). 

**(9) (A) The Commission shall study and investigate the problem of aiding 
underdeveloped foreign areas and shall formulate and recommend to the President 
and the Congress specific programs for carrying out the purposes of this 
subsection (b). 

“*(B) The Commission shall report to the President and to the Congress from 
time to time the results of its study and investigation, together with such recom- 
mendations as it deems advisable. The Commission shall file its first report within 
1 year after the date of enactment of this act, and annually thereafter. 

(10) (A) The Commission may create such committees of its members with 
such powers and duties as may be delegated thereto. 

“(B) The Commission, or any committee thereof, may, for the purpose of 
carrying out the provisions of this subsection (b), hold such hearings and sit and 
act at such times and places, and take such testimony, as the Commission or such 
committee may deem advisable. Any member of the Commission may administer 
oaths or affirmations to witnesses appearing before the Commission or before any 
committee thereof. 

“(C) The Commission, or any committee thereof, is authorized to secure directly 
from any executive department, bureau, agency, board, commission, office, 
independent establishment, or instrumentality information, suggestions, estimates, 
and statistics for the purpose of this act; and each such department, bureau, 
agency, board, commission, office, establishment, or instrumentality is authorized 
and directed to furnish such information, suggestions, estimates, and statistics 
directly to the Commission, or any committee thereof, upon request made by the 
chairman or vice chairman of the Commission or of the committee concerned. 

“(D) The Commission, or any committee thereof, shall have power to require 
by subpena or otherwise the attendance of witnesses and the production of books, 
papers, and documents; to administer oaths; to take testimony; to have printing 
and binding done; and to make such expenditures as it deems advisable within 
the amount appropriated therefor. Subpenas shall be issued under the signature 
of the chairman or vice chairman of the Commission or committee and shall be 
served by any person designated by them. The provisions of sections 102 to 104, 
inclusive, of the Revised Statutes (U.S. C., title 2, sees. 192-194), shall apply in 
the case of any failure of any witness to comply with any subpena or to testify 
when summoned under authority of this section.” 

And reletter subsections (b) and (ec) of section 7 as (e) and (d), respectively. 


Mr. Vorys. Do you think in view of the failure of President Truman 
and Secretary of State Acheson so far, that having President Truman 
appoint 10 men and Vice President Barkley appoint 2 and Speaker 
Rayburn appointing 2 would cure the situation they have been unable 
to cope with in 12 years? 

Mr. Meaper. Of course, we in Congress- 

Mr. Vorys. That is what your proposal is? 

Mr. Meaper. Yes. 

Mr. Vorys. It says that those same people can pick out 14 people, 
4 from Government and 10 from wherever they please. 

Mr. Meaper. No; eight from Government and six from the outside, 
outside Government. 

Mr: Vorys. Eight and six. And they can do what Congress has 
not been able to do and they have not been able to do up to date. 
That is the proposition, George? 

Mr. Meaper. I hope, as in the case of the Hoover Commission, 
that this commission, if it is created, would acquire the staff help 
that is necessary, whether it is done by the task force technique or not. 
Parenthetically, I have some misgivings about that way of handling 
staff investigations. I believe that if you get together the ablest minds 
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in the Government and outside the Government, and they concentrate 
on this specific aspect of international affairs, they will get somewhere. 

There may be disagreement about whether the Hoover Commission 
was successful or not. But I do not know of anything else to do. I 
think this is a problem which is peculiarly appropriate for a com- 
mission to handle. It seems to me there must be an interest and an 
aggressiveness on the part of private industry itself. The Government 
cannot force private industry to invest abroad. If private citizens 
have a part in formulating the program, it seems to me they are more 
likely to go ahead and actually do something, provided the barriers 
and obstacles are either removed or minimized. No one can predict 
what kind of men the President would appoint from private industry. 
You cannot predict what kind of men there would be from the govern- 
ment, or who the Vice President and the Speaker would appoint. 

Mr. Vorys. You say you cannot predict? 

Mr. Meaper. I do not think you can. 

Mr. Vorys. He can approve 6 from private life. What do vou 
think of the 6 he approved from private life to be on the Wage Stabili- 
zation Board? 

Mr. Meaper. Well, I do not know that I am sufficiently familiar 
with their activity to comment on that. I do not think it necessarily 
follows, even if you assume that the appointments to the Wage 
Stabilization Board were bad, that he would necessarily make bad 
appointments in this field. 

It seems to me there should be an interest in those who are now 
engaging in foreign trade and foreign investment to see that the 
members of the proposed commission from private life are able, in- 
telligent and statesmen-like individuals. 

You always have the problem of dealing with men. The only thing 
we in Congress can do is set up the structure and give a job to an 
agency, and then trust the appointive power will be intelligently 
exercised. 

Mr. Vorys. You said this amendment would insure that the best 
minds in the United States would be devoted to this. Honest to 
goodness, do you think the machinery you propose would insure that 
the best minds in the United States would be devoted to this? 

Mr. Meaper. If I said that the machinery would insure sound 
appointments, I certainly did not mean to say that. I would like 
to correct the record on that. The only think we can do is create the 
machinery and hope the appointive power will be exercised in an 
intelligent fashion. 

Chairman Ricuarps. Congressman, we have been interested for ¢ 
good long while in the question of loans and guaranties. We have a 
special study of this subject. I do not know if you have seen the 
committee print. 

Mr. Meaper. I have not seen the committee print, but I have seen 
reference to it. 

Chairman Ricuarps. It is a staff study by this committee on the 
subject of increasing the flow of private capital into underdeveloped 
areas. In that study some of the problems and some of the difficulties 
have been gone into. I think if you would look that over you would 
find some interesting things in it, and I think other Members of the 
Congress would be very much interested in it. I am just suggesting 
that as we go along. 
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We are interested in having your views on other angles. What do 
you think about this bill? What do you think about the foreign aid 
program? 

Mr. Meaper. I have some observations on that, too. If you do 
not mind, I would like to present my specific proposals first. 

Chairman Ricnarps. We are limiting each witness to 30 minutes. 

Mr. Meaper. How much time do I have left? 

Chairman RicHarps. You have about 8 minutes left. 

Mr. Meraper. I want to mention the question of retention of title 
to military equipment. As you know, in lend-lease during World 
War II we retained title to both military and nonmilitary aid we 
furnished. 

It may be late in the program to change our procedures. However, 
we do not know how long the foreign aid program is going to continue. 
I believe the committee should give serious thought to the possibility 
of retaining title in the future to equipment furnished out allies in the 
military aid programs. 

In this investigation of the Bonner committee that I referred to, I 
inquired about that aspect of the aid program. In Manila, Ambassa- 
dor Cowan complained that the Philippine Government had surplus 
items that were available in Manila but our Government, which 
needed them for the Korean war could not get them. I asked him if it 
would not have aided him if we currently retained title in the aid we 
were giving the Philippines. He refused to answer the question first 
and then said it was a novel idea and he did not know. 

When we got to Athens, I discussed this question with Ambassador 
Puerifoy. I just want to read from my notes as to what Mr. Peurifoy 
said. He volunteered the idea that if the aid programs were not so 
far along it would have been and would be to our advantage to retain 
title to military and other equipment furnished as we did under 
lend-lease. 

Then in London where we were dealing with military aid for the 
European armies we asked questions of the military people there as 
to whether or not it would be to their advantage for the United 
States to retain title to the military equipment. We got a franker 
answer there than anywhere else. I want to give you this one illus- 
tration. I donot want to use names. One of our military-aid people 
gave this illustration: 

Some NATO countries, such as the United Kingdom and the 
Netherlands, have good inventory control systems. The French, he 
said, push a ton of paper to move a pound of supplies. Not only 
does the French Navy not have sound accounting procedures but 
they do not want them. The JAMAG representative in Paris set 
up a kardex system of 59,000 cards to keep track of what the French 
had. 

January 1951, the French made an urgent request for some 8,000 
line items of spare parts. After laborious editing against the kardex 
records the number requested was reduced to less than 2,000 items, 
at a saving of $400,000. 

Chairman Ricuarps. We can put any of those quotations that you 
want in the record, because it takes your time up when you read 
them. 

Anyway, you are in favor of retaining title to military end 
items 
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Mr. Meaper. No; I would not recommend at this point, that the 
amendment be included in this act. I have talked with Mr. Efron 
of the legal staff of the Defense Department about it. I have his 
statement on it. At my request he drafted an amendment which if it 
were adopted would, in his opinion do the least harm. I think it 
should be studied by your committee. 

I want to point out that through retention of title we would be in a 
stronger bargaining position to accomplish the objectives of the act, 
to establish a unified fighting force in Europe. You know what our 
own armed services are with the separation we have had under the 
Unification Act. You can readily see how much more difficult it is 
when you have a number of independent nations to get them to 
standardize their equipment and procedures so they can fight as a unit 
rather than as a heterogeneous outfit. 

I believe that that is the subject this committee ought to consider 
because this program may go on for vears. Possibly the committee, 
after careful study, could devise language which would accomplish the 
objective either in this act or in future acts. 

The third point is aimed at achieving greater progress toward our 
objectives by more effective administration of economic aid. 1 have 
an amendment on this point which I would like to leave with the 
committee. I asked Mr. Cooley of the legal staff of MSA to draft 
that amendment. Its purpose is to induce our administrators abroad 
to administer these funds in such fashion that the beneficiary gov- 
ernments are encouraged to do what they ought to do themselves, 
without our encouragement, to make their economies and_ their 
governments more nearly self-sustaining. 

On that point, I have the Bonner Committee testimony of the MSA 
representative in Trieste, a Mr. Haraldson. I asked him to outline 
what he would do if he had the power to do it, to make the Italian 
and Trieste economy more nearly self-sustaining. 1 think his state- 
ment is an excellent statement and perhaps should go in your record. 

Chairman RicHarps. How long is the statement? 

Mr. Meaper. It is about a page of this galley, not quite a page. 

Chairman RicHarps. Where was that testimony? 

Mr. Mraper. In Trieste. 

Chairman RicHarps. That was before the committee— 

Mr. Mraper. This is one of the galley sheets of the Bonner com- 
mittee hearings. 

Chairman Ricuarpbs. It is already in those other hearings, but if you 
insist we can place it in this hearing. 

Mr. Meaper. In support of this point, is what I had in mind. 

Chairman RicHarps. Without objection, that will be inserted in the 
record at this point. 

(The material referred to is as follows: ) 

Mr. Bonner. I think we are spending, gentlemen, all over the face of this 
earth. You fellows, you pay taxes like we do, and the economy and the money 
is getting thin back in the country. As Mr. Lantaff has told you, we have raised 
money, and we are just strapping our own people and building up the economy 
of the wealthy here in Europe and helping them to get richer and richer all the 
time. That is what the whole picture is that we are seeing through the ECA 
problem. The rich are getting richer, and the poor, it looks like to me, are 
getting poorer. This message has to be brought home to you. It is going to be 
brought home to the people back in America. 

Mrs. Harden, did you have a question? 

Mrs. Harpen. No. 
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Mr. Bonner. Mr. Meader? 

Mr. Meaper. Yes, I did, right along the line, Mr. Chairman, that you have 
just mentioned. It strikes me from what Mr. Haraldson has said that this Trieste 
area could be self-sustaining if certain steps were taken, and it seems to me that, 
if we are ever to move in the direction of getting some of the obligations off the 
backs of the American taxpayer, somebody has to start making recommendations 
about putting these areas on a self-sustaining basis. I wonder if it wouldn’t be 
Fo won if you would do it, for you to outline in our record exactly what you would 
do here if you had the power to do it. 

r. Haratpson. That is a rather large order, because by any assumption the 
pow ni here would be limited to the little area of zone A. It is very questionable 
to my mind from an economic standpoint that zone A could ever be self-sufficient, 
unless you were given a lot of other assumptions concerning the area surrounding 
zone A. If you have free trade, if you have exchange of people and merchandise, 
then perhaps zone A as such could in its present confines be economically sclf- 
sufficient, but, given the world as it is, I am convinced in my own mind that the 
area of the FTT zone A never could be self-sufficient. 

Mr. Meaperr. Let’s not say it has to be absolutely self-sufficient, but there are 
certain things here that could be done, perhaps right now, from the testimony 
already developed, that could bring the area closer to being self-sufficient than it is. 

Mr. Haraupson. Oh, ves. 

Mr. Meaber. And I would like to have your thought on the measures that vou 
would adopt if you were able to do so in our record, and maybe we can bring it to 
the authorities that can take action. 

Mr. Haraupson. The first thing that is required is a complete reorientation of 
your fiscal tax program. You can’t have a stable, strong society if all of your 
taxes are of the nature that we have here, highly regressive taxes. There are 
taxes on your grocery bill and taxes on your cigarettes and salt and sugar, and 
bananas, rather than an income tax. I am a great believer in a progressive in- 
come tax. Here we have little of that. You would have to have a reorganiza- 
tion of your local tax structure. 

You have to have a reorganization of the mentality of the people. 
You have rent-control ceilings so that the average worker pays $2 a month rent 
for his flat. That means that no private money goes into housing. Housing is 
not maintained. You have to build your houses with Government funds. You 
have to maintain vour housing with Government funds. The Government has 
to get its money, so it taxes the worker. Instead of relieving him of taxes, mak- 
ing him pay rent so that you have a free economy, you tax him or his cigarettes 
and his salt and bananas and everything else because he doesn’t pay rent, and 
then you take the money that you tax away from him and maintain the house. 
* * * You think you are getting cheap housing, and you’re not; you're 
getting expensive housing. 

That is true with social security. For every 10 workers that the shipyard 
hires, they have to pay for 16 workers. The social security amounts to about 60 
percent of the wage bill in this country. * * * 

Another thing that has to be done, to my mind, is the complete reorientation 
of the mentality of merchants and industrialists. They are so accustomed to 
selling little at big profits, and so accustomed to various types of monopoly 
restrictions that they just can’t think in terms of an open, expanding economy. 
Every time a new industry comes to Trieste, the existing industries just shiver 
and shake. ‘My heavens, what is this going to do to us? This is absolute 
bankruptey of our country— to get new industries here.’ 

That is prevalent. It is prevalent in government; it is prev alent in commerce. 
If you take a trip down to Trieste and look into a little shop window, you will find 
that 99 percent of the merchant’s inventory is in the window. That is all he has 
got, and there are seven clerks taking care of the few odd sales. One clerk hands 
you the stuff; another clerk wraps it for you; another clerk gives you the bill, and 
another clerk accepts your money, and the next clerk gives you the change. 
Distribution costs in this country are just tremendously high. The idea of a 
Red Owl Store is just beyond the conception of the people. Small turn-over and 
big profits. That is the mentelity of the merchants and of the industrialists, with 
few exceptions, and that isn’t something that you can give them in two easy 
lessons. It is part of our whole life and whole background. It takes years and 
years for that to catch on. 

That same type of mentality exists in the trade organizations. They are not 
interested in reducing the costs of production because they Say that just means 
unemployment. They can’t think of reducing costs of production in terms of an 
expanding economy and more economy. 


* * ~ 








880 MUTUAL SECURITY ACT EXTENSION 


Chairman Ricnarps. You also wanted to offer that amendment. 

Mr. Meaper. Yes. The amendment reads as follows: 

Section 516 of the Mutual Security Act of 1951 is amended (a) by striking the 
“and” before (3)’’, and (6) by changing the period at the end thereof to a comma 
and adding the following: ‘“‘and (4) to encourage such countries to initiate and 
carry forward necessary internal reforms, particularly in the field of fiscal policy 
and taxation, designed to further the defense strength, economic health, and politi- 
cal stability of such countries.” 

Mr. Vorys. Does the Bonner committee have any formal recom- 
mendation for this legislation? 

Mr. Meaver. They do not have a report at all yet. Primarily, 
the Bonner committee’s purpose was to look into military-supply 
management. It has concentrated on this movement of the Air Force 
to set up its third independent supply pipeline. 

As you may know, the members of the Bonner committee offered 
an amendment to the Defense appropriation bill based largely upon 
their study. But, as I say, the hearings have not been printed yet, 
and no report has been drafted, to my knowledge. 

I did not intend to take so much time, Mr. Chairman. I appreciate 
your letting me appear here. 

Chairman RicHarps. I think your testimony will be very valuable 
to the committee. You have raised three points that we have been 
worried about for a long time. It is certainly heartening to have some 
Member of the House here outside of the Foreign Affairs Committee 
comé here and give us his viewpoint on it. 

Thank you very much for appearing. I assure you that your 
viewpoint will be given every consideration in our writing up of the 
bill. 

Mr. Carnanan. Could I ask permission to insert in the record a 
statement by General Gruenther regarding this retaining title to 
materials furnished? It is a statement he made before the Senate 
Foreign Relations Committee on that subject. I would like permis- 
sion to insert it in the record following Mr. Meader’s statement. 

Chairman RicHarps. Without objection, that will be done at the 
end of Congressman Meader’s statement. 

(The statement referred to is as follows:) 

When General Gruenther appeared before the Senate Foreign Relations Com- 
mittee on March 24, he was asked the following question by Senator Lodge: 

“Is it feasible at this stage in our aid program to provide for retention of title, 
either in whole or in part, to equipment provided out of future United States 
military aid funds?” 

His complete answer was: 

“This is a question which I am really not qualified to answer. As Chief of 
Staff of SHAPE, my primary interest is to insure that the maximum benefits 
possible in terms of effective military forces are obtained from the equipment pro- 
vided for in the Mutual Security Program. I am sure that other witnesses who 
will appear before this committee will be much better qualified than I am to dis- 
cuss this matter with you. I understand, however, that the Administration feels 
it would not serve the best interests of the United States to incorporate in the 
MSP legislation a provision to retain the title to military goods shipped abroad. 
Previous acts and the legislation you now have before you contain provisions 
which the Administration feels are adequate to insure that the use of the weapons 
furnished our allies will further the aims and objectives of our foreign policy. For 
my own part, I know that the availability of end items from the United States in 
many cases governs the rate of intake of conscripted personnel and the activation 
of units pledged to NATO. Not being sure of the right to retain equipment fur- 
nished by the United States might make some countries reluctant to make heavy 
financial commitments to support forces armed with American weapons. The 
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basis for mutual trust and confidence and the sharing of common ideals and 
objectives are now developing well in NATO, and are essential to its suecess, and 
I for one would be reluctant to advise any course of action on the part of the 
pa States which could be interpreted by our partners as a lack of faith in 
them. 


Chairman Ricuarps. I have a statement here from Mr. Nelson 
Rockefeller who asked to have this inserted in the record. Without 
objection, that will be placed in the record at this point. 

(The material referred to is as follows:) 


STATEMENT OF Hon. NEtson A. ROCKEFELLER 


There is a clear need for a new international banking and investment facility 
with flexible powers to finance well conceived development projects. Many 
sound development programs have in the past not been undertaken because of 
the inability to secure equity capital and to attract the participation of local 
investors in the country of development. Some method must be found to put 
private capital to work in economic development. 

The International Development Advisory Board more than a year ago gave 
this problem intensive study, and as a partial solution, recommended the creation 
of an International Finance Corporation as an affiliate of the International Bank 
for Reconstruction and Development. The International Bank has indicated its 
interest in exploring the feasibility of setting up such a facility. The three prin- 
cipal features of this proposal were that the new banking facility would be an 
affiliate of the International Bank, that it would have power to make equity 
investments in any needed currencies in participation with private investors, and 
that it would have power to make loans in any needed currency without the 
requirement of government guaranties. Such flexible powers are not now exer- 
cised by any national or international financing agency. With such powers, such 
a facility would be able to finance sound development projects and do so with the 
assurance that its investments, as a whole, would be successful. The return on 
its equity investment in successful ventures will serve to compensate for the 
special risks of the operation as proposed. 

I favor the establishment by the International Bank for Reconstruction and 
Development of an International Finance Corporation because I believe that it 
would forward the following constructive ends: 

1. It would encourage the growth of enterprise under the private control and 
management that has proved its strength and dynamic thrust in the United 
States, instead of encouraging the further encroachment of government opera- 
tions upon fields to which that form of control is ill-adapted. 

2. It would give further evidence of the willingness of the United States to 
act through international agencies instead of proceeding exclusively upon a bi- 
lateral approach. This has the advantages of strengthening the international 
structure to which we are committed, and of encouraging other nations to share 
a burden that, far too frequently, has been accepted as the exclusive responsibility 
of the United States. 

3. The program follows the sound principle of extending the existing resources 
of an established institution for functions of the type that it has demonstrated 
its competence to perform effectively instead of building up expensively wasteful, 
duplicative machinery. It assures that the United States funds committed will 
be managed by an agerfcy that has an established record of operating upon sound 
business principles rather than upon political motivations. he IBRD record is 
excellent with respect to the selection of genuinely productive projects that have 
prospects both of economic solvency and of making constructive contributions to 
the economies of which they are a part. 

4. The project will be effective in providing equity capital for sound enterprises 
in capital-short areas, under restrictions to assure that the control and the manage- 
ment functions will be kept in private hands. There is further assurance of the 
intent to avoid government control in the principle of encouraging private local 
capital to buy out the International Finance Corporation’s equity interests as 
soon as a project is well launched. This pattern of operations will stimulate the 
establishment of local private capital markets for productive enterprises, which 
is one of the prime needs in most underdeveloped areas. 

5. The power to make both equity investments and loans will enable the Inter- 
national Finance Corporation to achieve maximum flexibility in financing, or 
supplementing the financing, of worthy development projects. It will make it 
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possible to work out the most satisfactory combination of junior and senior obli- 
gations, the proper ratio of debt and equity capital, and the desired balance 
between local and foreign participation. It is particularly important to avoid 
overburdening the capital structures of new ventures with fixed obligations, a 
condition that is highly prejudicial to the successful initiation of business enter- 
prises. 

6. Well selected equity investments may be expected to return to the Inter- 
national Finanee Corporation income yields substantially higher than the IBRD 
can realize under its existing form of operations. Such returns, together with 
additional capital gains from the sale of equity holdings in successful ventures, 
will allow the International Finance Corporation to assume certain exchange risks 
in soft currency areas and to operate without the government guaranties that 
have been a necessary requirement of IBRD loan operations. Thus, the new 
agency will have a degree of freedom in supporting privately owned and managed 
business ventures without subjecting them to government sanctions and controls 
inevitable when government guaranties are required. 

It is time for a fresh approach to international economic development problems. 
Government grants and government loans alone do not provide a tenable solution. 
It is time we devised an international financing mechanism which will help to 
enlist private capital in carrying the major load of the development job. It 
seems to me that one of the best ways to start on this road would be for Congress 
to direct United States representatives on the International Bank to support the 
formation of an International Finance Corporation. 


(Whereupon, at 11:10 a. m., the committee went into executive 
session. ) 

(At 11:35 a. m., the committee resumed open hearings following 
executive session. ) 

Chairman RicHarps. We want to hear Congressman Walter. He 
has another meeting. I asked him to come up this morning Mr. Cleve- 
land, and we will hear your testimony right after his. 

We are privileged to have as a witness this morning our distinguished 
colleague, Mr. Francis E. Walter from Pennsylvania. 


Mr. Walter, we are delighted to have you with us. Mr. Walter 
desires to testify on one aspect of this legislation, particularly. Will 
you proceed. 


STATEMENT OF HON. FRANCIS E. WALTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Watrer. I appreciate this opportunity to briefly discuss with 
you the organization that was set up at Brussels durmg November 
and December of last vear. 

The Belgian Government invited 23 nations to participate in a con- 
ference designed to set up an organization for the movement of 
migrants from Europe. Twenty-two of the twenty-three nations 
thus invited appeared and participated in the discussion of the 
charter of that new organization which I would like to insert in the 
record at this point in my remarks. 

Chairman Ricwarps. Without objection, that will be done. 

(The material referred to is as follows: ) 


Reso.tutTion To Esrasiisn A PROVISIONAL INTERGOVERNMENTAL COMMITTEE 
FOR THE MovEeEMENT OF MIGRANTS From Evropr 


(As amended and adopted at the twelfth meeting) 


The governments adopting this resolution recognize: 

That there exists a problem of surplus population and refugees in certain 
countries of Europe, while certain overseas countries offer opportunities for the 
orderly absorption of additional population; 

That the problem is of such magnitude as to present a serious obstacle to 
economic viability and cooperation in Europe; 
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That, whereas a general improvement in economic conditions and increased 
production would provide increased possibilities for employment and settlement 
in Europe and, by facilitating intra-European migration, would offer a very 
important contribution to the solution of the problem, an increase in European 
emigration to countries overseas nevertheless remains another necessary element; 

That a close relationship exists between economic development and immigration; 

That international financing of European emigration should contribute not 
only to solving the problem of population in Europe, but also stimulate the 
treation of new economic opportunities in countries lacking manpower; 

That, while technical assistance may make an important contribution to the 
solution of the economie problems of the underdeveloped countries, the develop- 
ment of all existing or potential possibilities of immigration into these countries 
also constitutes an important factor for the solution of these problems; 

That the present volume of migration is insufficient to meet the needs of emigra- 
tion countries or to allow full use of the possibilities offered by immigration 
countries ; 

That there is need for the pursuit by the appropriate international agencies 
of all migration activities falling within their respective fields; 

That the provision of facilities for the transport of migrants who could not 
otherwise be moved without such facilities can make an important contribution to 
increased migration; 

That, although the movement of migrants should as far as possible be effected 
by the normal commercial shipping and air transport services, coordination in 
this field is necessary in order to enable the movement of the largest possible 
number of migrants by those services, and furthermore to insure that the IRO’s 
present shipping facilities are applied to the extent necessary to secure an addi- 
tional movement of migrants; 

That steps should be taken to provide transport facilities for such refugees as 
may desire and have the opportunity to emigrate from overpopulated countries; 
and 

That, consequently, provisional intergovernmental arrangements between the 
democratic governments which adopt or may hereafter adopt this resolution are 
necessary in order to move persons who are attached to the principles to which 
these governments subscribe and who desire to emigrate to overseas countries 
where their services can be utilized in conformity with generally accepted inter- 
national standards of employment and living conditions, with full respect for 
human rights; and agree— 

(1) To constitute a Provisional Intergovernmental Committee for the 
Movement of Migrants from Europe: 

(2) That the purpose of the committee will be to make arrangements for the 
transport of migrants, for whom existing facilities are inadequate and who 
could not otherwise be moved, from certain European countries having surplus 
population to countries overseas which offer opportunities for orderly immigra- 
tion, consistent with the policies of the countries concerned; 

(3) That the terms of reference of the committee will be— 

(a) To provide and arrange for land, sea, and air transportation, as required; 

(6) To assume responsibility for the charter of such ships operated under the 
auspices of TRO as may be required; 

(c) To coordinate a shipping program utilizing commercial shipping facilities 
to the maximum extent possible and the chartered ships transferred from the 
IRO to secure those movements for which commercial facilities are inadequate; 

(d) To take such actions as may be directly related to these ends, taking ac- 
count of such national and international services as are available; 

(e) To take such other actions as will be necessary and appropriate to dis- 
charge the foregoing functions: 

(4) That among the migrants with whom the committee will be concerned are 
included refugees and new refugees for whose migration arrangements may be 
made between the committee and the governments of the countries affording 
asylum; 

(5) That membership in the committee will be open to governments with a 
demonstrated interest in the principle of the free movement of persons and which 
undertake, subject to approval by the proper governmental authorities, to make a 
financial contribution to the committee, the amount of which will be agreed to by 
the committee and by the government concerned; 

(6) That the committee will elect its own officers, establish its rules of proce- 
dure, establish such subcommittees as it may decide (including an intergovern- 
mental subcommittee on the coordination of transport), and exercise the powers 
required to carry out its purpose; 
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(7) That the committee will agree to a plan of operations, a budget, a plan of 
expenditure and the terms and conditions under which available funds shall be 


spent, in accordance with the following principles: 
(a) Each country of reception will retain control of standards of admission and 


the number of immigrants to be admitted; 

(b) Only those services will be undertaken by the committee which are essential 
to the movement of migrants who could not otherwise be moved; 

(ec) The committee will insure that its administration is conducted in an efficient 


and economical manner; 
(d) Any member government making a contribution to the operating fund will 
be able to stipulate the terms and conditions under which that contribution can 


be used; 

(8) That the commitee will appoint a director responsible to the committee; 

(9) That the committee shall vest the director with the powers necessary to 
carry out the responsibilities entrusted to him by the committee; 

(10) That the committee will give early consideration to the question of the 
relations to be established with international, nongovernmental and voluntary 
organizations conducting activities in the field of migration and refugees; and 

(11) That the committee will examine the need for its continuing existence 
beyond a 12-month period. 

Mr. Wa rer. This organization was made possible through an 
allocation of funds by the Mutual Security Act. I note that in the 
new bill now under discussion, H. R. 7005, provision is made for the 
continuing participation by the United States in this program. 

I think it would be interesting for me to note at this point that the 
organization contemplated a movement of about 117,000 people this 
vear. The response from the receiving nations, the so-called customers 
has been so great that apparently 160,000 people who otherwise 
would not have been moved, will be moved. 

The authorization for the continuance is contained on page 8, 
section 534 of the bill under consideration. 

I wish to direct my remarks to the last five words in that section. 
It authorizes the allocation of $10 million to the Provisional Inter- 
governmental Committee for the Movement of Migrants From 
Europe established at Brussels, Belgium, on December 5, 1951, and 
then adds this language, “‘or to any successor organization.” 

I feel that language should be deleted. Why it is here, I do not know. 
It may well be that after the appropriation is made this organization 
might decide it is not the proper organization to continue in the 
work that it has done so successfully up to now. 

If the name is changed from “Provisional” to “Intergovernmental”’ 
I am certain that change in designation would in nowise affect this 
allocation. 

But this language at the end of the paragraph quite obviously makes 
it possible for the organization to disband or to vote to turn over its 
activities to some other group, and for that reason I think it should 
be deleted. 

Chairman Ricuarps. Including the funds provided by the United 
States? What about the contribution by these other fellows in this 
organization? 

Mr. Watrer. The contributions have been made or have been 
pledged. In that connection, it was very refreshing to me to see the 
reaction of governments, for example, which are not plagued by this 
terrible problem, Switzerland, France, they enthusiastically joined up 
and the first question they asked was, ‘How much do you expect 
from us?” 

As a matter of fact, at the moment it was indicated what the 
proportionate share would be, the representatives of these govern- 
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ments got on the cable in order to obtain the necessary authorization 
from their governments in order to make the exact contribution. 

Chairman RicHarps. Do you know what the proportionate share 
of the total $10 million is? 

Mr. Wavrer. About a third of the total expenditures. 

Mr. Vorys. What is the program for this year? How many do 
they expect to move with the roughly $30 million? 

Mr. Watrer. About 160,000. They will go to Canada, Australia, 
Venezuela, Brazil, and the remaining people that were in the pipeline 
when the displaced persons program was terminated will come to the 
United States. 

Mr. Vorys. Was there any discussion there of the ILO, the Inter- 
national Labor Organization, of its carrying on this program? 

As you are probably aware, the Congress put in language in the 
Mutual Security Act last year which would have barred the Inter- 
national Labor Organization from going ahead with the contemplated 
carrying on of this particular operation. I would imagine that that 
had something to do with the Brussels meeting; is that right? 

Mr. Watrer. Yes. I am not so certain that this language in the 
bill that you are now considering might not have been inspired by 
somebody who hopes at some time or ‘other the tremendous program 
of the ILO will be launched. I do not know. I do not know what 
this language is doing here. Maybe I am unduly suspicious. But 
it is very significant to note that the ILO had a meeting in Italy 
before the meeting of this new organization, at which it was intended 
to set up a new activity within the [LO—— 

Mr. Vorys. For this purpose? 

Mr. Watrer. Yes. Many of the delegates that participated 
at Brussels seemed to be greatly relieved to know that the United 
States did not care to participate in anything that could be joined, 
or in which there could be participation by iron curtain or Communist- 
dominated countries. 

While they did not say that, they were very happy when our 
government declined to go along with this new undertaking. 

Mr. Vorys. You mean, the new one proposed at Naples? 

Mr. Water. Yes. 

Mr. Vorys. Are there any iron curtain countries among the 22 that 
participated in Belgium? 

Mr. Watter. No, they were not invited. 

Mr. Jupp. You spoke of the number -of these immigrants or 
migrants that go to Canada, Australia, Argentina, and so forth. 
How many of them are shifted around between the countries in 
Europe? 

Mr. Water. I do not know the number, doctor, but of course, it 
is very important to think in terms of resettling some of these people 
in Europe. The Germans, for example, feel that they can absorb all 
of the expelees and refugees except approximately the 1 million 
agriculturalists. 

There just is not enough farm land in Germany to do that. They 
do not want people who they feel can be absorbed to be moved. 
While they take the position that they are not going to object to 
people leaving, I feel it will be difficult for people except agriculturalists 
to obtain visas. 
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Mr. Vorys. Would this fund take care of any of the immigration 
from Italy? 

Mr. Waurer. Yes. 

Mr. Vorys. Of the Italian unemployed? 

Mr. Wavrer. Yes. 

Mr. Vorys. Did you know that from certain other funds that were 
made available last year, $4,300,000 has been allocated to taking care 
of refugees? 

Mr. Waurer. Yes, | know something about that program, not 
much. 

Chairman Ricuarps. You are talking about what the fellows 
testified to about— , 

Mr. Wavrer. I have discussed that program with Allen Dulles 
and others interested ta it. In fact, 1 visited one of their operations 
down in Bavaria where they were receiving “defectors’’, recent 
arrivals. 

Chairman Ricuarps. If we are going into that, of course, it is 
all right—but we had better get invo executive session. 

Mr. Vorys. I did not know whether we were in or out of executive 
session. 

Chairman Ricuarps. We are spiritually in executive session. 

Mr. Vorys. As | understood it, that action has either been made 
public or will shortly be made public. Has it been made public? I do 
not think there is any secret about the fact. 

Mr. Watrer. There is this that has impressed me on the subject 
of immigration, and I happen to be chairman of that subcommittee. 
We make it possible for people to come or to remain in the United 
States. Their roots are planted here firmly. When the time comes 
that they should be leading movements against existing governments 
they are just here and not where they ought to be. That disturbs me 
very much every time we have a private bill for the relief of some 
Chinese doctor. 

Mr. Jupp. I have the same problem in a program we are launching 
in New York tonight for the 8,000 or 10,000 Chinese intellectuals in 
Hong Kong. If China were free tomorrow, there is a terrific deindoc- 
trination that has to be done and these anti-Communist refugees are 
the only persons who can do it. If you leave them there, they will 
have their heads cut off when the Communists get them; if you bring 
them into this country, it is hard to get them to go back. 

Mr. Watrrer. The same is true in respect to the iron curtain 
countries. Incidentally, I talked with the Assistant Secretary of 
Foreign Commerce, I believe, in Czechoslovakia who had just defected 
and was giving our people very valuable information, after which we 
sort of drifted around his fireplace and had a few drinks. He got me 
off in the corner and said, ‘Can you help me to come to the United 
States and stay there permanently?” That is the type of man that 
belongs back in Czechoslovakia, come the moment when his services 
could be fully utilized. 

Mr. Jupp. Yet in the case of these doctors, they cannot get a 
license to practice in this country unless they can apply for citizen- 
ship; and without practice, they rot professionally. 

Mr. Watrer. They plant their roots here and they never go. 

Chairman Ricuarps. Mr. Walter, your primary suggestion is to 
delete that language in there? 
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Mr. Watrer. I am assuming, of course, that section 534 will be 
enacted into law as it is. 

Chairman Ricuarps. You think the other provisions of that section 
are worth-while provisions? 

Mr. Water. Indeed, I do. I cannot imagine a program that will 
make a greater contribution to the elimination of these festering spots, 
which provide a most fertile field in which to sow the seeds of com- 
munism. Unless you have seen the conditions in the American and 
British zones in Germany, you cannot possibly realize the potential. 
I feel that this program should be continued. 

Chairman Ricuarps. Thank you very much for appearing. Do 
you have anything else for the record? 

Mr. Wa ter. I would like to put the report of the second session of 
the committee in the record, because it shows the progress heretofore 
made. 

Chairman Ricuarps. How many pages is that? 

Mr. Wavrter. It is short. 

Chairman RicHarps. We will put that in the record if there is no 
objection. 

(The material referred to is as follows:) 


REPORT ON THE SECOND SESSION OF THE PROVISIONAL INTERGOVERNMENTAL 
CoMMITTEE FOR THE MoveMENT OF MIGRANTS From Europe HELp at 
GENEVA, SWITZERLAND, Fespruary 18 TurouGH Fesruary 23, 1952 


Membership.—The following seventeen governments indicated in writing to the 
Deputy Director, and by their attendance at the meeting, full adherence to the 
Committee as members: 

Australia, Austria, Belgium, Bolivia, Brazil, Canada, Chile, Denmark, France, 
Germany, Greece, Italy, Luxembourg, the Netherlands, Switzerland, the United 
States, and Venezuela. Three governments in the above list—Austria, Denmark, 
and Venezuela—have accepted membership in the Committee, though Denmark 
attended only as an observer while Austria and Venezuela were absent during the 
First Session at Brussels in December 1951. 

The following governments were represented at the meeting as observers: 

Argentina, Colombia, Israel, New Zealand, Norway, Peru, Sweden, and the 
United Kingdom. Of these, the membership of New Zealand, Norway, and 
Sweden was reported by their representatives to be imminent, subject to the 
acceptance of the allocations of contributions made to them during the course of 
the session. The Representative of Peru reported informally that he had sent a 
stong recommendation to his government that Peru should join the Comnittee. 
It was reported informally at the session that the United Kingdom is a lixely 
member, pending a decision still to be finalize1 in London. The Reores2ntative 
of Israel also reported that his government was giving serious co si leration to 
membership in the Committee. There was thus indicated a potential membership 
in the near future of 23 to 24 governments. 

Progress in Operations since the First Session at Brussels —The Deputy Director 
reported that the Committee had begun operations on February 1, 1952, having 
assumed as of that date the immediate responsibility for moving 12,205 refugees 
who had received visas to immigration countries, including the United States, 
prior to that date but whom IRO had been unable to move before its termination. 
The total cost of this movement was estimated at $2,237,096, of which IRJ had 
already paid $950,000 on account and had undertaken to pay the balance of 
approximately $1,300,000 as further income is received. 

The Provisional Committee is also moving approximately 28,000 German 
ethnics to the United States for the United States Displaced Persons Commission 
on @ cost reimbursable basis and has received an initial payment on account of 
this movement of $765,000. Over 9,009 persons, mostly refugees, would be 
moved during February 1952, and the movement of over 11,090 was planned for 
March. A total of 10 ships had been taken over from [RJ on February 1, 1952, 
including 5 United States Military Transport Ships and 5 commercial ships. 
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Apart from the movement to the United States in February there was included 
a movement of 1,000 to Rio de Janeiro and another movement of 1,350 to Aus- 
tralia. The planned schedule of moverrent in March ineluded 1,700 to Australia 
and 1,150 to Canada, with a possibility of asecond movement of 1,300 to Australia. 
Two of the ships under charter to the Provisional Committee are presently being 
utilized solely in the movement of migrants from the Netherlands to Australia 
and Canada. 

The Administration is under active negotiation to conelude arrangements 
with the emigration countries for the establishment and operation of processing 
facilities and procedures and with the immigration countries such as Canada and 
Australia with a view to finalizing a movement program to those countries. The 
Italian Government has offered to the Committee to provide $60 in dollars or uti- 
lizable currencies for each migrant moved out of Italy under the auspices of 
the Committee. 

Contributions to the Administrative Expenditures and the Operating Fund.— Each 
Member Government is obligated to make a contribution to the Administrative 
Fund. Contributions to the Operating Fund, however, are voluntary. Although 
no formal statements were made in the public meetings of the Committee, the 
United States Delegate was assured at a private evening meeting of representatives 
of the more important governments, at which he acted as host, that these govern- 
ments are proceeding as rapidly as possible to complete their appropriation pro- 
cedures with a view to making payment to the Committee. In attendance at the 
meeting were the representatives of Australia, Belgium, Canada, Denmark, 
France, the Netherlands, Switzerland, New Zealand, and Norway. Australia 
will make an advance cash contribution to the Operating Fund against which 
reimbursements will be deducted later. Mr. Leemans, Chairman of the Com- 
mittee and Representative of Belgium, promised at the meeting to raise the 
question of Belgium’s contribution to the Operating Fund immediately upon his 
return to Brussels. Canada offered to establish in the Operating Fund a revolving 
fund of $500,000 to cover the cost of free movement of migrants to. Canada and 
will keep the fund replenished at that amount for refugees or migrants to be moved 
to Canada at the expense of the fund. France is planning a contribution of 
approximately $500,000 to the Operating Fund. The Netherlands Representa- 
tive advised the group that his government had decided to afford to refugees 
resident in the Netherlands the same benefits in contributions toward transport 
as are presently provided to Dutch nationals wishing to emigrate. They also 
have under immediate consideration a contribution in cash to the Operating Fund 
for free movement of refugees from other European countries. The Representa- 
tive of Switzerland reported that appropriation legislation is already in preparation 
and will be presented for legislative action in March. Informal indications were 
that the Swiss Government is planning a total contribution of approximately 
$1,000,000, Norway and New Zealand agreed to give early consideration to a 
contribution to the Operating Fund as soon as their decision on membership has 
been taken. The Australian Government has already deposited one-half of its 
contribution to the Operating Fund in the Commonwealth Bank of Australia. 

Other Payments to the Committee-—The following payments to the Committee 
have already been received or are in process of transfer: 


One-fourth of the United States contribution___-—_- $2, 500, 000 
Advance payment from the DP Commission pacts 765, 000 
Advances on Australian movements toteling - - ah 223, 300 
Payment on account for movement of visaed refugees by IRO i“ 950, 000 
Trust fund for the movement of refugees from Shanghai established 

by IRO___- : Bate GS 500, 000 


Revised Plan of Expenditures.—In the light of program changes which have 
developed since the Brussels meeting, the Committee felt justified in adopting a 
revised Plan of Expenditures of $41,350,660, constituting an increase over the 
total of the Plan adopted at Brussels of $4,396,660. This increase was entirely 
in the operational items of the Plan of Expenditures, no changes having been 
made in the total of the Administrative Expenditures or of the Operating Fund. 
The numbers of persons to be moved by the Committee between February and 
December 1952 was increased from 116,000 estimated at Brussels to 137,500. 
This increase in persons to be moved was accounted for largely by the refugees 
turned over to the Provisional Committee by the IRO for movement and also 
by the prospect of the movements of an additional 10,000 refugees during the 
vear. This increased movement automatically increased the total of reimburse- 
ments to be expected from governments which was set down at $22,254,504. 
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Included in this total is the $2,100,000 anticipated to be received from the Gov- 
ernment of Italy for the movement of 35,000 migrants at $60 per head. In 
addition, $2,737,096 will be received in reimbursement from the IRO for the 
movement of refugees. 

Organization of the Stoff—The Deputy Director reported that he was in the 
process of establishing staff of the Committee and of necessity had been obliged 
to make a limited number of provisional appointments from the [RO staff con- 
sisting particularly of those persons formerly engaged directly in the shipping 
operations. This was essential in order to Maintain a momentum of movement 
and to avoid demurrage charges on ships as they were taken over from IRO. 
Many appointments made to date are of a provisional nature and subject to 
change because the composition of the staff cannot be finally determined with the 
appropriate balance of nationalities until the full membership of the Committee 
is known. 

As of February 9, 1952, 49 officials of professional grades and 125 employees 
had been recruited. Of the officials, 27 were at headquarters and 22 in the field 
liaison offices. Small liaison missions have been established in Australia, Austria, 
Brazil, Germany, Greece, Italy, and the United States. The total number of 
officials eventuaily to be recruited is 107. Recruitment is proceeding with respect 
to the 58 official posts still to be filled. Of the 49 officials presently provisionally 
recruited, 13 are of United States nationality and 12 of British nationality. In 
the event that the United Kingdom does not eventually join the Committee, the 
number of British nationals will need to be substantially reduced. 

The chart of organization approved by the Committee calls for four top officials 
under the Director and Deputy Director in charge of Migration Services, Shipping, 
Budget and Administration, and Finance. In addition there are to be a General 
Counsel and Security Officer attached to the headquarters staff. 

The Deputy Director indicated that he had already appointed an American 
Security Officer and is negotiating that two American nationals fill the posts of 
Budget and Administration and General Counsel. The Departments of Shipping 
and of Mi ration Services may be filled by the Netherlands and Italian nationals 
respectively. 

Other actions by the Provisional Committee at its Second Session.—The Committee, 
in addition to adopting the revised Plan of Expenditures, approved a set of staff 
regulations with respect to the employment of officials. New allocations of con- 
tributions were made to the Governments of Denmark, Norway, Sweden, Israel, 
Argentina, Venezuela, and New Zealand. Venezuela formally accepted its allo- 
cation at the meeting. The Committee appointed the auditing firm of Messrs. 
Peat, Marwick, Mitchell and Company as external auditors, took note of the 
progress report presented by the Deputy Director, approved the program of 
operations as reflected in the Plan of Expenditures, accepted the Financial State- 
ments, and voted to hold its Third Session at the call of the Chairman but in 
any case no later than September 1952. 

The Committee aiso discontinued the arrangement adopted at Brussels by 
which the powers and authority of the Director were vested in Mr. Leemans and 
Mr. George L. Warren. In lieu thereof, the Committee established an Executive 
Committee of seven governments: 

Belgium, Brazil, Canada, France, Germany, Italy, and the United States. 
The powers and authority of the Director were vested provisionally in Mr. Pierre 
Jacobsen as Deputy Director until such time as a Director is appointed by the 
Committee. 

The Committee also authorized the Chairman, Mr. Franz Leemans, to negotiate 
the salary, allowances and other conditions of service of the Deputy Director. 
The Deputy Director was authorized to open and operate special bank accounts 
as might be found necessary. 

Shipping operations.—The Deputy Director advised the committee that present 
indications are that once the substantial movement to the United States is com- 
pleted by the end of May, there may prove to be an inadequate number of pas- 
sengers to fill all the ships during late May and June until the anticipated move- 
ments to Canada and Australia which will be heavy by the middle of July get. 
under way. 

By middle summer the committee may require more ships than are presently 
available to meet the requirements in movement. The Deputy Director, in 
consequence, urged the governments receiving migrants to plan their movement 
schedules in close coordination with the committee in order that an even balanced 
movement throughout the year might be secured and the available ships used at 
maximum efficiency without loss from demurrage charges. 
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Chairman Ricuarps. If you have nothing else, Mr. Walter, we 
thank you very much for appearing this morning. 
Mr. Watrer. It has been a pleasure, Mr. Chairman. 
(Whereupon, at 11:55 a. m., the committee went into executive 
session.) 
AFTERNOON SESSION 


(The committee reconvened at 2:58 p. m., the Honorable James 
P. Richards (chairman) presiding.) 

Chairman Ricuarps. We are pleased to have with us this afternoon, 
our distinguished colleague, Hon. William C. Lantaff, of Florida, 
who will testify particularly on one feature of the bill. 

Mr. Lantaff, have you a prepared statement, or do you want to 
make an extemporaneous statement? 


STATEMENT OF HON. WILLIAM C. LANTAFF, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Lantarr. I have some figures here which I put in the Con- 
gressional Record some time ago, and I want to refer to them. 

Chairman Ricuarps. Will you proceed, please. 

Mr. Lantarr. Thank you, Mr. Chairman. Sometime ago, in 
January of this year, I introduced a bill, the purpose of which is to 
deny foreign military or economic aid to any country which does not 
contribute the same proportion of its gross national product to de- 
fense and to the defense of the free world as the American taxpayer 
is being forced to contribute. 

All of us know that probably the most difficult job that General 
’ Eisenhower has had, and all of our Mutual Assistance people have 
had, has been to try to get the other areas of the world, the other 
countries, to revise their tax structure in such a way that we can 
realize a greater proportion of their gross national product. 

I believe it would be wrong for this Congress to legislate and try 
to tell the other countries of the world what kind of a tax structure 
they should have. But everywhere that we were last fall, the people 
seemed amazed by the fact that in the United States about three- 
fourths of our budget is being contributed to national defense. 

Most of the countries seem to think they were doing everything 
within their power and contributing everything their economy would 
stand to this defense program, and unquestionably in their own minds 
they are carrying a load which to them is back breaking. 

But the thing that is hard for many of us to realize, many of us who 
are not as well posted as you members of the Foreign Affairs Com- 
mittee, is why so many of these countries were able to support large 
armies on an economy before the war that was less than it is today. 

Of course, I realize that many of those same countries have been 
devastated and that much of their economies has gone into rebuilding 
those countries. 

But the figures indicating the productivity of all of these countries 
in 1938 and today certainly indicate that their economy from the 
standpoint of exports and from the standpoint of their own produc- 
tion, is greatly ahead of what it was in 1938. 

The thought that I have in connection with this gross national 
product bill is the fact that in three countries alone, the United States, 
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the United Kingdom, and the Netherlands, we are collecting in excess 
of 10 percent of our gross national product in taxes. By comparison, 
in France and Turkey, only about 5 percent of their gross national 
product is returned in taxes. 

In Italy and Greece, less than 2 percent of their gross national 

roduct, as compared with 10 percent in Great Britain, the Nether- 
Code. and the United States 

Mr. Mansrie_p. You mean income taxes alone? 

Mr. Lanrarr. I am speaking of all taxes, excise, income tax, and 
everything. . 

Mr. Cuatuam. Does that include the purchase tax in France? 

Mr. Lantarr. Yes; it includes everything. If you check one source 
you will find it will be different from another source. These figures 
came from the latest figures available in the Library of Congress. 

From testimony that we received from many of the Mutual Assist- 
ance people, there are variations in these from 1 to 3 or 4 percent. 
I have never found anyone set out figures that were exactly the same. 
I think relatively they are fairly accurate. 

Of that total amount collected in taxes, in taxes of all kinds, in 
the fiscal year 1951, we put back into defense more than 50 percent 
of all of those revenues. Compare that with what was done in the 
United Kingdom, 22 percent of their budget went to defense, in 
Italy, 23 percent; France, 30 percent; Belgium, Luxemburg, 15 percent. 

Today, as I mentioned before, we are spending about three-fourths 
of our total income in defense and defense of the free world. So 
we can see there again our effort is greatly ahead of all other countries 
in terms of how we spend the money we collect in taxes. 

Mr. MansFievp. Are you talking about gross national income? 

Mr. Lanrarr. Gross national product, now. I certainly do not 
profess to be an economist. But those economists with whom I 
have worked, and they were people from the Library of Congress and 
the Legislative Reference Bureau, determine that the best way to 
measure the ability of a country is to measure its gross national 
product. I, for one, am not sufficiently an economist to say about 
that, but they convinced me that is right. If that is the best measure 
of a country’s wealth, I do not know. But as a way to get a vard- 
stick, I have used gross national product. 

Mr. Cuatuam. We are spending how much of our gross national 
product? 

Mr. Lantarr. Of our budget. In other words, I made a determi- 
nation of how much we are collecting in taxes in the gross national 
product. We, and the Netherlands and Great Britain, collect in 
excess of 10 percent. I think our figure is close to 12; Great Britain 
exceeds the amount we collect in gross national product. But I 
put them into those three that are collecting in excess of 10 percent. 

Then you go to France and Turkey, they collect back in about 5 
percent of their gross national product, 2 percent in Italy and Greece. 

Of that money collected in taxes from all sources, 1 then broke down 
the budget of how much they took in, what percentage they spend back 
in defense for their own defense. Of course, the United States is way 
out in front on that. Then to try to analyze how they collected their 
taxes, I think these figures are particularly interesting. In the United 
States, 71 percent of our total tax revenue, of this 10 percent of the 
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gross national product, 71 percent comes from personal and corporate 
income taxes. 

Comparing that with France, 29 percent; Great Britain, 46 percent; 
Turkey, 10 percent; Italy, 13 percent; we can see that our main tax 
source is individual and corporate income taxes. 

Of course, we can say, and perhaps rightly so, the average income of 
the average person in Italy, in France, or Great Britain, is not like 
that in the United States; so if you did put an income-tax provision in 
you still would not derive the revenue. 

But, unfortunately, the people that we are counting on*to resist 
communism are the average people in Italy. They are the people we 
are trying to keep from going Communist. 

In Trieste, our foreign-aid money, through counterpart funds, will 
be used to make a loan to build a shipyard. That shipyard will 
produce ships for the Italian Navy, or for the free world. The 
owners of that shipyard realize tremendous profits out of it, but 
Italy does not collect back from those same people that are making 
a profit out of our funds a proportionate share of what they should 
contribute. 

Italy has an unbalanced budget. They need to have money from 
us to balance that budget. We say, ‘Well, Italy must have a 
balanced budget in order to have a sound economy. So we will 
spend more of our money to help balance the Italian budget.” 

I think all of us know, our Mutual Assistance people do, that to 
try to get Italy to strengthen their tax laws and collect taxes, say, 
from that shipowner up in Trieste, is quite a problem. 

But the burden of that program in Italy of preparing for its defense 
is falling on the little guy that we are trying to keep from going 
Communist, who has to pay through the nose on excise and sales 
taxes. When any of these countries seem to think in terms of collect- 
ing more taxes, they turn to the excise and sales-tax field. We cannot 
legislate by saying that, “Unless you pass income tax legislation, we 
are not going to give you foreign aid.”” But, as General Eisenhower 
has said, most of his time is taken up with political considerations in 
trying to get these countries to do more. 

All we have been able to do is sit down with them across the table 
and say, ‘Fellows, under the provisions that we do now have in the 
law you are supposed to make a full contribution of your resources, 
facilities, and so forth, to this defense program.’’ But, unfortunately, 
none of our people can force tax reforms in these countries where 
they are needed. 

We know that if in France they collected the taxes that could be 
collected they could balance the French budget, at least, the Ambassa- 
dor to France said that. ‘ 

Chairman Ricnarps. Let me say something about Italy. De 
Gasperi himself says that in Italy one of the most difficult jobs he 
has in the building up of a sense of morality in regard to tax collec- 
tions is because it is fair game for everybody to beat the situation 
who can do so. 

Do you think you could do more good by absolutely forcing this 
thing? 

Mr. Lanvarr. I do not exactly force it in this bill. I would like 
to review this bill with you now. I do not think we can go to De 
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Gasperi and say that we are not going to give you any foreign aid 
unless you pass the tax law like we did in the Philippines. 

1 think if your people say that unless you get in more of your 
gross national product any way you want to do it, and I think the 
excise and sales tax is so oppressive they cannot put any more on 
the poor guy who is carrying that load today, if we did go to them 
and say, “You have to collect more into gross national product,’ 
the only way they will have is to go into corporate taxes and collect 
them. 

So, in this bill the Mutual Assistance Administrator is required at 
the beginning of the fiscal year to find the gross national product, 
then to determine the percentage of our income, our budget that is 
roing to defense. Then he has to make the same determination as 
far as the other countries are concerned to which we are giving aid, 
and that all nations receiving United States economic or financial 
assistance shall be kept informed of the terms under this section. 

For the purpose of determining how much is spent for defense, for 
example, 1 have stripped out such items as pay and allowances, 
because we realize we cannot compare the pay of an American soldier 
with that of a Turkish soldier who is getting some 20 cents a month. 
Because we do have the best paid soldiers in the world, I have stripped 
that out and only included what is spent for defense, those items that 
are listed in the Defense Appropriation Act, under ‘‘Defense func- 
tions.” 

Mr. Cuatruam. Does it include veterans? 

Mr. Lantarr. No. 

Mr. Cuaruam. And interest on the national debt is out? 

Mr. Lanrarr. That is right. It is only those items that are under 
“Military functions” in the appropriation bill. 

Mr. Mansrrtevp. That is about 12 percent of our gross national 
product, is that not right? 

Mr. Lantarr. I do not weigh it that way. That would be probably 
about 50 percent of our expenditures, I would say. 

Mr. Cuaruam. Mr. Shiskin tells me it is about $325 billion, 10 per- 
cent or 12 percent. 

Mr. Lantarr. Next year it will be close to $70 billion. 

Mr. Mansrietp. What you want to do seems quite meritorious. 
But the French, for example, are spending in Indochina more than they 
are getting from us under the Marshall plan, or under the MSA. 

Mr. Lanrarr. I think this takes care of it. 

Mr. Cuatuam. That is counted as part of their defense spending? 

Mr. Lanrarr. That is defense of the free world. That counts as 
part of their spending. 

Mr. Manseiexvp. ‘The point I am trying to get at is that they are 
spending more in that part of the world than they have been getting 
from us for the past 3 or 4 years. 

Mr. Lantarr. There is no question about that. Irealize that under 
any such provision as this we have to be realistic about it and realize 
that even though the Administrator says, ‘Fellows, we have to cut off 
aid,’ that nevertheless we might sit back there with our tongue in our 
cheek worrying that they might say, "We cannot do any more. What 
are you going to do about it?” We want to weigh our own security 
against that eventuality. 
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I have provided in here that the President, upon recommendation 
of the Director, will terminate this assistance unless he determines 
one of two things, that adequate measures have been or are being taken 
by the nation concerned to insure that the proportion of its gross 
national product in maintenance of its defensive strength will not be 
less. In other words, if the Mutual Assistance Director can obtain 
agreement from this country for a tax reform which might take effect 
over a 5-year period, then in that event the President would be 
authorized to continue the aid. 

The second thing is that the President would be authorized not to 
cut off the aid if the contribution required by this other country would 
seriously jeopardize the political or economic stability of that nation. 

So, there is sufficient elasticity in this, I think. The whole purpose 
of this measure is perhaps twofold. One is that I think it will give our 
Mutual Assistance people some sort of a club, some sort of a weapon 
to either get a tax reform in the next fiscal year, or get agreements so 
that that can be put into effect. 

I think the second point is that such a provision in the bill would 
make the foreign-aid program much more palatable to Members of 
the House, and to many members of the taxpaying public who would 
like to know that the Congress is taking some steps to require these 
other countries of the world to carry their proportionate share. 

I think most of our people are willing to carry this. They realize 
it is for our own securitv, and in the long run such a program is bound 
to benefit America and prevent a third world war. I think such a 
provision as this in the bill will make this whole program much more 
palatable to our own people. 

Chairman Ricuarps. That is a good statement, Mr. Lantaft, and 
it is on an interesting subject about which we have been very much 
concerned around here. Mr. Chatham, do you have any questions? 

Mr. Cuaruam. You said in your last statement that you thought 
we were doing a lot of this in the interest of the United States. Sup- 
pose we make this proposal, and they do not agree to it? We lose an 
ally, and what we are looking for is allies. 

Mr. Lantarr. I do not think that is true. Under this bill, under 
this provision that I recommend putting in there, the President, if he 
makes one or two determinations, one, that adequate measures are 
being taken by that country to assure that the same proportion of its 
gross national product is being collected and expended for defense, as 
in America, he can exempt it from the workings of this bill, or, if he 
determines to force such a formula on a country would so jeopardize 
its political or economic stability that it would not be in the best 
interests of that country to put it into effect, then he can except it. 

Mr. Cuatuam. I would remark that under present conditions that 
would depend entirely on who is our President. I am not in favor 
of legislating more power to the President in that direction. 

Mr. Lanrarr. The only power it gives him is to make this exception 
on the direction of a director. 

Mr. Cuatruam. Who would be appointed by the President? 

Mr. Lanrtarr. I do not think it would be sound to give no one the 
power to make the exceptions. I think if you make such a rule as 
this, it might, in many instances that I envision, not be to our best 
interest to enforce it. Someone has to make the exception. I think 
it is a sound thing for us to do. 
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Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. Do you know that is what they say they are doing 
now? So that if you had a President Truman and Mr. Harriman, 
the same gentlemen running this program in the next fiscal year, 
they would say, ‘“‘We do not need the Lantaff bill, because that is 
what we are doing now.” 

Mr. Lanrarr. But the statistics disprove that. 

Mr. Vorys. But what the statistics disprove they say are the two 
exceptions. 

Mr. Lanrarr. Then that has to be reported to the Congress. 

Mr. Cuatruam. You say, “Mr. Truman and Mr. Harriman.” Sup- 
pose Taft was President, and he said, “I do not believe in any of 
that”? He could, and his Director could, cut it all off. That is 
the thing I fear in a thing like that. I am discussing it with you 
here, rather than on the floor. 

Mr. Lantarr. If the American people elect Mr. Taft, they do it 
with the knowledge that such a thing might become the fact. 

Chairman Ricuarps. Mr. Mansfield. 

Mr. Mansrieip. Everything has been said. 

Chairman Ricnarps. We appreciate your coming up here, Mr. 
Lantaff. 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR FOR 
EUROPE, MUTUAL SECURITY AGENCY 


Mr. CLevetanpb. Mr. Chairman, it might be helpful to put in the 
record the correct figures about gross national product, the taxes col- 
lected by the European countries in comparison with their effort now 
and their effort in 1938, all of which were involved in Mr. Lantaff’s 
remarks. 

Chairman Ricuarps. In addition to the statement already here 
about gross national product? 

Mr. CLevetanp. I think in a very few minutes it would be possible 
to read what we believe to be the correct figures. In one or two cases 
I think Mr. Lantaff must have been reading off the wrong page, or 
column, because the percentages were a good bit off from the figures 
as we have them. 

I can do that now, or later, as you wish. 

Chairman Ricnarps. I thought you were going to put the state- 
ment in the record of those figures. If you want to call attention to 
any discrepancy in Mr. Lantaff’s remarks just now, you might do that. 

Mr. CieveLanp. Suppose we plan to put a statement in the record 
about it, but I would like to call attention to two things. 

Chairman Ricnuarps. That statement will be placed in the record 
at this point. 

(The material referred to is as follows:) 

Congressman William A. Lantaff has proposed an amendment to the mutual 
security bill providing that no mutual assistance shall be given to any country 
that devotes a smaller proportion of its gross national product to defense than 
does the United States (defense expenditures are defined so as to exclude pay for 
military personnel). Congressman Lantaff further proposes that the President 
shall have the power to make exception to this amendment if (a) the European 
government is taking adequate measures to achieve a defense expenditure in 


relation to gross national product equal to that in the United States or (6) if sucha 
contribution would seriously jeopardize the political or economic stability of that 
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nation. In support of this proposal he presented some figures on the ratio of 
taxes collected to gross national product and indicated that the United States, 
United Kingdom, and the Netherlands collected about 10 percent of gross national 
product in taxes, France and Turkey only 5 percent, and Italy and Greece less 
than 2 percent. 

The proposal to deny mutual aid to countries devoting a smaller proportion of 
gross national product to defense expenditures than the United States violates 
the principle of ability to pay, a principle firmly imbedded in the United States 
tax structure and generally recognized as the most just basis for taxation. Per 
capita gross national product in the United States in 1951-52 is estimated at 
$2,135 as compared to $852 in the United Kingdom, $811 in France, $864 in Bel- 
gium-Luxemburg, $582 in the Netherlands, $359 in Italy, and $173 in Turkey. 
Per capita gross national product in the United States therefore is approximately 
3 times the highest level prevailing in Europe and more than 12 times the level in 
Turkey, which is the lowest of the NATO countries. A proviso that required 
Turkey to contribute as large a proportion of its total income to defense as does 
the United States would be a complete denial of the principle of ability to pay. 
Turkey will devote 6.8 and 7.6 percent of gross national product to defense in 
1951-52 and 1952-53, respectively, as compared to 13.7 and 17.8 percent for the 
United States, or more than 40 percent of the United States ratio although its 
per capita gross national product is only one-twelfth as large. For the NATO 
countries as a group, per capita gross national product in 1951-52 will be $603 as 
compared to $2,135 in the United States or less than one-third of the United States 
level. Thev will be devoting, however, 7.3 and 8.9 percent of gross national 
product to defense in 1951-52 and 1952-53, respectively, or more than one-half 
of the United States ratio. Thus, it is clear that on the basis of total defense 
expenditures, Europe in relation to the United States is contributing to western 
defense in accordance with its economic capability. 

Congressman Lantaff’s proposal to eliminate military pay from the base of 
comparison would enforce additional hardship on the European countries since 
a larger proportion of the European defense effort is devoted to manpower than 
is the United States effort which is more heavily concentrated on hard-goods 
production. Thus, the present difference between European and United States 
defense expenditure-gross national product ratios would be enlarged and the 
burden of matching the United States effort would be even greater. The defense 
expenditures which would be required under the formula proposed by Congressman 
Lantaff would seriously jeopardize the political and economic stability of the 
European NATO members and would therefore require that the President make 
exceptions to the proposed amendment for all countries if we are to have a mutual 
security program. 

Finally, gress national product cannot be the only factor determining the size 
of a country’s defense effort. Other economic factors, such as the strueture of 
the economy, the potential for or existence of inflation, the need for reconstruction 
of war damage—as well as political factors—must be taken into account. 

It is of considerable importance to note that the NATO countries, excluding 
Germany, are now devoting a substantially higher percentage of gross national 
product to defense than they were before World War II despite the destruction 
suffered during the war and the necessity of devoting a substantial part of their 
resources to reconstructing war damage. In 1938 the NATO countries, excluding 
Germany, devoted 5.8 percent of gross national product to defense; in 1951-52 
— will absorb 7.6 percent and in 1952-53, 9.2 percent of gross national 
product. 

The table attached presents data on the percentage of gross national product 
collected in taxes at all levels of government. These data do not support. Congress- 
man Lantaff’s position that the European countries collect a substantially smaller 
proportion of gross national product in taxes than does the United States. In 
1951-52 tax receipts at all levels of government in the United States will constitute 
25.8 percent of Gross national product. A number of European countries collect 
a larger proportion of gross national product in taxes—Belgium, 26.5 percent; 
France, 30.7 percent; The Netherlands, 28.3 percent; United Kingdom, 35.0 

recent; Germany, 32.7 percent. The remaining countries compare very favora- 

ly to the United States in light of the fact that their per capita gross national 
product is so much below the United States; for example, in Italy, 21.2 percent 
and in Greece, 16.7 percent of gross national product is collected in taxes. It is 
noteworthy, too, that tax receipts in France have risen from 26.1 percent of gross 
national product in 1949 to 30.7 percent in 1951-52 and are expected to rise to 
32.9 percent in 1952-53. This increase is almost exactly comparable to that in 
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the United States during the same period, that is, from 20.8 percent of gross na- 
tional product in 1948—49 to an estimated 25.8 percent in 1952-53. It is, of course, 
true that in several countries, particularly France and Italy, the tax system is not 
based on ability to pay to the same effect as the United States system. However, 
in these and other countries steps are being taken to Improve the tax collections 
and the structure of the tax system. 

In summary, tax receipts among European countries receiving United States 
mutual aid are in many instances higher in proportion to gross national product 
than in the United States and in other instances compare very favorably. Coun- 
tries much poorer than the United States can afford to devote only a smaller pro- 
portion of gross national product to defense than the United States. To insist 
on the same proportion would be to negate the principle of ability to pay and to 
undermine the very thing we wish to establish—a secure economie basis for an 
expanding defense effort and an expanding standard of living for the general popu- 
lation of Western Europe. 


Estimates of tax receipts and defense expenditure as a percent of gross national product 






































ipts as oT. 
ee Defense expenditure as a percent of gross 
product national product 
Country 1951 or 1951-52! United States fiscal year 
— 
All levels Central 
of govern- |Government, 1938 | 1949-50 | 1950-51 | 1951-52} 1952-53 
ment 2 only 3 
NATO countries: } 
Belgium-Luxemburg. __...-.----- 426.5 420.2 25] 26 29] 5.6 9.0 
Sa: Si Ti TS f18.6 612.6 9) 1.5 1.6 | 2.5 32.9 
he tee BES Be Ae 30.7 19.6 | 7.3 | 6.5 7.8 | 9.8 10.7 
0, SE ee Se ee See x n. a 17.4 | 5.5 7.1 9.8 | 8.8 8.6 
IS 224s wscisablne tices taedeinivaesoend n. a. Sy See | ee PP GREY OES 
Sea ae ee 21.2 13.0 6.0 3.5 4.2 4.8 6.1 
I, Sc cstuneuntiesbibeteedinkde 28.3 24.8 2.3 4.2 4.2 | 6.6  & 
SN Repos eciesteie cto aecabeacnahipsade 25.1 16.5 a!) 2.4 2.8 | 3.9 5.0 
Pete ......... etnajeieditaiadelieiiomtan 10.3 5.8 2.7 2.6 21) 2.3 2.6 
DSS ae aes: 16.5 12.6 | 6.9 6.1 6.5 6.8 7.6 
United Kinedom.._..........--.- 435.0 | 428.4 | 6.5 5.7 6.7 | 8.4 10.8 
ob? er ae Fe hs WE a eee oe 5.1 6.0 | 7.6 | 9.2 
Germany (Federated Republic). .-_- 4732.7 4721.5) 815.8 95.1 94.9 96.7 | 8.5 
Total NATO plus Germany. -.}_..-....-.-- SAS eaceetilae 9.3 5.1 5.8 7.4 | 9.1 
Austria aimee se viieasieiie ditties 31.0 | 22.4; 2.2 01.5 9.9 | 7 | 8.7 
Total 14 European countries "_|.....-.._..}---.22_-- en 9.1 5.0 5.7 | 7.3 | 8.9 
Canada _. | or a es ee 23.9 17.2 ms 2.9 5.3} 27.6 ("*) 
pa cet ae ee TP =e 25.8 18.1 | 1.2 5.1 a 13.7 17.8 








1 Tax receipts have been estimated on the basis of the country’s fiscal year. Fiscal years for Canada, 
Denmark, United Kingdom, and Germany end on March 31; for Greece, Italy, Norway, and the United 
States on June 30; for all other countries the fiscal year is the calendar year except for Turkey, whose fiscal 
year in prewar years ended on May 31, and from 1950 on ends on February 28. 

2 Includes central, regional, and local government tax receipts, including capital levies. Also includes 
employers’ and employees’ contributions for social insurance. 

3 Excludes employers’ and employees’ contributions for social insurance but includes capital levies. 

# Revised as of March 27, 1952. 

g Revenue from compulsory savings is not included; inclusive of compulsory savings the percentage would 
19.3. 

6 Excludes revenue from compulsory savings, 

7 Includes Central Government and Laender. 

§ Prewar Reich (boundaries as of 1936). 

* Represents occupation costs, 

10 1937, 

li Plus Trieste (included with Italy). 

2 Fiscal year ending March 31. 

13 Not available, 


Mr. Mansrieip. Could I ask Mr. Cleveland if he would give us his 
reaction to some of the statements made by Mr. Lantaff, when he 
testified earlier this afternoon? 

Mr. Cievetanp. Mr. Lantaff mentioned that the European 
countries were collecting a very small part of their gross national 
product in taxes. There has been previous testimony on some of the 
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figures. I think Mr. Lantaff mentioned only three countries, the 
United States, the United Kingdom, and the Netherlands, were 
collecting an amount in excess of 10 percent of their gross national 
product. 

I believe he was asked if that included all levels of government, 
and he said “Yes.’”’ As a matter of fact, the estimate of tax receipts 
from all levels of government for the United Kingdom is about 35 

ercent of gross national product. In France, it is about 31 percent. 

n the Netherlands, it is 28 percent. In the United States, it is just 
under 26 percent. Most of the other countries are up in the twenties, 
with a few exceptions, in Europe. Portugal, I believe, is the lowest. 

Mr. Mansrretp. Will you furnish the committee with a table 
containing those figures? 

Mr. CLEVELAND. Yes, sir, I believe, if I am not mistaken, there 
was such a table attached to the presentation of the basic data. 

Chairman Ricuarps. The only table that I looked at on that, I 
believe, is the 18 percent as compared to 10 percent in France and 
Great Britain. That is a different set of figures. 

Mr. Curve ann. That is a different set of figures. That refers to 
the percentage that defense expenditures bear to the total gross na- 
tional product. On that, our percent in this country is about 18 
percent. 

Chairman Ricuarps. And the other is the tax 

Mr. CLEVELAND. The other is the taxes. The point Mr. Lantaff, 
I think, was making at the beginning of his remarks was that most 
of them collect a much smaller proportion of their total product in 
taxes from the proportion that we collect. 

Chairman RicHarps. Will you look at that statement there? Is 
that the tax statement you are talking about? 

Mr. CLEVELAND. Yes; it is this “all levels of government state- 
ment” here. This shows the United Kingdom at 33.7. There is a 
later revision of that figure that shows it at about 35, based on more 
recent information and on possibly a more recent date. 

Chairman Ricnarps. You will put that into the record? 

Mr. CLEVELAND. We will put it into the record. The other point 
that I would like to mention he made was a comparison with 1938. 
He said in the prewar period they were doing much more in the way 
of military effort and why can they not do more now. As a matter 
of fact, in the prewar period, 1938, they were spending 5.8 percent 
of their gross national product on defense expenditure, whereas this 
year they are spending close to 8 percent. Next year they ought to 
spend something over 9. 

One reason for their present difficulties, of course, is that war has 
become more expensive than it used to be, even between World War II 
and now, where you get this phenomenon of a Pershing tank being 
worth $81 thousand and a Patton tank being worth $244 thousand. 

No doubt the tanks they are making now are correspondingly even 
more expensive. 

On the basic point of Mr. Lantaff’s proposed addition to this legis- 
lation, the main point of course is, as Mr. Harriman and others have 
testified previously, you do not expect with a man with $100,000 
to put up exactly the amount in a common effort that a man with $10 
or $100 could be expected to put up. It is our feeling that the amount 
the Europeans are putting up, and this is particularly true with respect 
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to France and the United Kingdom, strains their capacity to make 
defense expenditures—in fact, strains it to such an extent that we 
have to help them with some imports if those amounts of defense 
expenditure are really going to come true. 

If you put a provision in this bill that nobody is to get aid unless 
they are up with the 18 percent of gross national product that we 
spend on defense, the effect of that provision would be to wipe out 
the foreign-aid program; and I think that the loophole provided by 
Congressman Lantaff, that the President could determine otherwise 
if he wanted to, would really have to be used in the case of every 
country that we wanted as an ally. 

It seems to me this proposition ought to be looked at in those terms 
if it is going to be considered. 

Chairman Ricuarps. There is one thing I want to call attention 
to right there. I think this testimony and reply should be printed in 
the record. I think Mr. Lantaff’s testimony and your reply on this 
should not be considered as in executive session. It should be in 
the printed record. 

- Mr. Mansrretp. With respect to the question I raised. 

Mr. CieveLanp. I am sorry that Congressman Lantaff had to 
leave for Florida. 

Chairman Ricuarps. If there is no objection to that. his testimony 
will be placed in the written record, if Mr. Lantaff agrees. 

There is no objection and it is so ordered. 

Chairman Ricwarps. Mr. Shishkin is our next witness. Mr. 
Shishkin is with the American Federation of Labor. Mr. Shishkin, 
do you have a prepared statement? 

Mr. Suisukin. I have a prepared statement, Mr. Chairman. I 
would like to respond to the pleasure of the committee. We would 
like to have an opportunity to present it in full. At the same time 
I am conscious of the fact that the committee is under great pressure. 

Chairman Ricnarps. If you would like to go over the whole state- 
ment and read it, that will be all right, or you can put it in the record 
and discuss your statement. You can do it either way you choose. 

Mr. Surisukin. I appreciate that. I would like to present the 
statement for the record. 1 do not want to burden you with the time 
of reading it. Perhaps I might summarize it orally, if you could 
insert it in the record. 

Chairman Ricuarps. I would suggest that you do that. There 
will be some questions on it. I suggest you put the whole statement 
in the record. Without objection, that will be done. If you want to 
take up certain parts, or all of it, go right ahead. 


STATEMENT OF BORIS SHISHKIN, ECONOMIST, AMERICAN 
FEDERATION OF LABOR 


Mr. Suisuxin. The committee has always been very generous with 
me. I would like, first of all, to state that I am here to represent the 
American Federation of Labor. I am the economist of the American 
Federation of Labor. As some of the members of the committee 
know, I have served for almost 3 years overseas as the Director of the 
European Labor Division of the Economic Cooperation Adminis- 
tration. 
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Chairman Ricnarps. How long have you been with the American 
Federation of Labor? 

Mr. SuisHxin. For 18% years, Mr. Chairman. 

Chairman Ricwarps. I have heard of some of the very fine work 
you have done overseas in the trade-union movement, particularly, of 
course, in your field of economics. I remember your very pleasant 
visit when you were here before. 

Mr. Suisnxix. Thank you. I will continue with my statement, 
Mr. Chairman. 

It is the view of the American Federation of Labor that the enact- 
ment of the Mutual Security Program for the next fiscal year and 
authorization of funds to carry out the full scope of this program is 
the imperative duty of this Congress. 

Labor believes that the proposed program is more than justified. 
But labor is apprehensive of the interpretation placed by many in 
and out of Congress upon the economic and defense-supporting phases 
of the program, looking upon them as secondary and of lesser import- 
ance. While our support of the entire program is strong and unequiv- 
ocal, we regard the economic part of it to be of overriding importance 
to the attainment of America’s fourfold goal: To prevent aggression, 
to advance human betterment, to further freedom, and to win the 
peace. 

These purposes cannot be attained through rearmament alone. To 
reach them, it is not enough to destroy fear; it is necessary to build 
confidence. It is not enough to safeguard independence of nations; 
it is necessary to enable the people of these nations to build economic 
strength. It is not enough to secure the peace; it is necessary to give 
the peace to be won vitalit y and dynamic content. 

The larger task on which the United States embarked 5 years ago 
of building strength and unity of the free world through mutual 
cooperation of nations and their growing self-reliance, making them 
independent of outside aid, is not yet completed. Our contribution 
has been as large and the achievement so great that it would be sheer 
folly now to relinquish our leadership and to betray our purpose. 

But deferise itself is not merely a matter of military arms. There 
is no better evidence than the experience of this country in the last 
war that armed forces are only as strong as their industrial and eco- 
nomic support at home. We must recognize that today many of 
the countries that have undertaken to stand with us in common 
defense against Communist aggression are still impoverished. The 
burst of speculative demand for raw materials and goods following 
the outbreak of the Korean war set off a damaging inflationary wave 
which undid much of the economic progress of the preceding 2 years. 
If the burden of rearmament results in the deepening of poverty and 
in spreading of privation, the spirit of defense of their liberty may well 
be destroyed, driving people toward indifference and neutralism. The 
program allots the much smaller portion of funds to its economic and 
defense-supporting phase. Yet, without this vital portion, the effec- 
tiveness of the whole plan of defensive rearmament is likely to be 
largely destroyed. 
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FOUR COMPELLING REASONS 


Labor supports the Mutual Security Program, with strong emphasis 
on its economic provisions. 

We support it, first of all, as a matter of urgently necessary military 
defense against the threat of Communist aggression. It is essential 
to the defense of the free nations standing with us and indispensable 
to our own defense. Without this program we would abandon to the 
aggressor, out of hand, the bastions of resistance to the Communist 
menace and of freedom in Europe and in Asia. Without such a 
mutual program, we would be forced to mount the defense alone and 
at vastly greater cost. Without it we would deny to men of other 
free nations the means and the opportunity of standing off, without 
help, the enemy aggressor at their frontiers. 

Second, we support it as a matter of economic necessity. Although 
the cost of this program is large, in relation to our country’s total 
defense budget it is small. Yet its returns, in terms of the effective 
defense it will generate, are proportionately greater than that of any 
other defense expenditure. To effectuate this program now will 
prove to be an act of economy in the long run. The operation of this 
program, moreover, will generate forces leading to technological 
improvement and economic advancement of other nations. Such 
advancement will benefit them and it will also benefit us. The 
United States cannot maintain the health and growth of its own 
economy in the years ahead if it is surrounded by technologically 
backward and economically stagnant nations. 

Third, we support this program because we regard it as politically 
necessary. The United States has provided postwar leadershi 
through reconstruction and relief programs, through the Marshall 
plan, the point 4 program, and the North Atlantic Treaty Organization. 
It was our initiative that made it possible to weld together the free 
nations not only in common defense against the totalitarian Com- 
munist threat but also in a positive effort of economic advancement. 
Now that the broad framework of mutual security has encompassed 
the various phases of this initiative, is the time to press forward 
with the task, not abandon it. The lights in the Kremlin are still 
burning late into the night. The Cominform has not disbanded. 
Communist agents are still infiltrating, agitating, subverting where 
they can. They only wait for the sign of our weakness, for it means 
their strength. 

Fourth, labor supports this program because it regards it as morally 
necessary. Does not America stand among nations as a symbol of 
successful revolt against imperial domination and colonial exploita- 
tion? Has not our Declaration of Independence and our Constitution 
with its Bill of Rights not only proclaimed before the world rights of 
self-zovernment, of freedom and of equality of opportunity, but also 
provided the means for our citizens to secure these rights through their 
government? Have not our shores been a harbor of refuge and a 
stronghold against political and religious persecution and economic 
enslavement? Is it not America’s spirit of 1776 that is lighting the 
fires of independence and of revolt against oppression in all parts of 
the world now? It is our duty to extend a helping hand to those 
reaching out for economic advancement and freedom from oppression. 
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And from this duty springs the corresponding responsibility to help 
fortify the free nations against the threat of Communist enslavement. 
It is a responsibility we can discharge. We can discharge it at a cost, 
but a cost whose size is dwarfed by the magnitude of meaning to all 
humanity and to ourselves. 

There is a further moral reason for our undertaking this program. 
America today is the dominant productive power among all nations. 
We are the largest workshop of the world. We have proved ourselves to 
be the skilled masters of the machine. What is more, we have shown 
that through equality of opportunity, through competition and collec- 
tive bargaining, increased productivity can be translated into a 
higher living standard for all. Is it not, after our example here in the 
United States, demonstrating conclusively what free, competitive 
enterprise and free labor can achieve in economic betterment that has 
set off what has been called ‘“‘the revolution of rising expectations” 
in other lands? Is it not, therefore, our duty to share some of our 
gains and our skills with other people striving for betterment? Is this 
not an obligation that arises from our very position as a nation respon- 
sible for the production of nearly one-half of all goods manufactured 
in the world? 

If we fail to discharge this obligation, the penalty for our failure will 
be heavy. For the Communists will exploit this drive for higher 
living standards which we have generated. Substituting their false 
claims for our accomplishment, their fraudulent promises for our 
ability to deliver, they will strive to capture the yearning and aspira- 
tion for human betterment to make them serve their cause of totali- 
tarian slavery, instead of the cause of freedom. 

For these compelling reasons we urge the approval of the program in 
its entirety, with special emphasis on its economic provisions. 


NO JUSTIFICATION FOR CUTS 


The question has been raised whether the funds for this program 
should be cut. We in the American Federation of Labor are in no 
position to form an independent judgment as to whether the military 
requests for funds submitted to the Congress by the President in his 
message of March 6 are correct to every last dollar. The pace of 
events is such that we doubt the feasibility of making a completely 
infallible estimate of future defense needs, even at a short range. 

But these things we do know: 

1. By far the largest share of the proposed outlay is to build up the 
defensive strength of Europe under the North Atlantic Treaty. This 
part of the proposed program is based on the Lisbon plan of action 
agreed to last February. It was developed after 4 months of intensive 
negotiation, study, and severe screening conducted by the Temporary 
Council Committee of NATO, headed by W. Averell Harriman. 
Behind this estimate stands the work and the judgment of General 
Eisenhower. This estimate is the result of the best judgment of the 
top civilian and military experts of the United States and of the 
countries concerned. It must therefore be accepted as the best 
estimate. 

2. Under this program the United States will provide $5.4 billion 
for the North Atlantic defense. European countries are pledged to 
contribute some $12 billion of their own funds. 
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3. Of the total proposed authorization of $5.4 billion, more than 
one-half, or $2.8 billion, is to be spent for military items in the United 
States. About $1.4 billion is to be spent in the form of vital defense 
support, and only $1 billion to be spent for the military defense in 
Europe; over $4 billion will actually be disbursed in the United States. 

The total contribution of the United States to the entire Mutual 
Security Program is set at $7.9 billion. This is less than one-eighth 
of our total $64 billion defense budget. The $5.4 billion intended for 
military defense of Europe is equal to only one-tenth of our domestic 
military budget of $52 billion for the ¢ coming year. 

5. Dollar for dollar, the money invested in the Mutual Security 
Program will yield returns several times greater in terms of national 
security and prevention of war than our own military expenditures at 
home. 

The major portion of this program is military. Yet the minor 
portion, consisting of defense support, economic aid, and technical 
assistance, is of the most critical importance to the success of the whole 
program. It is these programs that provide the decisive margin, the 
margin between success and failure. 


ARGUMENTS FOR CUTS BASED ON MISINFORMATION 


Much of the misunderstanding about the cost and the nature of the 
program arises from a flood of misguided misinformation or outright 
distortion spread around the country. Some of its comes from the 
sources which businessmen and others receiving the advice naturally 
expect to be responsible. A notable example are the allegations 
designed to build up the opposition to the Mutual Security Program 
coming surprisingly from the United States Chamber of Commerce. 
Statements broadcast by the chamber and its own publications, and 
those of its local members, go to unbelievable lengths in undermining 
the policy of our Government by falsifying facts. 

In order to create the desired impression, the claim is made that the 
United States has provided since 1940 loans and gifts to foreign coun- 
tries in the amount of $72 billion. This money, it is said, has been 
used by foreign governments to experiment in socialism. 

The truth, of course, is that of the total amount of grants and 
credits to foreign countries since 1940 over $40 billion was allocated 
during World War II for the purpose of helping to win the war. Over 
$39 billion of this money was for lend-lease to provide weapons, planes, 
tanks, and guns. This money was not only spent to help fight our 
war and to save American lives but did prove to be decisive in winning 
the war. The lesser proportion of these funds, including the money 
spent to provide relief, stave off hunger, and save lives after the war, 
has been well spent. <A part of that amount, which went to build up 
resistance against communism, included a few countries with Socialist 
governments. These, however, have waged as strenuous a fight for 
freedom and independenc e, and for defense against Communist 
aggression, as any of our allies. 

The second and what would seem to be to the uninformed the most 
damaging charge is that there is a surplus of $7.9 billion left over 
for foreign aid from previous years available to take care of the 
present program. No private organization knows and understands 
better than the United States Chamber of Commerce how disingenuous 
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and false is such a statement. The many business enterprises which 
the chamber represents are thoroughly aware of the difference between 
the funds authorized, the funds obligated, and the funds actually 
expended. In a program involving large-scale procurement, the 
major portion of the funds is actually disbursed only when the delivery 
is made. Congressional appropriation does not involve any physical 
cash. Pursuant to the congressional direction, the Government 
makes obligations not to exceed such appropriations, contracting to 
purchase goods and services required under the program. This 
involves careful planning and negotiation. Most of the payments 
are made in connection with the actual delivery of the goods and 
services, which it may take a long time to produce. 

The Mutual Security appropriations were not made before mid- 
November of last vear. On February 29, 1952, of the total program 
approvals of $7.2 billion, $5.5 billion was for the military program 
and $1.7 billion for the economic program. Of this, over $3 billion 
was obligated on that date, with $2 billion for the military program, 
and nearly $1 billion for the economic. The actual expenditures 
amounted to $2.6 billion, with $1.3 billion for military and $1.3 billion 
for the economic program. It is expected that all of the funds ad- 
ministered by the MSA will be obligated by June 30 next, and about 
$400 million of military funds handled by the Department of Defense 
will remain unobligated. 

The plain fact is that, of all the previous appropriations, all of the 
money will have been committed by the end of June of this year and 
will be expended in due course for the purposes for which the Govern- 
ment has made contracts with private firms. This money could be 
made available for any other purpose only by wiping out the pre- 
viously approved programs now in progress. 

Another point made by the chamber is that foreign nations are 
using their counterpart funds created under the program for improper 
purposes. As a horrible example, the chamber cites ‘such ridiculous 
projects as a mile-long railway station in Rome which will be Jarger 
than a combination of New York’s Pennsyivania and Grand Central 
Stations, the Cleveland Union Station and all the railroad stations in 
Chicago.”” The chamber’s story is completely false. The fact is 
that no counterpart funds of any kind have been spent on this railway- 
station project. False examples such as this, intended to discredit 
our Government, accomplish nothing but discredit to the chamber of 
commerce itself. 


ECONOMIC PROGRAM INDISPENSABLE 


Western European countries cannot undertake large defense pro- 
grams which cut into the production on which depends their very 
survival. To achieve the rearmament goals, assistance to enable 
these countries to expand strategic production is indispensable. The 
Western European economy is still convalescent. The post-Korean 
inflation has slowed recovery. Our objective is not to rearm people 
weakened and disheartened by economic stagnation. Economic 
strength is as important as military strength if communism is to be 
resisted. 

We must remember that the effect of economic aid goes far beyond 
the rearmament program. Military security can and will be achieved 
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through the NATO partnership. It is economic vitality that is 
decisive not only in making the defense effective, but also in deter- 
mining the political future of Western Europe. Men called upon to 
take up arms must believe in the worth of what they are called upon 
to defend. These people want, strive for, and are entitled to a higher 
living standard. It is up to us to help carry the momentum in this 
surge for economic betterment. The economic powerhouse is the 
source of forward motion toward the tangible goals of improved living 
standards. Without it the free world destined for better living can- 
not be built. It would be a monumental blunder for us to overlook 
the crucial importance of economic aid and to deny it at this decisive 
moment. 

We regard the funds provided for the point 4 program as inadequate. 
No part of our policy is as far reaching in its beneficial positive effect 
as this plan of economic development. It is more than a reclamation 
program for the areas in distress and under oppression due to lack of 
knowledges, skills, and opportunities. It is a charter for men to free 
themsleves from the shackles of privation and, as freemen, build the 
kind of world they want. 


LABOR URGES APPROVAL 


The American Federation of Labor and its affiliates have been 
making, and are making today, a substantial voluntary contribution 
toward the strengthening of free labor in Europe, in Asia, and in other 
parts of the world. Our representatives abroad report to us on the 
growing strength of the free labor movement and the intensified 
activity by workers organized in free trade-unions to meet the Com- 
munist challenge. The free trade-union movement is the spearhead 
of the positive drive toward human betterment in a free society. It 
is also the spearhead of defense against internal aggression. The free 
trade-union movement of the world stands with us in the support of 
the historic task of winning the peace and in achieving economic 
advancement through free institutions. We are gaining momentum 
in the drive for unity and strength among the free peoples. The 
program before you is indispensable to carry on this drive. We 
strongly urge that it be adopted. 

To go back to your questions, Mr. Chairman, we have had in the 
labor aspect of the ECA labor program one of the most difficult jobs 
because it involved probably as trying an assignment as it could be 
from the standpoint of accomplishing in a short time what normally 
would take to accomplish a long period of years. 

Chairman Ricnarps. Especially when you are in between two fires. 
Some people did not want to go that way, and there were other fellows 
who wanted to go all the way, the Communists, and then the very 
conservative business element. You had a tough job. 

Mr. Sutsnxin. One of the things that I think we did accomplish 
quite effectively, and that was accomplished at the very beginning, 
was that we were able, with information and facts, to help provide 
the basis for a voluntary formation of the trade union committee 
representing all the non-Communist organized labor of Europe to 
back the Marshall plan at that time and at the present the North 
Atlantic Treaty Organization. 
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The second accomplishment in this work was, the support of 
organized labor in backing the programs that were really revolutiona 
in Europe in terms of mobility of workers across boundaries, mobili- 
zation of manpower, which will be of vital importance for positive 
defense. 

What we can do among the several States in our own land cannot 
be done across the many national boundaries in Europe. But agree- 
ments which are now in effect greatly helped in making flexible rela- 
tionships so that the utilization of manpower in a defense job in 
Europe will be greatly facilitated. 

First of all, I would like to say in the American Federation of Labor 
we have a standing committee on International Labor Relations, and 
that every pbase and aspect of this program is dealt with as to policy 
and its effectiveness by the elected officers of the American Federation 
of Labor. 

There is no question about any of the statements that I make on 
behalf of the Federation, that this is either an individual or sectional 
view. This is the view of the American Federation of Labor. 

We are in strong support of the mutual-security program as now 
proposed. I would like to point out that the initial congressional 
authorizations for the launching of this program came in mid-Novem- 
ber of last year. The limitations of time have been such that progress 
ip terms of the few months that have been available has been slow. 
But the decisions of the first session of this present Congress to launch 
the program in these terms is the initial and the vital decision. There 
is, therefore, a necessity to carry on to the crucial stage and the decisive 
stage of the program in terms of the legislation which is now proposed, 
and which is now before you. 

I want to point out first that the major portion of this legislation is 
devoted to the purposes of defense. That is, a question of security. 
This is a question of security and defense of the free world. 

We regard this program not only as a necessity, but also as a matter 
of economy. We realize that the relationships that we have with the 
other nations, especially those in Europe, is such that, without this 
program, what they have determined and have consented and have 
indicated their willingness to do under the already existing agreement, 
under the terms of the Lisbon plan, will not be carried on except on 
a mutual basis. Our contribution is made in the light of their will 
and desire to stand with us. The scope of the program is a matter 
of judgment and determination as to the size of the program, was 
made by the top military and top civilian people, the best people that 
I think our country could provide for such a determination. 

We do not think that it is sound to attack the amount proposed 
for the program in terms of exact dollars. No one today can foresee 
the exact need to the last dollar. This is so simply because the 
initiative is not ours. The initiative is in the Kremlin, and that has 
to be realized. 

Their initiative can change the situation at any time. No one can 
predict whether war will be threatened tomorrow or 3 months from 
now. But the job preparedness must be going on in terms of the 
threat that is there, in terms of the threat that is real. 

Secondly, I would like to point out as strongly as I can, what we 
regard to be the most important parts of the program, the economic 
and military support. We have to recognize that the task of rearma- 
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ment, the task of military defense as such, is only a part of the total 
defense effort. But even that task cannot be carried out without 
defense support and its provisions in this program at the time is 
indispensable. 

There is simply not available, in terms of economic resources in the 
European countries, the kind of wealth that it takes to assume the 
full burden of realizing by the end of this year defense objectives in 
accordance with the Lisbon plan, the burdens required under the 
terms of this program. 

Third, I would like to emphasize in connection with this program 
our belief that the economic aid as such, both in terms of defense 
support and on its own merits, for those countries for which it is 
provided in a very limited way is not quite adequate. 

To the extent that it is provided here we feel it is of tremendous 
and transcendent importance, because if the armament task is done, 
its purpose will be accomplished and the aggression will be thwarted. 
But the economic assistance, directed toward the development of 
self-reliance of the European countries, to the possibility of generat- 
ing vitality in the powerhouse, the economic powerhouse, by strength- 
ening their economies is the most important task. On the success of 
that task depends the possibility of our convincing those people who 
live today under substandard conditions under economic oppression, 
that it is our goal, America’s goal, to help in raising their standard 
of living. 

The ferment that is going on now is nothing short of an economic 
revolution. It is a revolution based on this human aspiration for the 
material betterment, and everything else that goes with it. It is 
the material road that leads to moral advancement. It leads to the 
ability to fight for freedom, and develop the spiritual values that 
are inherent in it. We want to emphasize that especially. 

I have stated four compelling reasons for the enactment of this 
program. One is the military reason in immediate defense terms. 
The second reason is the economic necessity of doing it, not only in 
terms of economic accomplishment abroad, but also in terms of our 
own costs and how much those costs would be if we fail to carry out 
the program in full. 

Third, the political necessity of maintaining the momentum of our 
foreign policy and retaining the leadership and the initiative on the 
part of the United States in all of the programs included here, including 
that of point IV. 

Fourth, the moral necessity for us to maintain a program, even a 
limited program, of help and assistance of this kind, the task that 
comes to us because of our dominant position in the world as the 
major producing power, because of our leadership in the world in 
modern technology. 

These are the things that we can give, things that other people 
do not have, and need. Unless we share these things, we ourselves 
will not be able to hold what we have in the context of our changing 
national economy. 

Our position in the world has been changing. Our dependence on 
foreign raw materials of various kinds has increased in the past 10 
years to an amazing extent. I do not think the people realize full 
the extent to which that has taken place. This is not just one devel- 
opment that has taken place over a few years and will not last; it is 
continuing thing. Our dependence on other countries is so great 
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that we must frankly recognize the role that the proposed program 
will play in maintaining our position in the future. 

Mr. Chairman, one of the things that I wanted to bring to this 
committee, and in a spirit of objectivity, is a sense of the very urgent 
need for us to examine the facts, and to present those facts clearly 
and as widely as it is possible to do. I think there is a great responsi- 
bility on this committee to see that the great mass of information 
before you will in time reach the people so they will understand it. 

One of our greatest disappointments recently, and it arose in this 
connection, was the kind of reaction that has been coming from many 
parts of the country to the need for action that we feel this com- 
mittee should take. 

It appeared for a while that some of it might be spontaneous, as 
the Congressman just testified here, that the American people want 
this or want that. But we find today that it is not spontaneous. 
We find today there is one of the best oiled machines in the spread of 
information against this program. It has given the American people 
deliberate misinformation about the nature and the effects of this 
program. I refer particularly to the statements which appeared in 
the bulletins of the United States Chamber of Commerce, which 
has been wide-spread and given in the hands of hundreds, and even 
thousands, of American businessmen all over the country. 

We feel that that information as given is so factually incorrect 
that it could not represent anything but, on the part of someone in 
the chamber, an unconscionable distortion. 

There are several points that are made in the information that 
the chamber has distributed. One is the statement that the United 
States has poured $72 billion abroad over a period of years, beginning 
with 1940. 

Of course, on the face of it, it sounds like a shocking kind of thing 
to many who did not realize how large it was. But that statement 
never said anywhere that $40 billion of that was incidental to the 
fighting of World War II, and went for the winning of the war. Then, 
the statement is made that there are available some $7.9, or $8 
billion from the unexpended balances of the previous authorizations 
for the carrying on of this future program. Coming from the Cham- 
ber of Commerce, representing businessmen who have been partici- 
pating in this program, negotiating contracts all over the country, it 
is a deliberate falsehood. 

Those people know better. There are many citizens who are not 
informed as to the difference between authorizations of funds, the 
appropriation of funds that is on the books but does not represent 
actual cash, the obligation of funds and the actual expenditure of 
funds on the goods and deliveries of services which are furnished 
under the procurement program. 

This was done to create the impression, which is widespread— 
businessmen have talked to me, knowing about my experience—that 
we have billions of dollars that are just sitting in the Treasury that 
are available and, therefore, this amount of money proposed here is 
totally unnecessary. That is just not so. 

From the best available sources we understand that although there 
has been a serious problem both in our domestic program and the 
program involved in this particular field, the same familiar difficulties, 
modifications of products, the effectiveness of a particular weapon 
and the use of it, have created delays which have slowed down, 
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mainly, the defense portion of obligations and the actual contractual 
obligations. 

I am citing some figures as to where the program stood as of Febru- 
ary 29,1952. We feel confident that the major portion of the program 
authorized last November will have been obligated by the end of 
next June. 

I do not want to appear uncritical. I testified on other legislation 
before the Joint Economic Committee, and indicated the need to go 
beyond the present screening in the most careful possible appraisal of 
the validity of the military expenditures particularly. 

We have recommended the use of a special committee, including 
civilians, dealing with military appropriations, to review military 
procurement. We recommended this simply because we know that 
the Military Establishment finds it very difficult to form an objective 
judgment without any driect criticism with regard to any portion of 
their program. I think the same thing applies here to military 
procurement. 

In terms of my own familiarity with the process and the knowledge 
of the men ranging from Averell Harriman, General Eisenhower, and 
the others, and the men who serve them, of the kind of screening that 
has gone on here, I feel confident that the submissions that have been 
made here, and the program resting on them is fundamentally sound, 
that avoidable waste does not exist here, despite charges of this kind, 
and that the necessity for this additional appropriation in full, there- 
fore, is thoroughly justified. 

But here comes a charge from the United States Chamber of 
Commerce, to take another example, of a mile-long railroad station 
in Rome, which they claim has been built, exceeding the combined 
railroad stations in New York, Chicago, and Cleveland in scope, 
built as a result of the Marshall plan aid with counterpart funds. 
That is not so. It is easy to find that out. 

I have seen the representatives of business connected with the 
Chamber of Commerce emerging from that railroad station in Rome. 
I know of their discussing that very project with the officials of the 
Economic Cooperation Administration while I was there. To say 
that the chamber could be ill-informed about it or mistaken about it 
is just untenable. Sometimes when the chamber of commerce presents 
allegedly factual information on labor issues I would like the members 
of Congress to bear this particular incident in mind. 

We have some tables to submit as supporting evidence to our 
statements. I wonder if they could be included in the record? 

Shairman Ricuarps. Without objection, the tables mentioned by 
the witness will be included in the record at this point. 

(The material referred to is as follows:) 


Werk ene vbdnived fot durchass Of heais semimndiien, indudttiel corbin’ hewre end 
minules, 1950 














, a | . United United 

Item | France Italy Kingdom | te 
SE ee Se See ee ee eee == 5:50 8:55 2:25 | 1:13 
White bread _______- Siusetesigbsévdabewowesd do__. 20 33 13 13 
ee eee ee ee eee do....} 6:12 | 6:42 1:21 | 1:08 
rina nie ticaune dangling aiadsacatpaars aa 1:36 1:42 1:06 22 
RST ES UTTER A Kel? J nth de ASCs 55 1:35 20 | 9 
Beef___. Se RRS . do os 4:20 ’ 1:02 
. SE eee eS ; 52... 3:18 4:24 1:04 
Potatees........-.. : ie eieicbeamn eos 20 18 7 4 

















910 MUTUAL SECURITY ACT EXTENSION = 


The ability of workers to purchase food with their earnings provides an impor- 
tant insight into worker living standards. A study made by the BLS compares 
the purchasing power over food of average hourly earnings in the United States 
and several European countries in 1951. Outside of Scandinavia and the United 
Kingdom, where food subsidies have an important effect on the price of food, 
workers in these countries are able to purchase less than half the quantity of 
comparable foods available to the American workers. In Austria, France, Italy, 
and the Netherlands, this purchasing power was less than 40 percent of the 
American. 

Comparisons between 1951 and prewar show that a relative worsening of the 
workers’ purchasing power over food, as compared with that of the American 
workers, has occurred in Denmark, France, and the Netherlands, while a relative 
increase has taken place in the United Kingdom and Norway. 


Purchasing power of average hourly earnings over food in Western Europe compared 
with United States for each year, the United States=100 
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1 Excluding allowances. 
2 Including allowances for 2 children, 


Source: BLS, 


The study also compares the working time required to purchase specific items of 
food in three ERP countries and in the United States, in 1950, measured by aver- 
age hourly earnings. A worker in France, Italy, or the Netherlands, for example, 
required 6 hours of work to purchase a kilo of butter, while the American worker 
needed slightly over 1 hour, and the British 1 hour and 20 minutes. A kilo of 
pork called for over 3 hours of work in France, and over 4 hours in Italy, as com- 
pared with 1 hour and 4 minutes in the United States. A kilo of coffee represented 
a full 8 hours’ work, and more, to an Italian worker, and almost 6 hours in France, 
as compared to 1 hour and 13 minutes in the United States. 


Real hourly earnings of industrial workers in selected European countries, 1938-1951 
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1 With family allowances included, French figures are as follows: 1948 average, 89; June 1950, 92; June 1951, 


4. 
2 October. 
Source: BLS. Family allowances not included. 


Mr. Sutsuxin. What they are intended to do is to indicate in 
terms of workers’ real earnings, the factual situation as it has changed 
since the beginning of the Marshall plan in 1948, through 1951, and 
the comparative purchasing power of the great mass of the workers 
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in European countries for which information is available, with that 
in the United States. These facts will help us judge in perspective 
and pass judgment on this question of the ability of the European 
countries to release their resources for defense in the same proportion 
as we do at home. 

Mr. Vorys. Not having seen those tables, do they add up to the 
fact that the workers’ purchasing power has not substantially in- 
creased, or is it otherwise? 

Mr. SuisuHkin. As the situation has developed, Mr. Vorys, they 
have made notable progress and really a marked progress since the 
beginning of the Marshall plan. 

They have suffered a set-back because of the inflation that came 
about in the post-Keorean phase, as a result of widespread speculation, 
speculation by businesses, government, and private individuals. 

In some countries that set-back was quite heavy. Although these 
comparisons are made over a period of years, I have another table 
showing the comparative purchasing power of the hourly average 
earnings of industrial workers ih relation to the cost of food and 
other commodities, compared with the United States, to show what 
the relative level is in these countries. 

I also have some fresh figures. Last year I submitted a table which 
showed a comparison in the purchasing power in the per capita income 
actually, and its purchasing power, that is, in real purchasing-power 
terms, between the United States and the various European coun- 
tries. I will be glad to submit such a table at this time. I did not 
want to burden the record with information that you might already 
have. If that would be useful, I will be glad to send over a table of 
that kind. 

Chairman Ricwarps. Do you request that? 

Mr. Vorys. I do not believe we have that type of table. 

Chairman RicHarps. It would be helpful. 

Mr. SuisHkin. Fine, I can get that ready. 

Chairman Ricuarps. It will be inserted in the record with the 
other tables. 

Mr. Suisuxkin. I wonder if I might make a comment on a state- 
ment just made by the Congressman from Florida? I was very 
keenly aware of the problem that the Congressman had in mind; 
the regressive character of taxation in many European countries is 
something with which we are deeply concerned. 

No one is more concerned than organized labor with the fact that 
the incidence of this taxation weighs so heavily upon the consumer 
and the wage earner and permits the more wealthy people to escape 
the equitable burden of taxation. 

At the same time I was a little taken aback by some of the facts 
that Congressman Lantaff recited. It seems to me that the under- 
lying fundamental fact is, if you take the major European countries 
about which we are talking, that the percent of taxes to the gross 
national product in France and the Netherlands, and the United 
Kingdom, is all greater than it is in the United States. 

So the test of having a greater proportion of taxes than in the 
United States is already met. 

In France, the proportion of taxes to the gross national product 
is 21.8 percent. 
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Mr. Vorys. Mr. Shishkin, we have those figures—I do not want 
to interrupt—but we have those figures. 

1 would like to direct your attention to what Mr. Lantaff was 
talking about. They collect a lot of taxes, but except for Turkey 
there is not one of these countries that does not expect to spend as 
much or more on nondefense items in the coming year than they 
spent in the past year, although we are here, in the interest of defense, 
heavily curtailing nondefense items, some of them, as you know, of 
a welfare character, that under other circumstances we would be 
happy to carry forward. 

So the comparison of the amount of taxes they collect, which you 
were just speaking of, is not particularly helpful. That merely shows 
how much more socialism they have than we. 

But it does not show the money that the people are getting back. 
What he is talking about is the money that the people are not going 
to get back. 

Mr. Suisukin. I am not so sure that Mr. Churchill would agree with 
you as to what he has been able to accomplish-in the months that he 
has been in power, in regard to socialism, or that the queen of the 
Netherlands would concede that the prevailing structure in her country 
is a socialistic one. 

In both of those countries the taxes that are collected are greater 
than here. 

Mr. Vorys. Let me just say that in the figures presented to us it 
is proposed that Britain spend the same amount on nondefense ex- 
penditures next year that she did last year. For every other country, 
every other country except Turkey in NATO, it is proposed that they 
spend more on nondefense expenditures; so that is a different tax 
picture than the one we are facing in this country. That is what I 
wanted to point out. Do you see my point? 

Mr. Suisuxin. Yes. I was going to come to the point that in the 
total relationship in the United States our total defense expenditure, 
projected for 1952, to the gross national product is 17.8 percent, 
whereas it is somewhere below 10 percent for the average for all of 
the NATO countries. But to make a valid comparison we have to 
consider that in terms of the actual resources, in terms of a per capita 
income, rather than total income and the total gross national product 
for each country. 

Such a comparison cannot be made readily with any validity. 

Mr. Vorys. You have to compare what the fellow has left after he 
puts in his defense money; is that not right? If the fellow was aver- 
aging $600 a year, and you take 10 percent of that, and another fellow 
in America is averaging $1,800 a year, and you take 20 percent of 
that, you have got to compare what the two fellows have left after 
their defense money is gone, in order to make a valid comparison; is 
that not true? 

Mr. SuaisHkin. The truth of the matter is, if you compare Italy 
with the United States, you must take into account the resources of 
that country that are unproductive (a) because of unemployment, 
(b) because of lack of industrial employment opportunities, and (ce) 
lack of raw materials that Italy has to have to develop those resources. 
The utilization of these resources is so great in the United States that 
& comparison made in per capita terms will show that the ability to 
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produce income of that sort is so vastly limited in Italy, in relation 
to our country, that a comparison of that kind would not be fair. 

Take Portugal, where productive activity is mostly fishing and 
agriculture, which comes back to sustain, and merely to sustain, the 
family that is a productive family. A gross national product com- 
parison for Portugal in those terms compared with a most advanced 
industrial country in which a vast part of the gross national product 
comes from machines rather than bare hands that are involved in the 
production is unfair just in those terms. 

You simply rule out the mechanization and technological advances 
of the century by making a comparison of that sort. 

I think it would be highly desirable for us to continue to discuss the 
problem through negotiations and to provide technical assistance in 
such tax reforms as may be possible, but to lay down as a condition of 
aid such a thing is to trade for a small and a questionable advantage 
the great advantage of a common defense that bas already been agreed 
upon. 

Mr. Mansrie.p. Can you tell us offhand, in round figures, just 
what the total gross national product is of the 12 NATO countries 
in Europe? 

Chairman Ricnarps. We have that. 

Mr. Mansrietp. I know; but I wondered if he could recall offhand. 

Mr. Suisuxin. I think I have the same figure as you have, 
Congressman. 

Mr. Mansrievp. It is considerably less than ours, is it not? 

Mr. SuHIsukin. Yes. 

Mr. MANsFreLp. Is it something around $175 billion? 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR 
FOR EUROPE, MUTUAL SECURITY AGENCY 


Mr. Cievetanp. For European NATO and Germany this year, it 
is $154 billion. Next year, it is estimated at $159 billion. 

Mr. Mansrrevtp. That is a good deal less than half of ours? 

Mr. CLeve.tanpb. Yes. Ours is running about $333 billion. 

Mr. Mansrietp. How much of their gross national income or 
output, on a percentage basis, are they putting into the common pot; 
$14 billion is what it amounts to, is that right? 

Mr. CLevevanp. A little over $11 billion this year; estimated is 
$14 billion next year. 

Mr. Cuatuam. For defense? 

Mr. CLeveLanpb. Yes. 

Mr. MansrFietp. How much is that, about 8 percent? 

Mr. Cieve.anp. The percentage this vear, again for NATO plus 
Germany, is 7.4 percent of GNP. 

Mr. Mansrievp. That is including Germany, which is really not a 
part of NATO. What would it be exclusive of Germany? 

Mr. CLEVELAND. 7.6, exclusive of Germany. Next year the 
corresponding figures would be 9.1 and 9.2, with the United Kingdom 
at top with 10.8, and France next with 10.7. 

Mr. Mansrietp. You have to include the fact that Austria is at 
the present time not able to assist? 

Mr. CLevevanpn. That is right. 
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Mr. MansFieLD. What would happen if Western Europe would fall 
to communism, and we withdraw; what would happen to our own 
economy? Could we live? Could we furnish all the things to our 
people that they are accustomed to? Could we keep the factories 
going? This is something that nobody wants to talk about. Is it 
a dollar-and-cents proposition, plus a defense problem? 

Mr. Satsuki. It is a shocking thing to contemplate. There are 
two things to take into account: First, in dollars-and-cents terms, are 
we going to be able to live without Europe? I think the answer is we 
will be able to live. 1 think we will be able to live on a greatly lowered 
standard. Not only that, but we will live without a prospect of im- 
proving it, because our dependence—not only direct, but also through 
roundabout trade, including all the dependent territories—is so great 
that I think that will happen. 

Secondly, I think we will have an extremely far-reaching crisis be- 
cause of our inability to get some key raw materials on which we are 
dependent. The consequence of that in our economy will be extremely 
great. But the third part of it, which I think needs to be taken into 
account, if we lose Europe, is the really crucial question: what cost 
will we have to meet in order to mount our own defenses for the 
imminent danger then of defending our own coast, because once 
Europe is lost the threat to the land territory of the United States from 
outside Communist attack will be immediate. 

Mr. Mansrie.tp. And then we will really pay taxes, and then we 
will really have to have a totalitarian regulated state in the long run; 
will we not? 

Mr. Saisuxtn. I think that is one of the greatest guaranties of the 
Mutual Security Program, at a high cost in itself but a relatively low 
cost, when you consider the vastly higher cost of failure. 

Chairman Ricuarps. Right there, to bolster the point Mr. Mans- 
field is making, as I understand it, normally, Europe gets about 30 
percent of our exports; is that right? 

Mr. Mansrietp. I would not know. 

Chairman Ricuarps. Maybe Mr. Cleveland has that. 

Mr. CLEvELAND. I do not know just what the percentage is. 

Chairman Ricuarps. I understood it was 30 now, but I was talking 
about normal times. I think that the figure is 32. 

Mr. Vorys. When we talk about ‘‘normal times’’—— 

Chairman Ricuarps. I was talking about pre-World War II. I 
understand as an area Europe got about 32 percent of the exports. 
Our industrialists over here talk a lot abeut competition. But as I 
understand it now, the European area gets about 32 percent of our 
exports. 

I would like to know what they would be getting, minus the amount 
we are sending over there in foreign aid. I just wanted to get the 
figure in the record, if I could get it. 

Mr. Vorys. Would you like to know which are the No. 1 and No. 2 
countries, the first two countries in foreign trade with the United 
States? 

Chairman Ricuarps. No, I am not interested in that so much, but 
I would like to know what would happen if Europe was cut off. It is 
the same thing as we were talking about a while ago, insofar as our 
surpluses of industrial output were concerned. I saw some figures 
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somewhere on that. I understood that that was just about the way 
it ran. 

Mr. Suisa#Kin. That is right. 

oo CxratHam. You do not mean only agricultural output, but 
other: 

Chairman Ricnarps. All exports, because the kick is coming from 
this competition in industry. As far as agriculture is concerned, they 
are interested in getting rid of our surplus, as you know. 

A lot of these fellows say, “That is all right.” But when you come 
to industrial output that provides jobs for American people, and all 
that, you are providing competition over here, yet they do not want 
to give up the export market at all. They say it is building up com- 
petition for American industry. 

I would like to hear the American Federation of Labor’s viewpoint 
on that, whether it would be beneficial to American labor to be able 
to export stuff to Europe which might provide jobs for Europeans to 
work in factories there that eat compete with our workers over 
here. You have to make a choice. It is a circle. 

My position always has been that it would be better for American 
industry to be able, through its competitive spirit and better know-how, 
to get a portion of the market in Europe and get paid for it than to 
have the whole field and have a ruined economy over there where they 
could not pay you for anything, like it is in some other places. 

Mr. SuisHkin. In the present situation, Mr. Chairman, in order to 
develop a stable export market and guarantee a return on investment, 
you have to have a climate in which the investments can flow without 
jeopardy. 

That is one of the things that is really bound up with the program 
in relation to the dependent territories, underdevelopéd territories. 

Our greatest ability is that we are primarily strong in being tool- 
makers, in machine builders, in producing mechanical things that are 
needed for the development of those areas, that will create huge 
potential future markets. 

Once the momentum is established, then the risk capital will flow 
out there in order to aid that. But it is the problem of getting it off 
dead center, of providing the future possibility of growth with which 
both the people living there and ourselves can share. That makes a 
crucial point in that whole situation. 

So, it is not only continental Europe alone, it is all the areas that are 
intimately tied up with it. 

Chairman Ricnarps. It is all a question of dollar exchange, and 
unless they can sell here they certainly cannot buy, and there you are. 

’ Mr. Suisaxrn. But under the terms of multilateral trade, Europe 
itself, as far as trade with Europe itself is concerned, it involves not 
only our direct relationship with European countries alone, but it 
involves a much broader context of international trade. 

One of the things that I felt, and I am speaking personally now, in 
the effort for economic unification of Europe, that was, I think, 
overstated, and perhaps at least there was an exaggerated view of it, 
that that was the benefits of European economic cooperation within 
the European terms are great, but the European countries find it even 
more important to be in a sound trade relationship within the broader 
framework of the Atlantic community, to develop a sound trade 
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relationship across the Atlantic, and only then will their cooperation 
gain real meaning. 

Norway is more interested in trade across the Atlantic than trade 
with Italy and Greece. In terms of those relationships the multi- 
lateral character of the trade has to be taken into account to find an 
answer to the situation. 

Mr. Vorys. Britain just simply will not play with the unification 
of Europe. Britain has gotten $37 billion from us and is again down 
this year to get the most economic aid of any country. They like to 
trade with us. But we have paid the most for their trade. It is 
again proposed this year that we pay the most for theirs. That is the 
perplexing thing. 

Mr. Cuatuam. $37 billion since when—inecluding our war effort? 

Mr. Vorys. Yes. Divide it any way you please, from 1940 up to 
about now. 

Mr. Cuarnam. How much has it been since the war, John? 

Mr. Vorys. According to the United States Department of Com- 
merce they have gotten-—— 

Chairman Ricuarps. And Britain contributes the most to the 
defense of Western Europe. 

Mr. Cuatrnuam. More than all the otbers, according to the testimony 
we have had here. 

Mr. Vorys. No, it is not broken down here by countries. I have 
it here. Britain has gotten $6,861 million in the postwar period. 

Mr. Cuatuam. That is what | wanted to go into. 

Mr. Vorys. The net is $6,127 million. 

Mr. SutsHxin. In other words, the $30 billion figure is mostly lend- 
lease. 

Mr. Vorys. A great deal of it. 

Mr. Cuatuam. $31 billion is during the war? 

Mr. Vorys. Yes. The point I was trying to make was, that to him 
that hath shall be given. 

The British who have almost the next highest standard of living of 
the NATO countries, next to ours, I think the Scandinavians are a 
little bit ahead, the British who will not go in with the unification of 
Europe but wish to have their own position and trade with us, for 
them we are again asked to put up about a half billion of economic aid. 
The question arises as to how long that is going to satisfy both ways. 

Mr. SuisHKin. | think as Chairman Richards pointed out, Britain 
does contribute most of the total defense. Even though she is not a 
part of the European defense community, she is in a position com- 
parable to ours, in that their own contribution and their own armed 
forces will act in unison with our own and with those of the European 
defense community. 

It is a trying problem, Mr. Vorys. I have felt in my experience 
in Europe that the British could have taken much greater initiative 
at the very beginning of the European reconstruction program than 
they did. I think that they missed an opportunity. But there are 
many political considerations involved. 

I think that in one sense it possibly was to the good, and that is 
that one of the things that has proved to be a true miracle in Western 
Europe, and that was the miracle of agreement on basic principles. 

The one thing for which the Kremlin has been hoping for all these 
years is that there will be a fundamental visible quarrel among the 
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free countries of Europe. The political implications of the relation- 
ship are such, against the background of great sensitivity, of rising 
pressures of nationalism, a great yearning for the preservation of 
sovereignties in this, that to resolve this with all the overtones of 
the British relationship across the channel would probably have been 
more difficult if the British initiative had been substantially greater. 

I am not saying that the British should not come into a more inti- 
mate relationship. But I am saying that how this is accomplished 
and in what terms is the really serious question. | think, for example, 
that the Schuman plan and the participation of the British in it can 
be worked out, not immediately, but over a period of time. 

1 think the prospects for that are good. But the economic realities 
of the situation are such that if it had been forced upon the British 
people themselves at the very immediate initiation of the Schuman plan, 
I think the consequences would have been negative and the task 
would have been set back. 

Mr. Vorys. You do not mean economic, you mean political? 

Mr. SaisHkin. I mean both, political and economic. If you take 
the Schuman plan’s community, as an area of trading, the major dis- 
parities would have arisen in the overseas relationships of the Schu- 
mania’s markets and the disparities and standards, as you have pointed 
out, in terms of the standard of living. 

As to the standard of living of the workers, once you include the 
British miners into that plan, the whole concept of equalization will 
be under a terrific strain. 

I say those are technicalities, and I hope they will be in time worked 
out. But the practical application of unification in terms of specific 
industries, first, coal and steel, and perhaps others later, is something 
quite different than unification and integration merely in terms of 
removal of quota restrictions. 

This is the real approach to economic integration. 

Mr. Chairman, I wanted, in conclusion, just to make one additional 
point, which we feel is an important one to bring to your attention. 

We have in the American Federation of Labor, as you know, not 
only a concern in the international problems confronting us, but also, 
a desire to make the maximum contribution in our own voluntary 
trade-union terms. We have a staff in Europe, our European repre- 
sentative, Mr. Irving Brown, who has been representing us in Europe. 
We have representatives elsewhere who go on assignments to other 
parts of the world. 

We have been in a position to provide direct aid and assistance from 
our trade-unions. and supported directly by the members of organized 
labor in this country, to the trade-union movements abroad. 

We feel that this kind of a relationship, which also taxes propor- 
tionately more heavily the trade-union movement in the United 
States than before, is a matter of urgent necessity. We feel what 
we can do at a critical time to help give a lift to the free trade-union 
movement, will be of transcendent importance in the future. 

Today you have in Germany, for example, the largest free trade- 
union movement anywhere. You have a movement in Western 
Germany with a membership in excess of 6 million in a country whose 
population is 45 or 48 million. It is a unified movement. 

It never before was unified. It was always divided before between 
the Socialist and the Christian Federation. You have a movement 
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which has within Germany been working in economic terms and has 
been dedicated to the very principles to which our trade-union move- 
ment has been devoted also. It has been a movement which sup- 
ported the Marshall plan aid, supported the principles of reconstruc- 
tion, supported the principles of European reintegration, supported 
the principles of the North Atlantic Treaty Organization. 

Since the war, German labor went through a critical period of time. 
I remember the days in which we were getting a cold reception from 
our own occupation authorities as to the few dollars that might be 
necessary in order to provide the foundation for this effort. At that 
time the American Federation of Labor’s affiliates themselves, from 
their own resources and from the resources of their affiliates, have 
been in a position to provide typewriters, mimeograph machines and 
the very simple essentials of just conducting an organization, that 
was given to our fraternal trade-unionist friends in Germany, so that 
they could do the job of self-organization on their own without any 
influence or interference whatsoever of any American or outsider. 

I think the very fact that: that movement is completely self-reliant, 
that it is completely democratic, provides us with a great hope for 
its future strength and its contribution to the kind of a job that needs 
to be done in Europe. 

Mr. Vorys. Mr. Shishkin, before you finish, if you are in a position 
to do so, could you tell the committee of some of the activities of the 
AFL in the Far East with reference to China? I have heard from some 
of your officials about that. I do not know whether it is a matter that 
should be put into the record. But I was extremely interested in some 
of the activities out there. 

Mr. Suaisuxkin. If I may, Mr. Vorys, I would like to say, we have, 
in addition to our representatives abroad a free trade-union com- 
mittee which has devoted its efforts to this problem. It is an AFL 
unit which has grown out of the work by the Labor League for Human 
Rights both here and abroad, for relief, rehabilitation, welfare, and 
health for our fellow trade-unionists. 

The Free Trade-Union Committee and its representatives have 
been in very close touch with the situation in Asia. They have 
provided a basis for a relationship and an understanding which I 
think will go beyond the present very limited phase. We hope to 
achieve a kind of regeneration of the free trade-union movement as 
well as growth. We had representatives at our convention of the free 
trade-union movement in China which are now in exile which has 
underground workers on the continent of China. That is a very 
important factor. 

There is a tremendous reservoir of resistance against Communist 
oppression within China, as there is behind the iron curtain in the 
west as well as in the east. 

One of the things we have to recognize is that some of the affirma- 
tive steps we can take here, if they are put in terms of not only defense 
but a positive approach, a positive program, an aggressive program 
of the sort, will strengthen us immensely in the terms of the kind of 
response that will come from the other side of the iron curtain. 

We are not forgetful of the fact that there are millions of people who 
have an immediate aspiration toward their own self-liberation. They 
hope not of peace through a war, not of peace through the kind of 
appeasing consent through diplomacy, not a peace that accepts the 
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inevitability of the loss of liberties, but a peace based on freedom 
regained. That is their hope. These people who have had before 
them a great tradition, a great tradition of self-government and 
liberty and aspirations for these things over generations, have been 
inspired by our example. To them our American spirit means the 
spirit of 1776, the spirit of independence against oppressive rule, and 
that spirit they are there to apply against the oppressive rule of the 
Kremlin today. : 

This is one of the fundamental elements in the program we ought not 
to overlook. To them we are the source of hope and the source of the 
kind of revolution they are thinking of. 

I appreciate very much, Mr. Chairman, the opportunity to present 
this statement. 

Chairman Ricuarps. That is a very fine statement, Mr. Shishkin. 
Mr. Chatham. 

Mr. Cuarnam. How many members are there of the American 
Federation of Labor in this country? 

Mr. SuxrsHKkin. 8,000,000. That includes our membership in 
Canada. We have about 7,800,000 in the United States. 

Mr. Cuatuam. It is strange and remarkable to me, Mr. Chairman, 
and it is not because I have known Mr. Shishkin for many years, 
that the American Federation of Labor backs this long-range program 
knowing it means more taxes and that the taxes always bear heaviest 
on the lowest-income groups, that they have the farsightedness to 
see the impact of this program on not only our own security but on 
the peace of the world. 

It certainly is heartening to see this great organization stand 
behind this project in principle. I must say from my own experience 
on this committee that they are better informed, Mr. Shishkin is 
better informed and has a better viewpoint than anybody who has 
come here from the Chamber of Commerce of the United States. 
They were picked up on those statements about the mile-long railroad 
station and the coal imports. 

They have the best information and the best view of this thing 
from the national viewpoint of anybody who has come here. 

I first knew Mr. Shishkin many years ago in the Wage and Hour 
Board. It was in the early 1930’s. Around 20 years ago. He at 
that time had a great grasp of the economy of not only the Nation 
but the world. 

It is fine to me that this great labor organization is standing up 
and fighting for this cause, although the present impact of taxes 
hits that group hardest. They are willing to make the sacrifice 
because they are fighting for a principle. Thank you, Mr. Shishkin. 

Mr. Suisun. I greatly appreciate the statement, Congress nan. 
I would like to say that one of the things we are very hopeful to 
accomplish is to bring to the understanding of all Americans one simple 
fact, that our failure to meet this cost now will mean much greater 
cost later. 

Mr. Cuarnam. There are very few people who understand that, 
Just the figures brought out by you and Mr. Mansfield are very, very 
valuable. 

Chairman Ricuarps. Are there any other questions? 

Mr. Mansrievp. I just want to join with my colleagues in thanking 
Mr. Shishkin for his able presentation. 
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1 think when we get right down to it and compare this testimony 
with the testimony put out by the United States Chamber of Com- 
merce, it is like a breath of fresh air. 

There is room for real truth, but there is no room for propaganda 
in a proposition of this kind. Those people, of all people, should 
have known that was not a true story and how it would affect them, 
because this is not a matter of dollars and cents. As I see it, it is a 
matter of our survival. 

Mr. Suisaxin. That is right. 

Mr. MansFIieE.p. This is no penny-ante game. We are in this for 
keeps. I am delighted that Mr. Shishkin came here today and gave 
his excellent testimony. 

Mr. Vorys. You know, Mr. Shishkin, when you appear here you 
usually wind up by getting something out of us, but we get something 
out of you, too. 

Mr. SaisHkin. You are very generous. 

Chairman Ricuarps. Thank you very much, Mr. Shishkin. 

(Whereupon, at 4 p. m., the committee went into executive session.) 
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Chairman Ricuarps. Mr. Cleveland, I believe you had _ better 
state for the record what point had been reached in your testimony 
when we recessed the other day. 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR 
FOR EUROPE, MUTUAL SECURITY AGENCY 


Mr. CLeveLanp. Mr. Chairman, you will remember we did spend 
some time on both the military and the economic aspects of the For- 
mosa program in title III. General Olmsted covered the rest of title 
III in his testimony on the military assistance, and then it was de- 
cided we would go on to title 1V and finish that up on the military 
side before coming back to title III of the economic. 

I take it our problem here this morning, then, is to finish off those 
parts of title 111, for which on the economic side the Mutual Security 
Agency has the administrative responsibility. 

Chairme 1 Rickarps. You had { aished Formos? 

Mr. Cuevetann. Yes. The remaining countries involved are 
Indochina, the Philippines, Indonesia, Thailand, and Burma. 

Chairman Ricuarps. I wish vou would take them up. We are not 
going back to Formosa. 

Mr. CLEVELAND. Mr. Chairman, I will call attention again to this 
blue book entitled ““U. S. Technical and Economic Assistance in the 
Far East.” 

You will recall this was submitted for the record, as I understand, 
in its entirety, the last time we were together here. 

Again, I think I will not refer in great detail to the country material 
unless you want to go into it orally, because a good deal of it is included 
in the statement itself, and will be available for the record. 

What I would like to do, Mr. Chairman, is two things this morning. 
One I would like to refer to the objectives of United States economic 
aad technical assistance in this area, and to some of the examples of 
how it is working and how far along we are. Secondly, 1 would ti -¢ 
to take at least one country as an example of the work. 

My suggestion for that would be Burma, and I suggest it mi ht be 
useful to hear from one man from the Burma mission, Mr. Otto K. 
Hunerwadel, who is with us here today, and I think is a liviag example 
of the grass-roots character of the operation. 
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Chairman Ricwarps. Do your figures for that area clearly set 
forth how much economic aid you require for each one of those 
countries, as distinguished from point 4? 

Mr. CLEVELAND. Yes, sir. There is no problem about distinguish- 
ing it from point 4 in the sense that the point 4 administration 
does not operate in these countries that I have mentioned. 

Chairman Ricuarps. I am talking about the countries where they 
do operate together. You are right on that. 

Mr. CLeveLanp. There are no countries where they do operate 
together. 

Mr. Vorys. I wonder if the chairman was speaking—he says 
“point 4’’—of technical assistance as opposed to economic aid 
through furnishing materials, and so forth? 

Chairman Ricuarps. That is really what I meant, technical 
assistance in the technical assistance program. I understand our 
staff had a good deal of trouble finding out what part of it was for 
assistance and what part of it was for other items. 

Mr. Vorys. In the study our staff has made, and the committee 
has been able to make so far, we find a whole lot of economic aid 
listed under technical assistance, and we understand that in the $258 
million, or whatever it is, of economic aid, defense support, whatever 
you call it, for title II] there is a good bit of technical assistance. 

Chairman Ricuarps. As a matter of fact, that would more properly 
be brought up when the point 4 witnesses come here. They will 
testify right after you do. In the particular area you are talking 
about there is no technical assistance? 

Mr. CLevELAND. In the particular areas that I am talking about, 
with the exception of some of the stabilization and military support 
activities in Formosa and Indochina, the character of the programs is 
similar to the character of the programs under the Act for Inter- 
national Development. 

These programs, however, are administered under a different basic 
authority, the Economic Cooperation Act. They have been, for the 
most part, going longer. I will refer in a moment to the legislative 
history, briefly. 

They do include both the provision of technical services and the 
provision of some supplies and equipment to make their technical 
assistance effective. 

Chairman Ricuarps. We had trouble last year with the technical 
assistance. Also we had trouble about the interwoven nature of the 
administration, where they had just straight-out economic assistance 
programs, and also technical assistance. . 

Mr. CLEVELAND. Last year, Mr. Chairman, there was a monu- 
mental confusion on the subject. It has, I think, been wholly straight- 
ened out by the appointment of Mr. Harriman, and the decisions he 
has made since his appointment in his capacity as a coordinator of 
all the aid programs. 

He has decided on what Mr. Wood referred to the other day as the 
“one-country, one-agency principle.” 

There is no country in which Technical Cooperation Administration 
and the Mutual Security Agency both operate. So the position is 
that in Formosa, for example, which we referred to the other day, 
those aspects of the Formosa program which are akin to a point 4 
kind of program—for example the work of the Joint Commission on 
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Rural Reconstruction there—are administered by the Mutual Security 
Agency, which also administers the economic stabilization and direct 
military-support activities on the island. 

In India, the Technical Cooperation Administration does the whole 
job, and there is no military connected to that part of the program. 
rhe reason for the Mutual Security Agency operating in the southeast 
Asian area, as Mr. Wood brought out the other day, is precisely 
because there are military programs in most of the countries, and the 
whole area is under so imminent a threat from both internal subversion 
and aggression from Communist China, it is felt necessary to have in 
there a type of organization that has experience in working pretty 
directly with military matters. 

Mr. Jupp. You are speaking now of what country? 

Mr. CLeve ann. Of the southeast Asia area, Formosa, Indochina, 
the Philippines, Thailand, Burma, and Indonesia, which is the area 
under discussion here this morning, referred to in this blue book. 

Chairman Ricuarps. Will you go ahead, sir, and take up that 
problem? 

Mr. Cievetanp. The basic problem in the area is familiar to you. 
The countries are all very nationalistic, but all but one of the areas we 
are concerned with are newly independent, were colonies only a few 
years ago. The governments, but and large, are not strong in their 
ability to govern effectively. They lack the technicians to bring the 
government programs that they are engaged in to a successful con- 
clusion. 

(Viscussion off the record.) 

Mr. Cievevanp. This is the kind of proportion of technicians to the 
size of the problem that really exists throughout the area. At the 
same time, in the area there is a tremendous surge of demand for 
economic change, what we have called a revolution of rising expecta- 
tions, a feeling that the success of the nationalist movement in pro- 
ducing political independence should also be almost automatically 
successful in producing rapid economic development and _ rising 
standards of living. 

These economic changes obviously must and will come much more 
slowly than the political ones have recently come. But there is a 
rising tide of demand for speed on the economic side. 

If we had no general security problem in the world, if there were no 
Kremlin aggressive drive in the world, probably the United States 
Government would decide to do something along the lines of helping 
to bring about this economic change, on the one hand, and do some- 
thing about the lack of technicians and know-how, on the other, but 
that something would be at a relatively slow pace. Something might 
be done over 20 or 25 or 50 years. 

The problem is that there is an aggressive drive by the Kremlin in 
that area. As a result it is necessary—in order to enable these Asian 
governments, in the countries that I am speaking of, to survive as 
independent governments—it is necessary to enable them to make 
much more rapid progress in the meeting of rising expectations than 
would be possible without assistance from us. 

The kind of assistance involved is the only kind that really meets 
the problem. It is a combination of technical services and materials 
and equipment, which is really necessary if the technical services are 
going to make any sense. You do not send an agricultural man in 
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who says, “What you people need is a good irrigation system,” and 
files a report of that in the capital city and goes away. That gets 
you nowhere. But the demonstration, catalytic kind of operations 
that are involved here can be very important indeed. 

If you demonstrate, as has been shown over the last few months, 
in an area of Indonesia that was completely depopulated during the 
war because the program of mosquito control had broken down, that 
by the application of $10,000 worth of DDT and some sprayers you 
can eliminate malaria and thus put the land into cultivation again 
and get people back operating on 10,000 acres of land and produce 
nearly half a million dollars’ worth of rice a year from this new land, 
this is a demonstration activity that will cause the Indonesian Govy- 
ernment to start a much larger program along the lines of the small 
demonstration that has been carried on with our assistance. 

The anti-Communist character of this operation, I think, can best 
be dramatized by referring to a statement that this fellow Pomeroy, 
who was captured, you remembre, the other day, a renegade American 
who had joined up with the Huks, made when he was captured. 

He complained that the ECA, as it is still known in the Philippines, 
is “hampering the Huks’ effort to win civilians to our side’’—‘‘our”’ 
being the Huks’ side, from his standpoint. 

He refers to the fact that ECA and the EDCOR—which is the 
Economic Development Corporation, a resettlement scheme for the 
Huks, which was started by Magsaysay, Minister of Defense in the 
Philippines—‘‘are the most effective weapons being used by the 
United States and the Philippines to undermine the Communist and 
Huk development in the Philippines.” 

This is a testimonial that we have not expected to receive, but it 
obviously comes from an excellent source. It indicates the effective- 
ness of this kind of program in helping to settle down the internal- 
security situation in that part of the world. : 

You will remember that this program got started as a result of the 
initiative primarily in this committee and the Senate Foreign Rela- 
tions Committee in the spring of 1950. 

The China Aid Act of 1948 had authorized funds, and there was 
appropriated under it $275 million to be available for operations in 
China. A part of that was still available when the Communists 
moved in and eventually took over the mainland of China. After a 
couple of postponements of the deadline for ending the China opera- 
tion, there was finally included in the Foreign Assistance Act of 1950 
a special title for what was then called the general area of China. 

This made funds available for countries in the vicinity of China and 
provided also that at least $40 million of the remaining China funds 
had to be spent in Formosa. As a result of this, in the fiscal year 
1951, $157.1 million was in fact made available for operations in the 
whole of this Far East and southeast Asia area, including Formosa 
and the other five countries I have mentioned. 

The $157.1 million was partly as a result of the Foreign Assistance 
Act of 1950 and partly as a result of the authorization in early 1951 
to use not more than 3 percent of the European recovery program 
funds for the prosecution of these programs in the Far East. 

Last year there was made available a total of $166.7 million for the 
same countries. This year the propcsel is for $258 million. 
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Mr. Vorys. While you are going over this generally, I note on page 
10 of this blue book 795 technical experts are supposed to be sent to 
these countries in fiscal year 1953 plus about 50 specialists on mission 
staffs. 

Mr. Cievetanp. That is right. 

Mr. Vorys. Public administration, for instance, has 138 in there. 
I wondered how many of those would you estimate would be carried 
on the rolls for the purpose of taking Mr. Justice Douglas’ revolu- 
tionary message into those countries? Does that state our policy, or 
does it not? 

Mr. CLeveLaAnp. I think, in the form which he stated it, it does not 
state the policy we are now pursuing. 

But there is a sense in which the impact of United States assistance 
and ideas in this area is truly revolutionary. I think, for example, 
that the difference between what happened on the mainland of China, 
on the one hand, and what happened in Formosa can be attributed in 
part to the fact that the land-tenure reform problem was really 
tackled on Formosa, and m China it was tackled much too late, at 
the beginning of the work of the Joint Commission on Rural Recon- 
struction. 

I think we have to be aware, in these areas, not only of the pro- 
duction problem but also the problem of the distribution of the 
product because that is what the people themselves are especially 
interested in. 

That is a revolutionary doctrine compared to what they have had. 

Mr. Jupp. Mr. Chairman, sometime, for the record, or furnished 
to me privately, I would like to have a breakdown of how that $275 
million that we appropriated in 1948 for economic aid to China 
actually was expended, for what purposes, and the dates thereof. 

I know about half of it, or a little more, was spent in the first vear. 
The rest was divided up in several lots, some for Chinese student aid 
in this country, some of it for relief in Red China which they would 
not allow to be used. Some got over into the so-called general area 
of China; is that not right? 

Mr. CLeve.ann. That is right. I can give you offhand one or 
two of the figures, and I will give you a table. 

Mr. Jupp. I wish you would. The general public thinks that the 
Chinese got $275 million right then in 1948. You and I know that 
they did not get anything of the sort. 

(The information referred to is as follows:) 


Use of funds appropriated under the Foreign Aid Act of 1949 for economic aid to 


China 
Millions 
Total funds made available ___- ioe ees lle Jas $275. 0 
Obligated for China program (including Formosa) by June 4, 1950!__... 174. 1 
Transferred to Department of State for aid to Chinese students in United 
States re boston ainuée aaa ban ods 6 : : 10. 0 
Voluntary freight shipments _. at ake Ot SS. 0 a ee pe ae a 
ES AIT SLIT ae Ce ee 1.4 
Used for United States aid programs to China (Formosa) and southeast 
SN In. oie niet m sien oe pile! + En. yaad ll aly Siti 89. 3 


1 Excludes adjustments to obligations. Includes about $27.3 million obligations for Formosa. 
Mr. CLeveLanp. Actually, the part that was applied to the whole 
China operation prior to fiscal 1951 was about $175 million out of 
the $275 million. 
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Mr. Jupp. In 2 years. 

Mr. CLevetanp. The rest of it, a little over $100 million, was made 
available for Formosa and the general area, plus the Chinese students 
and one or two other purposes. 

Mr. Jupp. The end of fiscal 1948 and fiscal 1949 and fiscal 1950. 
So it is a little over 2 years? 

Mr. CLevetanp. Yes. If I might refer here to page 6, which has 
three charts at the top, you will see at a glance, rather more clearly 
than by my just reading off the figures, the distribution of these 
three annual amounts, $157.1 million, $166.5 million, and $258 million, 
among the country programs. 

I would like to draw attention particularly to the reason why this 
year’s fund is substantially more than last year’s fund. 

This vear you will notice there is $70 million in this so-called 
economic and technical assistance program for direct military support. 
This amount is for the purchase of what are called common-use items, 
civilian-type items which are directly for use by the military in Indo- 
china and in Formosa, $35 million for direct military support in each 
country for that purpose. 

An illustration of that purpose is aviation gasoline and lower grades 
of gasoline, also, for motor vehicles. In addition, there is this year in 
this fund $13 million for the basic materials development fund, which 
previously has been considered as a part of title I. Although it was 
usable in the whole world, it has now been divided up, and in title ITT, 
the southeast Asia part of that, is $13 million. That is unallocated by 
countries at this time. So that the $70 million military plus the $13 
million, $83 million of the $258 million are for these special and addi- 
tional purposes. 

If you subtract that out of the $258 million, you get $175 million 
against a comparable figure, net, of the direct military support, for 
the current fiseal year of $153.8 million. 

That, I think, gives a fair comparison of the size of the program this 
vear and next year. 

Mr. Vorys. Would direct military support be comparable to the 
defense-support figure in title 1? 

Mr. CLEVELAND. No, sir; it is a relatively different kind of program. 
These are materials that are brought in directly for the use of military 
forces in those areas, including cotton for making uniforms, gasoline, 
and some hardware items that are just short of being weapons, repair 
facilities for ports, materials for airfield construction, communications 
equipment—two-way radios for communications in Indochina where 
the Viet Minh will cut anything along the ground, so radio is the best 
way to communicate. 

It is that kind of thing, directly for military use. It is not the sup- 
port of an entire economy which is making on its own a substantial 
military expenditure. 

Mr. Jupp. It is comparable more to our end-item program. 

Mr. CLEVELAND. It is a tail end of the end-item program, really. 

Mr. Vorys. Could you compare the $258 million to the $1.8 
billion as being defense support? 

Mr. CLEVELAND. No, sir; this is a different concept, because the 
military problem in the area is so different. 

Mr. Jupp. The $258 million compares to the total, $4 billion plus 
the $1.4 billion? 
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Mr. Vorys. No. 

Mr. CLevetanp. The $258 plus the military assistance for that 
area is the comparable figure there. What it amounts to is that in 
this case certain items which, if they were sent at all to Europe, 
might be sent in the end-item program, in this case are in the economic 
program. But in the European program it is not really necessary 
for the United States to provide such items, because Europe is an 
industrial economy and by and large makes that kind of stuff for 
itself if the European countries are able to lay their hands on sufficient 
raw materials with our defense support. 

(Whereupon, at 11:35 a. m., the committee went into open session 
and at 11:55 a. m., resumed executive session. 

Chairman Ricwaxps. Mr. Cleveland, will you resume your testi- 
mony. 

Mr. CLeveLtanp. Mr. Chairman, we were referring to these three 
charts. I had indicated the reasons for the increase in the total 
figure from last vear to this vear. 

As you will notice, the Formosa program is by far the largest, 
taking up nearly half the total fund that is involved here, or $115 
million, including the direct military support figure. 

The Indochina program is the second largest, $65 million, of which 
more than half, $35 million, has this military support character, $32 
million for the Philippines, $18 million for Burma, $8 million for 
Indonesia, and $7 million for Thailand. 

These, of course, are as always illustrative figures in the sense that 
they do not represent commitments from anybody or to anybody. 
They are, however, worked out very carefully by the Mutual Security 
Agency missions in each of the countries, working quite closely with 
the countries. 

They are based on specific project-by-project analysis of what can 
be done and should be done consistent with the purposes of this act. 

The objective of the program, as a whole, is summarized on page 5. 
In a sentence it is to help the countries in this area build the economic 
foundations of their existence as independent nations. This means 
a number of things. It means strong, stable governments, able to 
carry out the essential government functions that people expect of a 
government in the middle of the twentieth century, and to command 
popular support—in effect, to create a duct or channel through which 
tangible benefits can come from the government to its people, and 
lovalty can come from the people to the government. 

It means supporting the build-up of the military and internal 
security forces which General Olmsted mentioned the other day. 

It means tangible economic progress, more importantly production 
of food than any one other thing. It means closer ties of friendship 
and moral support, linking these countries together with us, and it 
means help in the development and export of basic materials needed 
by the rest of the free world in the common effort. 

We base our programs on certain operating principles which, I 
think will be of interest and which are the result of experience in the 
field over the last few years; experience in China previously and exper- 
ience in these other countries. 

In the first place, we try to make sure that every program is con- 
ceived as a total country program; that it is not just a project here 
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and a project there, but a number of projects which fit into some plan 
which the government of the country itself is putting together and is 
trying to carry forward, a plan of economic development for these 
purposes that I have just mentioned. 

For this purpose we assist countries not only on specific projects 
but also in their economic development planning. In these countries, 
in Formosa, Indonesia and in Burma, we are assisting the Govern- 
ments to hire private engineering firms which go in there to assist 
both in coordinating engineering construction activities and also in 
central development planning. 

The second principle is that we try always to have joint working 
arrangements. We have referred previously to what we call the 
“principle of jointness’’ which is illustrated in the case where there 
has been the most experience with it, in the Joint Commission on 
Rural Reconstruction in China. 

We always try to have an arrangement for an opposite-number 
organization in the government which we deal with. 

Mr. Vorys. At this point, you talk about what the JCRR accom- 
plished in land reform. They could not do anything about land re- 
form except through the cooperation of the Chinese Government: is 
that not true? 

Mr. CLevELAND. That is correct. It was they that solicited and 
secured the cooperation of the Chinese Government, both the National 
Government and the provincial government of Formosa in carrying 
that forward, and they also helped to pay for some of the enforcement 
activities connected with it. 

Mr. Vorys. Land reform and minimum wages, the strengthening of 
free trade-union movements could not be done except under the aus 
pices of the Government; is that not right? 

Mr. CLevELAND. That is correct. 

Mr. Vorys. I am coming back to Justice Douglas’ proposal that we 
should send revolutionists into all of these countries. Do you plan, 
or is there in this program, any people that are to be employed by our 
Government to go in and agitate for land reform, minimum wages, the 
strengthening of free trade-union movements in countries where the 
present governments are hostile or opposed to these principles? 

Mr. CLevELAND. There are people in this program to help govern- 
ments that are themselves trying to develop, with our assistance and 
support, programs of land reform, minimum-wage legislation, and so 
on, to develop those programs and to make sure they are technically 
sound. Let me give you an example. You are probably familiar 
with the history of the Bell report and Quirino-Foster Agreement on 
the Philippines. 

There you had a mission that went over at the request of the Philip- 
pine Government, representing the United States Government, sent 
out by the President. It made a number of recommendations, includ- 
ing recommendations for resettlement activities on Mindanao to help 
drain off the population pressure on Luzon, which was one of the 
contributing factors to the Huk movement. 

They recommended fiscal reforms and they recommended minimum- 
wage legislation. In the agreement arrived at between President 
Quirino and Mr. Foster, when he was sent out there by the President, 
it was provided that, until the minimum-wage legislation and the 
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legislation on increasing taxes went through, it would not really be 
possible for the aid program to start. 

Under the stimulus of this agreement, the Philippine Government 
did submit to its Congress, and its Congress did approve, a really 
remarkable increase in tax revenues, which was expected to be 70 
percent of the base at the time, and now turns out to have been about 
a 100-percent increase in taxes, from 2 years ago. 

A piece of minimum-wage legislation was passed so that some agri- 
cultural laborers for the first time were covered by regulation on that 
— Resettlement activities were started in Mindanao and so 
orth. 

Most of this had started before a dime of economic and technical 
assistance had in fact been made available. The first people that we 
sent to the Philippines were a tax expert, a minimum-wage expert, 
and people to start in on the development of an agricultural program 
and, to some extent, a resettlement program. 

In that sense, we are helping governments to bring about reforms 
that their people believe are due. But our purpose is certainly not 
to go out and subvert governments. 

Mr. Jupp. Coming back to this land-tenure reform, you said that 
we solicited and secured the cooperation of the Chinese Government, 
and so forth. I do not think that is quite right. Rather, we assisted 
and cooperated with them in programs that they had been trying to 
carry out for a long time. What they lacked was not the desire or 
the recognition that such programs were necessary, but the practical 
knowledge of how to do it. Dr. Moyer testified before this com- 
mittee that that was our great contribution; that we showed them 
how to do the job and put Americans alongside their people to work 
with them. They had started such efforts way back in 1931 and 1932 
down in Lichuan, Kiangsi, 120 miles from where I was in Tukien. 
Hundreds of students left the colleges to try to develop a sounder 
rural society and economy. The experiment was abortive because 
they did not know how to do it. They tried to go too far too fast. 
It was in an area which the Communists occupied and ruined and it 
was still under military threat. You cannot carry on much reform 
when the Reds are overrunning you. 

The Chinese Government had a sound concept. It was not one of 
wider land distribution as the Communists talked about, because 
that was always a phoney, although it intrigued the intellectuals in 
this country. The problem was better land utilization. You cannot 
eat land. You eat grain. The problem was how to use the land 
more efficiently to produce more grain which then should be more 
equitably distributed, rather than more equitably distributing the 
land, when there is not enough to go around, dividing it up into 
such tiny fields that they could not use it properly. 

That has always been the Chinese Government’s objective, a 
program of better land utilization. To expand rural credit, its leaders 
established the Farmers’ Bank, and so on. But they failed (1) 
because, as I said, they did not have enough people who knew how 
to carry out the program, and (2) they were involved in two long, 
exhausting wars, one with the Communists and one with the Japanese. 
You cannot carry on much reform under those circumstances. 
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I do not think it is quite fair to say that we went out with the 
ideas. We did not go out with the ideas, we assisted them With the 
ideas they already had. 

Mr. CLeveLanp. They, of course, had the idea many years before. 
Most of the land-reform legislation which has been put in practice 
had been on the books for 15 or 20 years. The JCRK contribution, 
I think, was first of know-how and second of working with the pro- 
vincial governments to persuade them, if you will, of the importance 
of enforcing these reform laws. 

That was not done, as you know, Dr. Judd, primarily by the Ameri- 
cans; that was the principle of jointness operating. That was the 
Chinese members discussing the matter with the Provincial govern- 
ment and finding a practical way to carry out this whole program. 

Chairman Ricuarps. The thing that bothers me about this figure is 
that vou have title II shown as $1.19 billion. We have a pretty sound 
basis in the testimony of how they arrived at their conclusions in title 
I, military end-items and defense support, and all of that. I can see 
how in title II you could commit some definite program after consulta- 
tion with a Government like the Philippines. 

But these other things, do you care to say any more on how, gen- 
erally speaking, you arrived at these things; what kind of consultations 
you had, and so forth and so on? 

Mr. CLeveLaNnp. Yes, indeed, sir. We have spent several weeks’ 
testimony on title I. Our problem is to abbreviate the title III dis- 
cussion in order to get it before the committee in the time available. 

Consultation takes the form of an American mission operating in the 
capital of the country concerned, in the capital of each one of these 
countries. In each southeast Asian country these is a Special Tech- 
nical and Economic Mission, as it is called. These missions work from 
day to day with the economic ministries involved. They also have 
technical people operating out in the Provinces of the country. For 
example, Mr. Hunerwadel, whom I referred to earlier, is agricultural 
adviser to the Shan States in Burma, which constitute a semi- 
autonomous state tied into the Government of the Union of Burma. 

Mr. Lanuam. Could I ask a question right there? 

Chairman Ricuarps. Yes. 

Mr. Lannam. Have we sent those missions at our own initiative, 
or have they asked that we send these missions to do this work? 

Mr. CLevetanp. In each case they have asked, and, in fact, the 
work is carried on under the terms of a bilateral agreement which both 
. governments sign. 

Chairman Ricuarps. These countries in title I, for instance, said 
that they need so-and-so? This was just to scratch the surface of the 
needs? But the boiling down of how much money you would need 
for projects that you think would be helpful, that is practically done 
by the United States officials; is that not right? 

Mr. CLeveLAND. You mean, in this area? 

Chairman Ricuarps. Yes. 

Mr. CLEVELAND. Yes. It is done primarily by these field missions, 
who are able to have a good judgment because they have technical 
people on the ground in order to say what can practically be done. 

We tried to avoid the difficulties that have come up in some earlier 
programs of sending a lot of stuff to a country and then trying to figure 
out what to do with it. We try to make sure that all the institutional 
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and other arrangements are made—for example, that an agricultural 
extension service exists before it is expected to distribute fertilizer or 
set up a seed multiplication station, or whatever. 

This program is the result of a detailed project-by-project analysis 
of that kind whereby the final figure is arrived at. 

We have submitted, Mr. Chairman, to your staff this book here, 
which is a project-by-project summary for each country of what the 
program consists of at this moment. This is not just the result of 
some people in Washington looking at the situation and dreaming up 
some figures. This is the result of detailed consultations in each 
country. 

This program is far enough along now so that our missions have been 
in the field for a while and have a very detailed knowledge of the 
economy of each country. 

Chairman Ricwarps. It is not far enough along to be sure that you 
have agreement with these countries on this basis? 

Mr. CLEVELAND. We have an agreement with the country. 

Chairman Ricuarps. In all of them? 

Mr. Cievetanp. In each of these countries. Each of the pro- 
grams has been going for more than a year. 

Chairman Ricuarps. Have all of these countries gone over all of 
these programs in detail and approved them under the agreement? 

Mr. CLEVELAND. We have not made a formal agreement about any 
particular component of this in advance of actually having the money 
to work with. When the funds are available, we go back to the mis- 
sions, to our missions, and the missions go back to the country, and 
say, “Well now, we are programing against a limited total here, and 
our problem is to establish priorities and get those projects that give 
most promise of being effective demonstrations,’ get those projects 
well under way and try to screen down the cost of the projects and 
the number of experts required, and so on, as much as possible. 

Chairman Ricuarps. The original idea of the point IV program 
was to provide the know-how. I imagine the best missions vou had 
in a good many of those countries were technical-aid missions. | 
mean, they were studying conditions in the country, and so forth. 
However, in addition to the know-how a lot of items are asked for to 
carry the know-how, and that is what Congress is kicking about. 

I am not talking about economic aid now. We will hear from point 
IV on that. A lot of stuff has been requested as a byproduct of point 
IV, and it is not liked. 

Mr. CLevecanp. I think our experience is, the universal experience 
of people who have worked in this business, that a technical adviser 
who has only his advice to work with is not. going to be able to do 
verv much in the situation. 

Chairman Ricuarps. | think there cannot be any question but 
that there is a big difference between furnishing the engineering and 
draftsmanship for a dam and building the entire structure. 

Mr. CLevetanp. If itis a big installation like a dam, that is 
certainly true; but it tends more to be a question of a relatively 
smaller investment. For example, we sent a couple of fishing experts 
to Indonesia. They went out and found that the Indonesian fishing 
trade is greatly cut down as a result of the fact that their boats were 
destroyed during the war, and the fact that they are ali sailing boats 
anyway. They decided to bring in some small 8-, 10-, 12-, or 15- 
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horsepower engines and show the Indonesians how to make good, 
tough, small fishing boats out of teakwood—they make the whole 
boat out of teakwood in Indonesia—which can go much farther out to 
sea and can get back before the fish spoil (which was always a question 
mark in the case of the sailing vessel). You do that once or twice 
with a few groups of villages; and they greatly increase their fish take, 
and the word gets around about the successful demonstration. 

Chairman Ricnarps. I admit all that, and there may be a big 
field, but what they did in India was to show them how to build a dam 
or how to use a particular gadget and it was not a question of furnish- 
ing the hardware from the United States. If you are going to do that 
kind of thing, just come out and say that it is economic aid and be 
done with it and take it out from under point IV. 

Mr. CLeveLanp. In the Holmes operation they had some imported 
materials that assisted in the operation; and the India program as I 
understand it this year is in effect a multiplication of the Holmes 
operation. 

Chairman Ricuarps. There is no question but that tractors would 
do good in India; but I use that as an illustration. 

Mr. Cievevanp. I was talking not about tractors but about steel 
and iron to use to make plows out of. 

Chairman Ricuarps. But to save your life you could not say that 
a tractor or some other form of civilized plow, mold-board plow, would 
be good under the circumstances. 

Mr. Jupp. Or take thousands of tube wells. A few to show them 
what can be done in the way of getting water on their land is one 
thing, but for us to dig the wells and dig the ditches and deliver the 
water is quite a different thing. 

Chairman Ricuarps. That is right. There is no doubt but that 
all of these countries could be helped if the United States were able to 
do it. 

Mr. Vorys. You are asking the fellow with $166 million of technical 
assistance in this area right now. The public and the Congress think 
that technical assistance is something that is done under the Act for 
International Development. I suspect that there is more technical 
assistance carried on by millions and millions of dollars expended by 
MSA than there is by AID. 

Chairman Ricuarps. That ts right. 

Mr. CLevetanp. Yes; I think there is rather more, including the 
Kuropean. 

Chairman Ricuarps. I do not think that MSA is confined in that 
regard; I think they have latitude to do that. I think it would pay 
to do a little more of it; but I am talking about technical assistance 
in connection with point IV. They do not have the latitude to do 
this that MSA has. I think they could do a lot. 

Mr. Vorys. Unquestionably, MSA has the authority under exist- 
ing law for technical assistance. But what we have not got, or at 
least I have not got, is a breakdown to show the technical assistance 
that is proposed to be rendered out of $7.9 billion. For purposes of 
my thinking, I do not give a hoot whether it is under MSA or AID; 
I would like to get a look at what is technical assistance throughout 
this bill and what is economic aid throughout this bill. I am not 
questioning the legal authority of either AID to render economic aid, 
or MSA to furnish technical assistance, but I would just like to see 
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the breakdown to show how in all four titles it may be available; I 
have not seen it. 

Mr. Cievevanp. Mr. Chairman, Mr. Vorys, there is a summary 
breakdown for the whole area that I am talking about here and for 
each country in this blue book. There is considerable more in the 
way of detail in this big document. 

Mr. Jupp. Take this top chart on page 7. In the first place, I 
do not understand one thing about the chart and in the second place 
I want to ask you how much of that aid you would consider to be 
point LV assistance. 

On the left of the vertical line are dollar costs. Is that dollar costs 
to the United States? 

Mr. CLEVELAND. Yes. 

Mr. Jupp. On the right of the line are shown local currency costs; 
but the United States apparently furnishes aiso all that in the cross 
hatch, on the right of the line; is that not right? 

Mr. CLEVELAND. Furnishes it in the form of commodities which 
give rise to local currency counterpart which is used on the other side. 

Mr. Jupp. But the commodities cost us dollars. 

Mr. CLeveLanp. ‘that is right. The biggest item there by far, 
of course, is the commodities that are brought into Formosa for the 
purpose of helping to stabilize the situation which is the result of the 
heavy inflationary pressure there. We went over that in some detail 
the other day. 

Mr. Jupp. But I do not understand that vertical line. It gives 
the impression that that on the right is not dollar costs to us, but it 
does cost dollars of our taxpayers. 

Mr. CLeve.anp. The stuff on the right is a cost to the United States 
but it includes, you see, the cost of salable commodities which are 
brought in for the purpose of financing local currency costs. ‘This is 
particularly a problem in Formosa and Indochina. 

Mr. Jupp. What you mean is that on the left it is our dollars that 
are sent out there, so to speak; on the right it is our dollars that are 
spent here to buy commodities to send out there. ' 

Mr. CLeveELAnp. It is all dollars. All of the dark part is dollars 
that are used to buy commodities, equipment, and technica! services. 

The part on the left of the heavy vertical line is materials, equip- 
ment, commodities, and technical services that are brought in for the 
purpose of administering projects as part of this program. 

In addition to that, there are some commodities that are brought 
in primarily for the purpose of generating the local currency needed 
to finance the local costs of those same projects, or for other purposes, 
such as direct military support, building airfields, and one thing and 
another in Formosa. 

Mr. Jupp. Those four items on the left-hand side, how much of 
them would you regard as technical assistance, point IV: 55, 44, 70, 
and 13 million respectively? 

Mr. CLeveLanp. I would regard the Philippines, Burma, Indochina, 
and Thailand as technical assistance in the current definition of that 
term. I would also regard as technical assistance the project portion 
of the China and Indochina programs, but I would leave out the 
bringing in of direct military support, and I would also leave out of 
this dollar technical assistance category the materials that are brought 
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in for purposes of sale for meeting local currency costs in Formosa and 
in Indochina. 

Mr. Jupp. Then $100 million: the 55 plus the 45, you say is tech- 
nical assistance and the rest of it is not? 

Mr. CLeve.anpn. The rest of it is, the 15 and the 38 in the first 
two lines constitute the necessary ingredients to make those projects 
come true. In the case of the Philippines, Burma, Indonesia, and 
Thailand it is relatively small because they_put up most of the local 
currency costs out of their own revenues as indicated here. 

In the case of Indochina, they do not have the local revenues to 
put up against that. So if the projects are going to come off, the local 
currency costs also have to be met. 

Mr. Jupp. They are necessary for the economic benefits to combat 
inflation, and so forth. But they are not necessary from the standpoint 
just of the technical assistance program, are they? I am referring to 
those on the right. 

Mr. CLeveLanp. Those on the right —in the case of China, in the 
case of Formosa, most of the salable commodities are brought in to 
combat inflation in the island. The local currency counterpart is used 
to cover either budgetary or extrabudgetary expenditures by the 
Chinese Government. 

Mr. Cuaruam. I personally do not understand how they can put 
that under technical assistance. I cannot figure it, 

Mr. Jupp. I cannot, either. 

Mr. CLEVELAND. This is the standard problem of semantics. If 
vou call technical assistance just the provision of technical services, 
then you do not, of course, have a program. You have one column 
in a total program. If vou call technical assistance, as it has tended 
to be called in the last year or two—— 

Mr. Cuatruam. By whom, Mr. Cleveland? 

Mr. CLEVELAND. By everybody concerned with it, including the 
Congress—as a program which has come to be associated with the 
term, ‘point IV,” then I think you have a problem involving both the 
provision of technical services and the provision of some equipment 
and supplies for the purpose of making these technical services effec- 
tive. Because I assure you that if vou just have technical services, 
you do not have anything, in must areas and in most functions. 

If vou send a doctor in but you do not give him a black bag, he is 
not going to get anywhere talking. 

Mr. Cuaruam. Teaching other doctors? 

Mr. CLeveLaNnb. Even teaching other doctors he has to have some- 
thing to teach with. 

Mr. Cuarnam. I figure the great amount of this is commodities 
and goods and not technical assistance. This interpretation has 
been broadened to cover things that used to go in under ECA. 

Mr. Jupp. You are right. 

Mr. CLeve.anp. Take a look, for example, at Thailand. If you 
look at page 34, in the table about the fiscal year 1953 program, there 
is a total of $7 million for the program of which something over 
$4 million is supplies and equipment, and about $2.8 million or 40 
percent, approximately, is services. 

Now, the provision of those services and the provision of that 
equipment and supplies are an integral part of a single program. 

Mr. Cuatuam. Do you mean—— 
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Mr. Cieve.tanp. The public health program, for example. It 
would not make sense to send in only the doctors and nurses and it 
would not make sense to send in only DDT and the sprayers and the 
other chemicals and pharmaceuticals. It makes sense to send them 
in together. The decision is really on the question of whether you are 
going to have a public health program or not, not whether you have 
supplies or services. 

Mr. Cuatuam. You have $4 million for materials. This $2,807,000: 
Is that actual payment to people for their services out there? 

Mr. CLevevanp. Yes, sir. 

Mr. Cuaruam. Actual salaries. 

Mr. CLevevanp. Salaries and allowances and what not connected 
with provision of services. ‘This category includes contract personnel. 
In the Thailand case there is no major engineering contract, but in 
the Formosa case, for example, there is a contract with the J. G. 
White Engineering Corp. where they provide a whole group of 
engineers. 

Mr. Chairman, I think it might clarify the technical assistance and 
the relationship between technical assistance and supplies that go 
with it if we could hear for a moment from Mr. Hunerwadel. 

Chairman RicHarps. You want to use Burma as an example. 
What is Mr. Hunerwadel’s position? 

Mr. CLevetanp. Mr. Hunerwadel is Agricultural Advisor to the 
Shan States in Burma. 

Chairman Ricuarps. Maybe it would be enlightening to have him 
give us the situation in Burma. 

Mr. CLeve.anp. I think that his work is a good illustration of it. 
1 will just say a word about the Burma program as a whole. 

Mr. Cuarnam. May I interrupt, Mr. Chairman? Before we get 
on the Burma program, go back to page five. A lot of people are 
going to say to me: ‘“‘Why are we spending money out there to send 
experts to advise them on minimum wages, rural credit, strengthen- 
ing of the free-trade union movement, when people are unemployed?” 
What does that mean to a man who has not got a job, and I under- 
stand the whole area is full of unemployed people, that they are 
poverty-stricken. 

Mr. Jupp. We have never brought farm labor under minimum 
wages in this country. 

Mr. Cuatuam. There is some discussion about whether we have 
free trade unions in some parts of this country, according to the press. 

Chairman Ricuarps. I think the idea is that you are combatting 
Communism by showing the people that they can do something else. 

Mr. Cuaruam. If I was not on this committee, | would ask why 
we are spending that money. I am still asking. 

Mr. CLevecanp. I think there is a need for it in the Philippines, 
for example. There is a labor problem there. .Most of the people in 
the Philippines are employed. 

Mr. Cuarnam. Gainfully? 

Mr. Cievevanpb. Gainfully. Most of the people are employed at 
very low wages in agricultural pursuits, of course, because most of the 
people in that whole area are farmers. One of the things that the 
Philippine Government wants us to assist them with, by providing 
technical people, is the development of minimum wage and labor 
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legislation which is fair, equitable, and is based on experience in other 
parts of the world. 

Mr. Cnaruam. You say that most of them are agriculturally 
employed. Who is going to pay that minimum wage? 

Mr. CLeve.anpb. Landlords. 

Mr. Cuatuam. I thought we had a land reform; that they were 
going to get to own the land. 

Mr. CLevetanp. Land reform does not always, or even usually, 
mean, as Dr. Judd said, a distribution of land. It often means just a 
better relationship between the tenant and 

Mr. Cuaruam. Better percentage basis, as you explained yester- 
day, the 37% percent. I cannot see for the life of me how a landlord 
can pay more wages unless he gets products sold. You have got 
copra; you have various things there that compete with world prices. 
And there is competitive labor for all the area. I cannot see how we 
would be sending a lot of technical money for such things. It weakens 
the whole program in my mind. 

Mr. CLEVELAND. If serious inflation can be avoided in the Philip- 
pines, and it looks as if it can with the better fiscal arrangements at 
the Government level, they will find a market for products in the 
Philippines. They are, in fact, finding it today. 

Mr. Cuarnam. A market for copra 

Mr. Jupp. Here are countries of Europe turning away from this 
kind of government interference because it has not worked. We have 
had testimony that the Chinese soldiers who have been under this 
benevolent regime and were captured by us in Korea do not want to 
go back under it. It is in the paper now that three-fourths of them 
would rather fight with bare hands against our weapons rather than 
be sent back to that paradise. We are having doubts, a lot of us, in 
this country; there is a substantial minority in this country which has 
grave doubts as to whether this whole Keynesian philosophy is sound, 
and yet we are going to go over and insist that they begin with that 
philosophy. 

Mr. CLeveLAND. We started with no social preconceptions. 

Chairman RicHarps. Our services in that particular should be 
from the established, old-line agencies. The Philippine Government 
requested help to draft plans; but to go over there and pay for some 
experts to further such plans would arouse opposition here on the 
floor of Congress. 

Mr. Cuarnuam. That is what I am thinking about. 

Mr. CLeveLaNb. That is not what is proposed here. What is 
proposed here is assistance to governments that are asking for ‘t 
and want to have it. In the Philippine case, the Minister of Finance 
wanted and he got an American tax expert to sit alongside him over 
a period of several months while they were drafting and explaining 
to their Congress and.their people over there a piece of tax legisla- 
tion involving the raising of taxes so that the Government would 
not be—-- 

Chairman Ricuarps. I never heard it contended under any form 
of government that a sound fiscal system was not a good thing for 
the country. There is no dispute on that. Everybody agrees with 
that. You are just helping them to establish such a system. 

Mr. Cuaruam. That is real point 1V. But all these commodity 
and other specialists that are in here that I do not consider point 
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IV —it is a wide interpretation. This thing has plumb run away 
from the original conception. 

Mr. CLEVELAND. We follow for a minute the Philippine case. 
There is a problem of overcrowding in Luzon. The problem is to 
get people over to the undeveloped area of Mindanao. You do not 
do that by waving a wand and saying that people ought to move. 
You do that by assisting the Government oe they are very anxious 
to do this themselves and to get the assistance they need)—to build 
roads—rapidly, because if they do not solve the problem rapidly it 
will not get solved, by a democratic government, at least you do it 
also by assisting in the production of fertilizer and in the distribution 
of fertilizer and tools so that people who move down there are going 
to have something to work with and make a go of it on the island. 

Mr. CuatHam. Do you mean, show them how to do it, or pay them 
for it? 

Mr. CLEevELAND. Show them how to do it and also make a portion 
of the total cost available, pay a portion of the total cost during the 
first couple of years so that it really gets off the ground. 

Mr. Cuaruam. Then we will be in the second year: 1952-53? 

Mr. CLEvELAND. This is the second year of the Philippine program. 

Mr. Cuaruam. So we can expect next year—for the record—that 
the first couple of years will be over at the end of 1953. 

Mr. CLEVELAND. We can certainly expect the first couple of years 
to be over. But the duration of our participation in each project 
varies a good deal from project to project, depending on what kind 
of a thing it is and how long it takes to develop. 

Mr. Jupp. Does not Burma have a favorable trade balance? 

Mr. CLevetanpb. Burma has about a balanced trade at the moment. 

Mr. Jupp. Indonesia and Thailand both have surplus of exports 
over imports? 

Mr. CLevetanp. That is right. 

Mr. Jupp. Why, in the case of Thailand, should we be putting in 
almost $1 million worth of chemicals? And into Burma, $1,600,000 
worth of chemicals? Into Burma, a million and a half of iron and 
steel materials and products; cotton, a million and a half into Burma. 
They sell rice; they sell oil to pay for imports. If we furnish the tech- 
nical know-how, why can’t they buy the cotton and the chemicals 
and the metals and so forth that they need to carry on these projects? 
Burma is also getting $1,700,000 of industrial machinery and 
$1,700,000 of construction, mining, and conveying equipment. 

I am in favor of pilot plants, demonstration projects, but I do not 
see why we should go beyond that. I am so dead sure it is better for 
them to pay for it where they are able to. To show techniques to 
them is wise; show them the benefits and let them. pay for the projects 
and be self-respecting. As I read the tables, we not only furnish 
people to train but we furnish the tools, the cotton, the raw ma- 
terials; we furnish the whole works. Then they understandably get 
mad at us and are against us when we stop supplying them free. 

Mr. CLeve ann. In the Thailand case, we furnish a small part of 
the total development program. We furnish the part of it that sparks 
it, that helps it to get under way. 

Mr. Jupp. A million dollars worth of chemicals and related products 
to Thailand. 
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Mr. CLeve.anp. I think the difficulty is that unless development is 
speeded up in the area, we are none of us going to have anything to 
do with the future of that area in a very short while. 

Mr. Jupp. I grant you, but 

Mr. CiLeve.tanp. The way in which to get it speeded up is a 
technical-assistance program accompanied by materials and supplies, 
as a temporary but fast-moving operation for the first 2 or 3 years. 
Then it will be off the ground. In most of those countries, with the 
exception of China and Formosa, they have resources to carry on, but 
they will not be carrying anything on, they will not be getting anything 
started unless they are assisted in getting it off the ground by this 
kind of program. 

That is the problem I think we are faced with. If we had 50 years, 
you could do it by talking at them for the first 15 or 20 about how it is 
done, and eventually they might try it. But vou haven’t got 15 
years; you probably haven’t got 5; or even maybe 3. 

Chairman RicHarps. Just 1 minute. We have 30 minutes here 
before 1 o’clock and we have another witness at 2:30. Perhaps we 
will want him to stay over. But let us hear Mr. Otto K. 
Hunerwadel, agricultural adviser to the Shan States. 

Mr. Cuatuam. Where are the Shan States? 

Mr. Jupp. They are up in northeast Burma next to China, where the 
Burma Road runs. 


STATEMENT OF OTTO K. HUNERWADEL, AGRICULTURAL 
ADVISER TO THE SHAN STATES IN BURMA 


Chairman RicHarps. What is vour background, sir? 

Mr. Hunerwape.. | was county agricultural agent down in 
Tennessee before I went to the east. 

Chairman Ricuarps. When did you go to the east? 

Mr. Hunerwave.. In 1949 under the Fulbright grant for 2 years. 
Last vear, | started in with ECA, and now MSA. 

Chairman RicHarps. How long had you been in agricultural work 
before you did this? 

Mr. Hunerwapbev. Eighteen years. 

Chairman Ricwarps. Were you in the mountains of Tennessee? 

Mr. Hunerwapev. I was in Lawrence County, Tenn., directly 
south of Nashville, next to the Alabama line. 

Chairman Ricuarps. I could tell from the way vou talked. 

Will vou tell us a little about it? 

Mr. Hunerwapbet. | shall be very happy to. 

My work over in Burma is very similar to the work I did while I was 
county agricultural agent. I went over there first as a Fulbright 
grantee and instructor in agriculture in the Taungyi Training School. 
Taungvi is the capital of the southern Shan States. 

1 would like to show you this little map here. This is a map of 
Burma that vou are acquainted with, of course. The green section 
represents the Shan States. 

Here is where I lived and that is where I am working out from. 

To begin with, in my work over there I worked, as I said, with the 
Village Teachers Training School. I had about 40 students there 
from the different sections of the Shan States. The Shan States is an 
area of about the size of the State of New York. It is divided up into 
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- 33 lesser states. These boys came from that area. They were taking 
agricultural training there both from a technical standpoint and also 
from a practical standpoint. We had a 47-acre farm that was turned 
over to the education department over which I had the direction. 
I got a lot of work out of those boys on that farm. 

While I was there, my wife had an opportunity to come back and 
look after seme business of our own. While she was here, I had her 
bring me quite a little bit of seed from this country. 

Chairman Ricuarps. What kind? 

Mr. Hunerwape.. Different varieties of wheat, corn, oats, broom- 
corn, clover, alfalfa grasses, sweet corn, and I guess of the varieties 
of the seed she brought over there, one variety of wheat and two or 
three varieties of corn and broomeorn clicked, | guess, with those 
people the most. 

I have a demonstration of alfalfa over there which has been covered 
over for 3 years and is still going good. They liked some of the 
varieties of corn very well—Hickory King and Yellow. 

Chairman Ricuarps. You need lime for alfalfa. 

Mr. Hunerwapet-. [| had to lime it. It is decidedly acid soil there; 
shows heavy trace of acid. They burn a lot of lime. They do not 
crush lime, raw lime, so they burned lime in kilns. We spread that 
on the ground and the alfalfa is doing all right. 

Now, as to this broomcorn situation, we started with just a little 
handful of broomcorn, as much as I can hold in my double hand, I 
guess. We planted that very carefully so we would not lose any of 
it at all and cultivated it and grew this broomcorn. As you know—-— 

Chairman Ricnarps. Mr. Chatham knows about all kinds of seeds. 
He grows everything from jimson weeds to corn. 

Mr. HunerwabDet. It is prolific. I grew a barrel. 

Mr. Cuaruam. Like milo. 

Chairman Ricwarps. Like milo, ves. 

Mr. Hunerwapet. Grew about a barrel and a half of seed from 
that little handful of corn. We let all of it go to seed so we would 
be sure to have good seed to send around all over the area. 

When these boys finished their course there, I gave them each one 
a little sackful of seed, I guess about 4 or 5 pounds, and let them carry 
it to their area in the Shan States. They went back home again 
after school. 

I took this straw and showed them how to make brooms, American- 
type brooms like we do here. The thing that prompted me to do 
that is that they do not have any brooms over there worth anything 
at all. They make their brooms out of little flimsy wild grass that 
they twist together and tie together with bamboo splits and it does 
not last very long. They do not last very long. 

I will show you in a little bit here the thing that I made. I made 
a little device to make the brooms, like we have seen out in the coun- 
try. Those are brommaking machines. I made this thing for them. 
Then I showed them how to make the broom. 

Chairman Ricuarps. You made the machine? 

Mr. Hunerwapev. I made the machine. 

I am standing here behind the machine. I have finished one broom 
there and there is one in the machine in the process of construction. 

Chairman Ricuarps. I have never seen one. 

Mr. Cuatuam. That is poiat IV as I understood point LV. 
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Chairman Ricnarps. This is what we were talking about. This 
is the same thing. 

Mr. Hunerwapew. Here is my machine in this one and here is a 
boy operating it. 

Here is the group, down here. We made all types of brooms from 
a little whisk broom up to a warehouse broom. That did not just 
stop when I stopped. 

As a Fulbright grantee, when I went into ECA, we continued to 
grow some more of this broomcorn. We grew an acre and we have 
quite a bit of straw on hand now. This little machine I turned over 
to the people in charge of the farm and the folks there at the farm 
are making these brooms now. I have taught two of them how to 
make the brooms and they can go ahead with this broommaking. 

They have assured me this year they want to plant about 5 acres 
to broom corn and make brooms for the demand there in Taungyvi 
is large. Taungyi is a little town of about 14,000. There is quite a 
demand for that sort of thing. 

Another thing that we have been doing up there: We found that 
they had a lot of stuff going to waste, a lot of fruit. That happened 
during the time that the insurgents from that area were active and 
they could not ship their stuff to Rangoon. They had pears and 
tomatoes. Those were two principal things they had literally going 
to waste. 

My wife and I thought it would be a great thing if we would teach 
them how to can this stuff. One of the things that prompted it more 
than anything else was that she was trying to make some pickles and 
she had to buy vinegar to make pickles with and found out that one 
of these little pickle bottles the size of a fifth, I guess, cost about 5 
rupees. That is about a little over a dollar. Six rupees, about a 
dollar and a quarter, something like that. 

So we decided that was too terrible a price to be paving for vinegar; 
we saw all those pears rotting on the ground. We mashed them up 
and let them sour and made vinegar out of that. That is the first 
time they have ever seen vinegar made that way. They had made it 
out of jaggery and a number of them have been making their vinegar 
out of pears since that time. 

Another thing they have got up there just growing wild in the jungle 

there is wild figs. It makes a beautiful vinegar in color and also 
flavor. We showed them how to use those figs in making vinegar. 
In addition to that, we showed them how they could can a lot of this 
stuff. . 
When my wife was here, she brought back a little home canning 
outfit and showed them there in the demonstration kitchen how to use 
that, and we canned everything from soup to nuts. We canned 
everything in the way of vegetables and fruit that we could get held of. 
Her class was so interested in it that they set up a canning cooperative 
and applied for a lot of equipment through the MSA to carry on. 

A lot of this stuff has been received over there. They have got their 
buildings set up and their cooperative is in action now. In fact, before 
I left there they had already put up quite a bit of tomatoes, tomato 
juice, mangoes, which is one of the luscious fruits they have in that 
area, and they canned quite a bit of those. They want to hit the 
mango season this vear at the beginning and can a lot of them because 
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those folks up there have never eaten mangoes out of the ordinary 
mango season except those that my wife canned. 

That country has lots of fruit in it but it is all seasonal and as soon 
as the season is over, that is already finished, then. That is one of the 
things that she is trying to get these folks to-do, is to use tomato juice, 
pineapple juice, and all those various juices like that for the children. 
Those children up there are terribly underfed and suffering from 
malnutrition. Sbe has been teaching them this thing and helping 
them to improve their diet and their method of living standards. 

Mr. Cuaruam. Did you use tin cans? 

Mr. HuNERWADEL. Yes, sir. 

Mr. Cuaruam. Do they make it there, or in Malaya? You have 
the greatest supply in the world there. 

Mr. Hunerwapev. They make it in Malaya. We got some of our 
cans from Malaya; the first ones we got, except those that she brought 
over here when she came back, we got from Malaya. 

Mr. CuatHam. You can get tin cans from Malaya? 

Mr. Hunerwape.. From now on, but until the present, they have 
not been available. 

I would like to show you this picture of these people working here. 
These are Taung Thu. ‘Taung’”’ means hill, and “Thu” means 
people. 

Mr. Cuaruam. Is that healthy country? 

Mr. Hunerwapeu.. Very. 

Mr. Cuatuam. What is the climate? 

Mr. Hunerwape.. The climate is wonderful. 

Mr. Cuatruam. What are the highs and lows? 

Mr. Hunerwapev. Our altitude there is about 4,700 feet. 

Mr. Cuaruam. How cold does it get? 

Mr. HunerwapeEL. Once in a great while there is light frost there 
when it gets down to about freezing. 

Mr. Cuatuam. Crops that will grow in our zone will grow there? 

Mr. Hunerwabe.. Yes, sir. 

Mr. Cuatuaw. Is it fertile land? 

Mr. Hunerwape.. Not generally; no. I would not say that. It 
is not very fertile. 

Chairman Ricnarps. Is it red or white land? 

Mr. Hunerwapet. All red. 

Chairman Ricnarps. Is the erosion bad? 

Mr. Hunerwapbet. In some of the areas erosion is pretty bad. In 
the Taungyi area between where we live, and Kalaw, that is the worst 
eroded section I have ever seen in my life and that is where some of 
their work is being carried on. We have a technical assistance super- 
intendent up there, Mr. Ike Landon, and he is doing very good work 
up there and showing those people how to control this erosion. They 
have done quite a bit of work and at his suggestion if they go on avply- 
ing what he has shown them—he is doing great work in that country. 

These are real working people in the area. They are Taung-U, 
They are the people who hire out and do the work in the country. 
These other folks here do not hire out much but these people when 
they get through with their work, hire out to somebody else. 

Mr. Cuatuam. Is there plenty of labor out there? 

Mr. HuNERWADEL. Yes. 











942 MUTUAL SECURITY ACT EXTENSION 


Mr. Cuarnam. A surplus? 

Mr. Hunerwapet. | would not say it is surplus but there is plenty 
of it where we are and it is very cheap at the present time. These 
women get 1 rupee 12 annas a day, 21 cents. That would be some- 
thing like 33 or 34 cents a day, about.36 cents a day that they get for 
working. The men get about 2-8 or 2-10 for doing farm work and the 
women—— 

Mr. Cuatuam. Like our country was 100 years ago. 

Mr. Hunerwape.. This picture here is just an interest picture, | 
guess. This boy is an In-Tha, a lake dweller, propelling his boat by 
leg there. He has got a leg wrapped around an oar there and he is 
sculling it along. 

Now, here is a picture that 1 think would be of a little interest to 
you. We havea little cub tractor on the farm. The soil-conservation 
people got some tractors, too. This tractor is one which I have shown 
all my boys how to operate, not because I figured they were going back 
to their farms to operate, but it is a good thing for people to know in 
addition to knowing how to. point a bullock or a buffalo. Possibly 
some of them will have one in the locality. A lot of boys, as soon as 
they get some education, get enterprising and they want to go some- 
where else. The more they know, the better they are equipped to meet 
the circumstances. 

The soil conservation people got a bunch of tractors in—I mean two 
tractors—and they got some implements, and one of the things that 
impressed me very much with those people was that the forester asked 
me to go down—the forest officer—to go down with the soil conserva- 
tion officer to Rangoon to purchase his implements to go with the 
tractor. I got down there and ready to buy the plow and he wanted 
to buy a moldboard plow. I said, I came from a country where we 
do all kinds of plowing and our land is just not that kind. And he 
says, that is interesting. I says: “We will get a disk plow, the only 
one that will shed the soil up there.’’ He says: ‘I can’t see how a 
disk plow will work. I haven’t seen anything except a moldboard 
plow.”’ 

Chairman Ricuarps. Straight shovel and moldboard, like they used 
to talk about. They used to have a moldboard. 

Mr. Lanuam. A turning plow. 

Mr. Hunerwapeu. That is a turning plow. 

Chairman Ricnarps. We used to eall those, “twisters.” 

Mr. Hunerwape-. He says, that is the only kind of plow I have 
ever seen. I says: “Listen, | have come half way around the world 
to tell you this. Why do you want to doubt me? I am telling you 
something that is good for vour soil and good for you to have.” 
He says: “If you are that insistent, we will just get it, then, but I still 
don’t think it will work.”’ I says: ““We will get it.”’ 

We shipped it up there and we set it up and I thought I had a 
picture of where I set it up. I do not have that along with me. But 
at any rate, I helped him set the plow up and get it in operation. 
About the time we got it set up, it started raining. The next day he 
came back by himself and started working it. And it worked so 
perfectly and exactly like I told him that the first thing he did when 
he got back to Taunggyi where I was, he came to tel! me how pleased 
he was that I had overpersuaded him to get a disk plow because, he 
says, I know what kind of trouble I have with the other, but I thought 
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that was the only kind of a plow that would plow but I find that the 
disk plow will actually do fine. : 

Chairman Ricnarps. How far is Rangoon from where you are? 

Mr. Hunerwape.. About 266 miles, straiztht-line. 

Chairman Ricnarps. Have you got a railroad down there? 

Mr. Hunerwape-. Yes; but it is 400 miles by rail. By air, we 
get about 266. a 

Here are some pictures I have shown here. I] am showing there the 
difference in soil where it has been cultivated and some organic matter 
turned into the soil and as compared to soil that does not have any 
organic matter in it at all, scarcely. 

Mr. Cuaruam. Humus shortage out there like we have all over the 
world? 

Mr. Hunerwapbe.. Here are some terraces we threw up as a 
result of work that I had taught these boys. I taught them how to 
operate a farm level and then relayed off the levels after a year’s 
time. 

Chairman Ricuarps. Is that the farm on the other side? 

Mr. Hunerwape-. Here are the boys that I taught to operate the 
farm level. The Boston farm level people, by the way, donated me 
that level, sent it to me. 

These people over there, after I had been there for a while—you 
know, nobody goes over there and makes much of a splash as soon as 
they get there, I will grant you that fact, but just as soon as you get 
there, if you are not timid and just get out among them and meet 
them and take an interest in what they are doing, they are going to 
take an interest in you. 

After so long a time, especially after I had these boys there, teach- 
ing them, they got back into their communities. When I went back 
as technical adviser for ECA and agricultural adviser to the Shan 
States, people began to send for me to come to their areas. 

Here is a place in line cure in tobacco. 

Mr. Cuaruam. Is that burley? 

Mr. Hunerwapev. That is a flue-cured tobacco like you grow in 
Virginia. ’ 

Mr. Cuarnam. Or like we grow in North Carolina? 

Mr. Hunerwapev. My wife is from North Carolina. 

Mr. Cuaruam. That looks like burley from the size of those leaves. 

Mr. Hunerwapev. The same kind of leaf we have in North 
Carolina. 

Mr. Cuarnam. Flue-cured? 

Mr. Hunerwape.. That is right. 

Mr. Cuatruam. Where is it sold? 

Mr. Hunerwape.. At domestic stations. 

Mr. Cuatruam. Is tobacco a state monopoly? Does the state own 
all cigarette-manufacturing rights? 

Mr. Hunerwape.. They are made by private companies. They 
were having a little trouble over there with their curing and they 
asked me to come over there and just to show you how the seasons 
act over there and how soon the ground dries out. You saw that 
picture there, I would like to show you this one here. These two 
fields were set just exactly 2 weeks apart. When it quits raining over 
there, it shuts off like shutting off a faucet. It was the same kinds 
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of plants and everything but there wasn’t enough moisture for those 
plants to grow up. 

Mr. Cuartuam. Is this under irrigation? ’ 

Mr. Hunerwape.. No, sir. They start setting their plants along 
about September and they get 6 weeks of rain from then on until it 
shuts off. This was planted along about the—he told me this was 
planted the 20th of September. There was one rain on it after it 
was planted and it quit rather soon, so the plants will never do any 
good at all; just a loss. 

Then he showed me his curing barn and he showed me some of the 
trouble he was having there. I helped him with his trouble and I 
think I corrected his mistake. They seemed very happy over it 
and invited me to come back. In fact, every place I have ever been 
they always invite me to come back. 

Mr. Cuaruam. I would, too. 

Mr. Hunerwapbev. Very happy to say that. 

Chairman Ricuarps. Are you going back over there? 

Mr. Hunerwape t. Yes, sir. 

Chairman Ricwarps. When are you going? 

Mr. Hunerwapev. In about 2 weeks from now. 

Now, my wife and I thought it was a good idea to give a joint 
demonstration. I had been talking to these people about curing 
meat. They have about 2 months over there that they can cure 
meat without refrigeration; that is all up in the Shan States, especially 
in that higher altitude. 

Chairman Ricwarps. Do they dry it, or what? 

Mr. Hunerwaper. You can make a brine and put your meat in it 
and it will cure your sides and hams and shoulders just as good as 
you can right here in Washington, right here in this area. It is cold 
enough at night and cold enough during the day that it will do that. 
But after that, the temperature gets too warm and it will spoil. 

Here, I had a hog killed according to the way I wanted it killed 
the evening before and let it cool out and here I am cutting the hog 
up and these people are watching me. Here is my interpreter. He 
is telling the people. I am telling him and he is telling the people 
what I am doing. 

We showed the people there how to clean casings and take the trim- 
mings of that meat and make sausage out of it. You see this woman 
and man? He is operating the sausage stuffer there; she is making 
links out of the casing. You can see by their expression they are 
quite happy over it. In fact, it is rather fascinating to them to do. 

Mr. Cuatrnam. What kind of hogs do they have, native? 

Mr. Hunerwape.. Some native and some Chinese hogs there, and 
some of them are crossed with Berkshires that the missionaries brought 
in there, I guess 50 years ago. 

Now we show the rendering of the lard. My wife is standing there. 
We have made a little furnace fixed up there and in a little pan we 
are rendering lard. That boy stirring it seems quite interested in the 
stirring of this lard. 

Chairman Ricwarps. I can see that your wife is a big help to you 
in this work. She is interested in it, too? 

Mr. Hunerwape.. Just as interested as I am. 

Mr. CLEVELAND. She has now become a Fulbright. 





MUTUAL SECURITY ACT EXTENSION 945 


Mr. Hunerwapev. Last year she served there under Fulbright 
grant under her own right. 

This is the place where we are canning. This isthe canner. Right 
there 1 am doing something that required showing a little bit of 
ingeniousness. We got a bunch of cans over there and the head of 
our can re-forming machine that we had ordered from here. We had 
to have some of these cans. _ So I had to improvise a device to re-form 
these cans. So] fixed up this cone and put the can down here and beat 
it with a square block. Then I took the plate off from here that 
made the flange, and that furnished my first flange. Then I took the 
top and put it in the sealer and put that on. That was the bottom, 
then. Then I turned it around and flanged the o her end and with 
four operations we got a lot of those cans shaped up all right. But 
there were four of us working on that and between us we rounded up 
about 500 cans in a day. 

Mr. Cuatuam. That is good. 

Chairman Ricnarps. How do those people feel about the United 
States? 

Mr. Hunerwapve.. The people there have a very kindly attitude 
toward the United States. I haven’t heard anybody grumble about 
the United States in the Shan States, not where I am working. I am, 
of course, not working all over Burma but the people up there are all 
right. 

I would like to read you this little letter right here. 

We have been going all over the Shan States doing this work and 
this is a letter from up at Kutkai, up in the northern Shan States, and 
after we had been up there and given the demonstration, here is the 
letter we got: 

Thank you ever so much for the two bundles of books you sent through the 
Soil Conservation Adviser. I am sending vou six pictures, including two enlarged 
ones in this envelope. The photographer had to take against the sunlight and 
the pictures are not clear. 

We held an elders meeting a few days you left Kutkai, in which the Government 
high school committee and elders from the whole Kutkai town were present. In 
that meeting we have decided to write to the Fulbright committee to send vou to 
Kutkai and teach what vou are teachingin Taunggyi. You will be of great help 
to the whole population of this agricultural district. We are sending the letter 
to the principal education officer. 

The canning course in which my son— 

we took this man’s son with us when we returned to Taunggyi to 
take this course— 
Htingnan take must be over by the time this letter reaches you. He will be 
going to Kalaw to sce my elder brother and family. Thank you for taking him 
in your station wagon all the way to Taunggyi and for all kinds helps you give 
him. I hope he will be of use to the people here, who will be ever grateful to you 
and the United States Government. 


I am 


Yours respectfully, L. Z Y 
4 LAW Aw. 


He is the elder of that community, and very much interested in 
what we did. 

Now, the demonstration that we were talking of up there, that I 
was talking of up there: this is a portion of the 178 people who attended 
the demonstration we gave up there that he has reference to. These 
pictures are not the plainest pictures I have ever seen, but at least 
they do show my wife in action and here I was talking to the people 
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there, through the interpreter, and here she is in action there, squeez- 
ing out lemons or orange juice. We showed them how to can orange 
juice and things of that kind. 

Now, here is the little clipping out of the paper in Rangoon that 
shows you how our work up there has spread. He was a member 
of the first class that we had in this demonstration work up there and 
one of the things that he liked very much was this canning of juices 
and so he said he was going to Rangoon and set up. So he did. 

Mr. Cuatuam. He has gone in business? This is point IV, Mr. 
Chairman, as I visualized point IV. 

Mr. Cuievetanp. Mr. Chairman, referring to what you were saying 
earlier, I think that some of the things that Mr. Hunerwadel has said 
illustrates a combination between services and supplies or equipment. 
The tin plate comes in the first year or two under this program. 
After that, this co-op will be in shape to buy its own tin plate from 
Malaya. It is that kind of starting things off that has really helped 
this program all the way through. 

Mr. HunerwabeE -. I would like to say one other thing in addition 
to what I have just said. 

Between us, we have carried on this work up there. The people 
that she has taught, they are going on with the teaching of*the work 
that she left up there. She is back here now and they are carrying 
on the work that she left, just as she left it there. 

I am connected with the agricultural set-up there. We have a 
group of young folks there now in this agricultural set-up, a group of 
four now. The newly elected principal agricultural officer told me 
that he was very anxious for these men to continue to go out with me 
and learn about how I talked to the farmers and how I waited on the 
farmers and what all I did, so he could carry on after I left there. 

During the time that I have been there, I have helped him work out 
an extension plan whereby they could set him up an extension plan 
for that section up there. I am in hopes that I will be going back 
inside of the next 3 weeks and help them with their work as we have 
started it. 

Chairman Ricnarps. It is my opinion that men like you are doing 
as great a work for the United States as you are doing for Burma or 
any other region in the world. We need more men like you. 

Mr. Cuatuam. Do you notice they brought a county agent here? 
County agents have done more for this country than any other group 
of people, in my opinion. The work you did in Tennessee is bearing 
fruit today. If you go back there, in my country, the county agents— 
and that has been point IV assistance—it has been technical assist- 
ance—and certainly it is far more important to me that these people 
learn how to do these things and certainly, saying you are not going 
to do it unless you get a minimum wage—— 

Chairman RicuArps. That is correct. One of the things that strikes 
me about these things is that it shows people are hungry for this thing. 
I well remember when county agents and the Extension Service first 
started to work in our country; back in that time there was a certain 
amount of resentment against them. 

Mr. CuatuHam. What are the main crops up there? Do they export 
any crops? 

Mr. HunerWADEL. Tobacco goes all the way down to Rangoon. 

Mr. CuarHam. You don’t raise rice in that high country? 
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Mr. Hunerwabe.. Yes. 

Mr. Cuatuam. In the bottoms? 

Mr. Hunerwape.. In draws where they can make little rice 
paddies. 

Mr. Cuatuam. Let the water come down? 

Chairman Ricuarps. What about land ownership there? “Are there 
any small owners? 

Ir. HuNeRWaADEL. All of the land is owned by the Government, 

Chairman Ricuarps. It is? 

Mr. HunerwabeE.. Here is the way it is handled. If you are a 
farmer, you can come to the Sawbwa or the governor of the particular 
state—that is what it is called—and you would tell him you would like 
to have a certain area of this land. So long as you pay your tax on 
this land, it is yours if you don’t get off it longer than 3 years at one 
time. If you are off it longer than 3 years at any one time this man 
or anybody else can come around and take it. You forfeit your right, 
your claim to it. Land ownership in this country is not too far 
removed from that when you analyze it because by right of adverse 
possession if you quit land here and somebody gets on it for 10 years 
and works it and puts a fence around it, they have a good case in 
court. 

Mr. Cuatuam. Is there available land there? 

Mr. Hunerwabe.. Plenty. 

Mr. Cuaruam. Plenty of land? 

Mr. Hunerwapet. Yes, sir. 

Mr. Cuatuam. Not like in Europe? 

Mr. Hunerwape.. No. 

I will tell you something about that. That country is about the 
size of the State of Texas, Burma is, and has about four and a half 
times the population of Texas. But these people are living in villages 
and they radiate out from those villages a little distance to cultivate 
this land, but there are acres upon acres that not a sign of man shows. 
They could take care of several more million people out there. 

Mr. Cuatruam. Do they want to live in villages? 

Mr. Hunerwapet. I do not know. 

Mr. Cuatuam. Fear of robbers or beasts or nature? 

Mr. Hunerwapbe.. They think where there is unity there is strength. 

Mr. Cuatuam. It was protection in the old days. Do they still 
have trouble out there? 

Mr. HuNeRWADEL. Yes. 

Chairman Ricuarps. How about cattle? Mr. Chatham is a 
cattle raiser. 

Mr. Hunerwapbe.. They have cattle out there that look very much 
like some of these cattle that have been shipped in here. 

Mr. CuatHam. Burma? 

Mr. Hunerwapr.. Yes. Those cattle are run down and run out. 
They are not as pronounced looking as those cattle shipped over here. 
Unless they get some of them from Pakistan. Some of those Sindi 
cattle have been sent there and in fact right now in the Shan States 
they have a representative from the livestock department at Pakistan 
and 





Mr. Cuatuam. Do they eat cattle up there? 
Mr. HunrerwapDe.. Yes. 
Mr. Cuaruam. They have no religious scruples about that? 
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Mr. HunerwapeE.. They would not kill one unless it was killed 
by you or me or somebody that is not a Buddhist. 

Mr. CuatnHam. It is Kosher. 

Mr. Hunerwapeu. The Buddhist people, that is one of their 
commandments that they must not kill but after it is killed, they 
would eat it all right and pork and mutton and chicken. But some- 
body else has to kill it. 

Chairman Ricuarps. Thank you very much, sir, we found it 
very interesting. I want to commend you on your work. 

(Whereupon, at 1:10 p. m., the committee recessed until 2:30 p. m.) 


AFTERNOON SESSION 


(Whereupon, the committee met at 4 p. m., following open hearings.) 

Chairman Ricuarps. We have another brother that we have not 
heard anything from during this session. He has been up here, but 
ptm: ag taken very long in his testimony. He said a lot when he 
did talk. 


STATEMENT OF HARLAN CLEVELAND, ASSISTANT DIRECTOR FOR 
EUROPE, MUTUAL SECURITY AGENCY 


Mr. CLEVELAND. I could not figure out whom you meant, from 
that description. 

Chairman Ricnarps. Mr. Cleveland, I think Brother Vorys over 
here has a few questions he would like to ask you about economic aid 
and point IV, and so forth. 

Mr. CLEvELAND. I will be glad to answer any questions Mr. Vorys 
may have about the southeast Asian work, or anything else that I am 
competent to answer. 

Chairman Ricuarps. All right, Mr. Vorys. 

Mr. Vorys. How much technical assistance is there in the whole 
vill? 

Mr. CLEVELAND. We are addressing ourselves to this area in the 
Far East? 

Mr. Vorys. No, sir. I went over that with you this morning. 
At your leisure, I would like to have this: 

How much technical assistance is there in the whole bill, titles I, I], 
Il], 1V? How many fellows, how many people are proposed to be 
employed and how much economic aid is there in the whole bill, 
including that furnished under Technical Assistance, point IV. 

Mr. CLEvELAND. When you use the term, ‘Technical Assistance,’ 
Mr. Vorys, in this connection, you mean: How much is in here in the 
way of dollars to pay for technical services, personal services, that is 
to say? 

Mr. Vorys. Yes. I want to find out how much ‘know-how’ it is 
proposed to export in the form of the brains of people going out and 
telling countries something; how much know-how it is supposed to 
export through bringing fellows here from all over the world, and tell- 
ing them something. Those would be two categories. All of it 
would be personal service and that would be know-how. 

Now, how much equipment, property, so forth, is it proposed to 
furnish under the label of “Technical Assistance”’ in titles IT, I], 
and IV? Include title I, also. 


, 
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Mr. Westra. There are teams brought over here. 
Mr. CLeveLanD. Title I 
Mr. Vorys. I want all teams. 

Mr. CLevetanp. Title I is $22 million in this presentation. 

Mr. Vorys. I do not want you to do it now; but if you could just 
fix up for me—maybe nobody else is interested in it—a little table 
showing how much technical assistance there is—— 

Chairman Ricwarps. I think it ought to be in the record. 

Mr. Vorys. I would be glad to have it in the record, but that is 
something I want. I would like to have it soon. 

Mr. CLeveLAND. Between Mr. Westphal’s report on the TCA area 
and this blue book, and the $22 million figure for title I, you really 
have it. 

In the Far Eastern Area it is $16 million for personal services, 
taking it as such, of which a little over $12 million are for experts 
sent to the countries; and $3.7 million are the dollar costs of trainees 
to this country. 

The point I would like to mention in that connection is that you 
do not have a technical assistance program if all you have got is 
personal services of people who have lsenid and know-how. 

As Mr. Hunerwadel brought out this morning, if he had tried to 
talk that experiment station head into using a dise plow in that 
particular part of Burma, he could have talked for 100 years and the 
fellow never would have believed him; but inside of a day of trying 
a disc plow instead of a moldboard, and what I thought was a wing 
plow, and what you referred to as a twister, he 

Chairman Ricwarps. It has a wing .on one side, a twister has; 
it turns one way. 

I don’t know what they use in Montana. 

Mr. Vorys. They don’t have any plows out there. 

Mr. Cievevanp. If he had tried to persuade him orally on that 
subject he never would have gotten anywhere. The fact that there 
was available a disk plow to make that demonstration made all the 
difference. 

Similarly, if his wife had tried to persuade them to can their food, 
they would have said, “Very interesting.”” But if you can bring in 
a few thousand tin cans, set up a little station, show how it can be done 
for that whole area; they are sold. 

Chairman Ricuarps. That is true, sir; but what Mr. Vorys is talk- 
ing about is if you leave the gate open, you can use it all for economic 
aid instead of technical assistance. 

Mr. CLevELAND. We are not proposing that it be used that way 
except in Formosa and to some extent in Indochina. 

Chairman Ricuarps. I understand that. 

Mr. CLeveLaAnD. For reasons that you are very familiar with. 

So that I think it is important not to leave the impression on this 
record that the provision of experts and the bringing into this country 
of trainees constitutes in some fashion a rounded, useful program. 
That is not—in the TCA area or in the area that we are concerned 
with here—our conception of a rounded program, or the conception 
that comes out of any field work on this subject in any country that 
I know of. 

Mr. Vorys. I wish you would put on this same piece of paper the 
technical assistance furnished by the Export-Import Bank, by the 
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International Bank, and by the U. N., and any other technical assist- 
ance program we are carrying on that I do not know about. 

Mr. WestpHa. OAS. 

Mr. Vorys. OAS. 

Mr. CLEVELAND. Organization of American States. 

Mr. Vorys. That would come under title IV, would it not? 

Mr. CLEVELAND. That is right. 

The Export-Import Bank does not have technical assistance projects 
as such. They send somé of their own people, sometimes, to look at 
projects. They do not send missions in technical assistance in quite 
the same fashion that the International Bank does, the U. N. does, 
the OAS does. 

Mr. Mansrietp. Will you also differentiate in that material what 
is considered as loans and what is considered as grants because every- 
thing that the World Bank does is on a loan basis, is it not? 

Mr. CLEVELAND. Not its technical missions, Mr. Mansfield. They 
send people out; as I understand it, on really two or three different 
bases. They send people out on their responsibility, members of their 
own staff to look over the situation. 

Second, they send people out at the request of a government and 
paid for in part by that government. 

Thirdly, they sometimes send technical people or recruit for a 
country technical people who are simply folded into the total cost of a 
loan that the bank is making to them. So that only that part of their 
technical assistance would be on a loan basis. 

Mr. Vorys. Then another thing—— 

Mr. CLeve.tann. We will build a story on this. 


(The information requested is as follows:) 


xX PORT- oO ANK 
Export-Import B 


The Export-Import Bank does not provide ‘‘technical assistance’’ in the sense 
of the term used in the Mutual Security Program. While the work of the bank 
necessarily involves sending experts to countries requesting loans, these are 
always in connection with specife loans made or under consideration. The 
technical services provided by the bank are of the following types: 

(a) Survevs by bank staff for the purpose of reporting to the bank on the 
desirability of making speci%e loans that have been requested. 

(b) Engineering surveys that are preparatory to making specific loans and are 
integral parts of the loan. 

(c) Technical services that are part of the installation or operation of plants 
or equipment for which a loan has been made by the bank. 


TECHNICAL ASSISTANCE OF THE INTERNATIONAL BANK FOR RECONSTRUCTION 
AND DEVELOPMENT 


The World Bank estimates the cost of its technical assistance activities in 
fiscal year 1952 at roughly $400,000. Of this total, $180,000 is the estimated 
cost of the time the bank’s own staff members are devoting to technical assistance, 
$220,000 is the estimated cost of consultants, travel, printing, and other direct 
expenses to the bank. It should be noted that the $400,000 does not include the 
share of the total cost borne by the recipient countries. 

The size of the bank’s technical assistance program can also be measured in 
number of projects undertaken and the number of experts sent out. In the 
calendar year 1951, the bank had eight missions with a total of 45 experts in the 
field. It should be noted that the time given under ‘‘project duration’’ does 
not include time spent on writing and editing the report after the field work is 
completed. Wherever a mission involved consecutive rather than simultaneous 
visits by bank experts the time is given in ‘‘man-months.”’ 
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Number 

Recipient country Duration of experts 
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TECHNICAL ASSISTANCE BY INTERNATIONAL MONETARY FUND 


During the 18 months ending December 31, 1951, the International Monetary 
Fund conducted 37 technical assistance missions in a total of 26 different member 
countries. All in all, 55 staff members of the International Monetary Fund were 
involved in technical assistance to member countries. Of the recipient countries, 
14 were in the Western Hemisphere, 6 in Europe, 4 in the Middle East, and 1 in 
the Far East. 

Technical assistance was given in the following fields: 

(a) Advice and assistance on exchange controls. 

(b) Assistance in organizing a central banking system, 

(ec) Advice on the reorganization of the banking structure and fiscal system. 

(d) Assistance in setting up machinery for collection and interpretation of ade- 
quate balance ot payments information. 

(e) Assistance in establishing a new currency system. 

(f) Advisory review of policies and practices bearing on exchange rates. 

(g) Advice and assistance on drafting new banking legislation. 

Mr. Vorys. Maybe you can answer this now: How much of your 
program is loans? 

Mr. CLevevanb. Are you speaking of this far eastern area? 

Mr. Vorys. The whole business. Have you got a loan table with 
you? 

Mr. CLeve ann. I do not have it with me because I came up to 
talk about the Far East; so I did not bring the two European brief 
eases. It is a little over the 10 percent mandatory provision for the 
amounts of money being administered under the Economic Coopera- 
tion Act. 

Mr. Vorys. Is it $66 million? That is what they showed in the 
check list. 

Mr. CLeve.anp. Well, the total amount for the two areas con- 
cerned is a little over $1.6 million and I think our total loans will 
probably be somewhere between $165 and $170 million. It depends 
a little bit on the precise—you have a paper there, John? 

The amount of loans that are currently being negotiated under this 
program is $164.9 million. 

Now, this is loans out of our own funds, of course, under the pro- 
vision that you were concerned with last year; it does not include 
Export-Import Bank and International Bank and other lending 
activity in the area, either in Europe or the Far East. All of this 
MSA loan provision was applied to the European area. 

Mr. Vorys. I would like to get a statement from Mr. Harriman 
who, as I remember, we put on the National Advisory Council last 
year. If you would put that hat on for a little bit and give us a state- 
ment of all of the loans made by us and the kind of statement that I 
tried to get from the Treasuryymanjwho wasjup here, I would appre- 
ciate it, 
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Mr. CLEevELAND. Yes; we have a full statement all ready on it. 
You are speaking now of the loans we make pursuant to last year’s 
Mutual Security Act, or also the International Bank and the Export- 
Import Bank and the rest? 

Mr. Vorys. All of them: Export-Import Bank, and so forth. 

Mr. Cievevanp. All public lending where United States Govern- 
ment funds are involved. 

Mr. Vorys. Yes, sir. As I understand it, in the draft legislation 
before us there is no provision for loans for the coming year, is that 
right? 

Mr. CLeve.anp. That is correct. 

Mr. Vorys. Do you care to speak on that for a minute? 

Mr. Cievetanp. A good deal of lending authority already exists 
both in the International Bank and in the Export-Import Bank. We 
feel that this lending authority is ample to take care of the develop- 
ment-lending possibilities that should materialize over the next fiscal 
year. Because of the defense-supporting character of the program for 
Europe, and the external debt position in which most of those countries 
find themselves anyway, it is the judgment of all the agencies involved 
in this, of Mr. Harriman and of the National Advisory Council, that 
it would be a mistake to apply any of the funds proposed for grant 
purposes in this legislation on a loan basis—in other words, to repeat 
the 10-percent mandatory loan provision of last year. 

The mandatory provision is being applied this year pursuant to the 
law, but is having to be applied pretty much across the board to 
European countries with a couple of exceptions, and is not a particu- 
larly happy way of making loans. The loans ought to be made on a 
project basis with the kind of follow-through, fiscal follow-through 
and technical follow-through that the organizations like the Inter- 
national Bank and the Export-Import Bank can undertake. 

Chairman Ricuarps. There is no provision in this new bill for 
loans at all, is there? 

Mr. CLeveLanp. That is right. The way the bill is written, the 
10 percent mandatory loan provision of last vear would lapse at the 
end of this fiscal year. 

Mr. Vorys. I presume that in some of the laws that are continued 
there would be discretionary power to make loans but you do not 
plan any? 

Mr. CLevetanp. There would, I think, be discretionary power, if 
I am not mistaken. There was discretionary power in the old ECA 
legislation which is the basic legislation still for Europe and the far 
eastern area. But as of the moment, we would not plan to make 
loans out of these funds because of a very strong judgment by the 
National Advisory Council that loans ought to be made by the 
established lending authorities, the Export-Import Bank and the 
International Bank. 

Mr. Vorys. Have you ever, since you have been connected with 
ECA or MSA, known of a country that was eligible for grants that 
came to ECA or MSA for a loan? 

Mr. CLeve.anp. I do not know of any country. 

Mr. Vorys. If they can get it for nothing, they are not going to 
borrow it; that is true, is it not? 

Mr. Creve ane. For the kinds of purposes for which the ECA 
and MSA have existed, I think it is fair to say that countries have and 
would always prefer to get funds on a grant basis than a loan basis. 
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But those same countries in many instances have gotten funds on a 
loan basis from lending agencies, from the Export-Import Bank, and 
the International Bank. 

For example, Indonesia has a very small grant program here but 
has a very large loan that she is currently receiving from the Export- 
Import Bank. And I know that the Indonesians would be quite 
unhappy to feel that the only financial and economic relationship 
that they could have with this Government would be on a grant 
basis. They prefer the lending arrangement for their capital invest- 
ment program that they are trying to prosecute. _ ) 

Mr. Vorys. For instance, in the 14 participating countries, we 
have got $117 million, agricultural equipment; $2,121,000,000 indus- 
trial, of what about half a million dollars is going to come from the 
United States and of which it is proposed that $144.7 million shall 
be MSA-financed. 

There is no proposal to have any of that by way of loans I presume. 

Mr. CLeve.ann. That is right. 

Mr. Vorys. That is all. 

Chairman Ricuarps. Generally speaking, you have made the 
statement just now that the provision regarding loans was harmful. 
You take the position it is just cutting down the authorization by 
that percentage as an over-all proposition, is that right? 

Mr. Cievetanp. No; I would not go so far as to say that. I 
think that the funds in whatever form can be put to some effective 
use. But there are sufficient loan funds, taking the International 
Bank and the Export-Import Bank, together, to take care of those 
types of assistance and support from United States public funds 
that ought to be financed and will be on a loan basis. And this 
program, in effect, is the residual that should not and is not pro- 
posed to be on a loan basis. 

Chairman Ricuarps. Well, the 10 percent, you take a note for it 
without passing or meeting the requirements of sound business prac- 
tice. That is what it would be. 

Mr. Cievevanp. Exactly. It gets you into an area of fuzzy 
lending that the Treasury and the National Advisory Council have 
always opposed doing, with our full concurrence. It is as a result 
of precisely that feeling that the National Advisory Council has been 
so emphatic about this subject from year to year, and again this year. 

Chariman Ricuarps. You think the other agencies mentioned just 
about cover that field from a sound business practice standpoint? 

Mr. CiLevetanp. That is right, sir. 

Chairman Ricwarps. Thank you very much, Mr. Cleveland. 

Is there anything else you wanted to say before we recess until 
tomorrow? 

Mr. CLeve.Lanp. I wonder if I could just mention two points in 
connection with the testimony this morning, Mr. Chairman? 

One is, there was mention made in some discussion and question- 
ing of the support for free labor unions in this area. You will re- 
member that in the legislation last year there was put in the so-called 
Benton amendment, section 3 of which tells the executive branch to 
encourage, where suitable, the development and strengthening of free 
labor union movements as the collective bargaining agencies of labor 
within such countries. That is section 516 (c). 

Secondly, I would like to mention once again that all aid in this 
Far Eastern area is aid that is requested by governments, and our 
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spirit and purpose in that area is to work through governments. 
There is no sense in which the purpose of this program or the methods 
by which it is carried on is an attempt to subvert existing authority 
in the area, although we are on the side, as many of those govern- 
ments are, of rapid reforms in the distribution of income as well as in 
rapid increases in the production of goods. 

This whole program in the far eastern area has to be looked at, 
I think, as a program of mutual security. It started out as an effort 
to use economic and technical tools to help prevent, in the area of 
southeast Asia, the kind of tragedy and disaster that happened 
in China. 

In this program, the first push gets you into an amount and character 
of assistance that we do not believe will or should continue over a 
period of time. Most of it, as you know, is for Formosa and Indo- 
china. The parts that are more akin to technical assistance—defined 
in this broader sense of technical services—plus the materials and 
equipment to go with them, show a history already (as is shown in 
the Latin-American program, with a longer history) of the technical 
assistance component going up. So, for example, in Thailand you 
have a condition where 40 percent of the total program next year is 
proposed to be in the form of technical services. 

That is and should be the right trend in this kind of a program. 

The basic reason for the program has to be kept in mind. It is not 
at root a humanitarian or do-good program. The purpose is to try to 
protect that part of the world from going the way of China and to the 
extent that that can be done with these technical and economic tools, 
we think that this program is a most important kind of wall to build 
against the internal subversion technique, which is the technique 
Communists most like to use to take countries over in that part of the 
world because it is the cheapest. They found out in Korea how expen- 
sive external aggression can be, and they are working the internal 
subversion route as hard as they can. 

Chairman Ricuarps. Of course, a provision on encouragement of 
free enterprise would be suitable in some places and it would not be in 
others. It gets back right down to the point of whether or not you 
want to leave in there or whether to exclude that possibility at all. 

Mr. CLeve.anp. That is right. Our feeling is that it ought to be 
promoted in some places, where suitable. 

In the Philippines, which we were discussing this morning, for 
example, both the Philippine Government and we think it is suitable 
to be encouraging a free labor-union movement there. 

Chairman Ricuarps. Is there anything else? 

Mr. Vorys. Mr. Chairman, if we may go off the record at this point, 
I would like to get something off my chest. 

Chairman Ricuarps. Off the record, Mr. Reporter. 

(Discussion off the record.) 

Chairman Ricuarps. Anything else, John? 

Mr. Vorys. That is all, Mr. Chairman. 

Chairman Ricuarps. Anything further, Mr. Cleveland? 

Mr. CLEVELAND. No, sir. 

Chairman Ricuarps. The committee will recess until 10 o’clock 
in the morning. 

(Whereupon, at 4:45 p. m., the committee recessed until 10 a. m., 
Tuesday, April 29, 1952.) 
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TUESDAY, APRIL 29, 1952 


House or RepreseNvATIvVEs, 
ComMirreEe ON ForeiGn AFFAIRs, 
Washington, D. C. 
The committee met in the House Foreign Affairs Committee room, 
Capitol, at 10:30 a. m., the Hon. James P. Richards (chairman) 
presiding. 
Chairman Ricuarps. The committee will come to order, please. 
Ladies and gentlemen, we will continue hearings on H. R. 7005. 
We have with us this morning our good friend Mr. Wood. Mr. Wood, 
will you proceed? 


STATEMENT OF HON. C. TYLER WOOD, ASSOCIATE DEPUTY 
DIRECTOR FOR MUTUAL SECURITY 


Mr. Woop. Mr. Chairman, as you know, the program this morning 
is to deal with the point IV operations. We have with us the Acting 
Administrator of the Technical Cooperation Administration, which 
manages the point IV program, Mr. Jonathan Bingham, and also 
Mr. Stanley Andrews, who is still technically called consultant to the 
Secretary of State on point IV. 

I think the members of the committee know he has been nominated 
and confirmed as Administrator of the Technical Cooperation Ad- 
ministration, He has not yet been sworn in, so we might call him 
Administrator-elect. 

In any event, Mr. Andrews, as I think perhaps the committee 
knows, was the man who picked up where Dr. Bennett left off on the 
trip he was taking around the point IV area. All of us considered 
ourselves very fortunate in being able to get Mr. Andrews to pick 
up and carry on and tell that his tour was an extremely constructive 
one. 

So, Mr. Bingham will outline for you the scope and nature and 
purposes of the point IV program; Mr. Andrews will then, it if please 
the committee, discuss some of the results of the observations of his 
trip, and then the committee can ask questions as they will. 

Before we go to that subject, and just to complete the record of 
the programs which the committee has been considering, I should 
like, if I may, to say a word about one program of the Mutual Security 
Agency which has not been brought to the attention of the committee 
this vear, that is, the programs that we have been carrying on in the 
dependent overseas territories of the metropolitan countries of Europe. 

I have here, and I would suggest, if the committee please, that it 
would be available for the record, a booklet, of which copies will be 
furnished you, entitled ‘The Overseas Territories in the Mutual 
Security Program.” 
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I should like to call attention particularly to pages 10 to 16, which 
contain a brief description of the program and its objectives in these 
territories. 

I will not take much time of the committee to tell you about that. 

Chairman Ricnarps. Wait a minute. Mr. Wood, are you pro- 
posing to put all of that in the record, or just those excerpts. 

Mr. Woop. Whatever the committee prefers. I think it would 
be helpful to put the whole booklet in the record. It is not very long, 
Mr. Chairman. 

Chairman Ricuarps. What do you call long? 

Mr. Woop. Just a few pages. It is very thin. 

Chairman Ricwarps. If the committee thinks it will be helpful. 

Mr. Woop. I think it would be quite helpful. 

Chairman Ricwarps. Is there objection to putting that in the 
record? 

Mr. Woon. I offer it, and if the committee decides after looking at 
it they wish it in the record, that can be done. 

I do want to call attention to pages 10 to 16 where the description 
of the program is given, and to summarize those pages by saying that 
there are three main forms of activity that are carried on. One is in 
relationship to the development of basic materials production and 
support programs for those projects; two, projects having to do with 
the services and support required for some of the military bases in 
this area; and three, a relatively small amount, estimated presently at 
about $5 million, for technical assistance in this area, having to do 
with such things as surveying of mineral resources, promotion of 
technical improvements in mineral production, increases in agricul- 
tural efficiency to expand available supplies of food, improvement of 
health conditions, and the like. 

That is all I think I need to say at this moment, Mr. Chairman. 
If the committee desires, this can be put in the record for any further 
study which members would wish to make of it. 

If we may, we would like to go on with the point IV program and 
to call Mr. Bingham first. I may say, by way of introduction, that 
the point 1V program operates in areas covered by three of the titles 
before you. The first of them is title II, the Near East and Africa, 
where practically all the technical assistance work is under the 
direction of the Technical Cooperation Administration. 

I would like to call to the committee’s attention that there are two 
fairly large programs in this area which are not of the point [V type 
and which Mr. Gardiner has already covered, namely, the Palestine 
refugee program and the program of support for the State of Israel. 
These have already been covered. 

Chairman Ricuarps. Those are the two instances which are not 
strictly under point IV and title II? 

Mr. Woop. That is correct, sir, as to technical assistance, there are, 
of course, military programs in title II. 

In title III, Asia and the Pacific, you may recall when we discussed 
the Mutual Security Agency programs in southeast Asia, I referred to 
the fact that there were certain countries in the area we call south 
Asia all of which have point IV programs under the management of 
the Technical Cooperation Administration. These countries are 
Afghanistan, Ceylon, India, Nepal, and Pakistan. 
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Then, in title IV, the American Republics, all the technical assist- 
ance in that area is of the point IV type and is under the management 
of the Technical Cooperation Administration. There is one program 
in title V, the multilateral technical cooperation program, which is 
carried out through the United Nations technical cooperation organi- 
zation, on which Mr. Bingham will also testify. 

Mr. Bingham, will you proceed with your statement? 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. When we quit last night I requested, and you suggested 
it be for the record, that we should have today a statement of all of 
the technical cooperation programs in this bill and otherwise carried 
on by the United States and the organizations of which it is a part. 
I wonder if that is available yet? 

Mr. Westruav. The people downtown are getting up the loans, and 
I have the other part that I am working on. 

Chairman Ricuarps. It was understood that the request which was 
made yesterday afternoon would be met and that statement would be 
in the record. 

Mr. Vorys. I asked if it could be available today. 

Chairman Ricuarps. Could anybody tell us how long it will be 
before that would be available? 

Mr. Westrpuat. I spoke to Mr. Allen on the telephone a while ago, 
and he hopes to get it up by this noon. 

Chairman Ricuarps. Will you press him for it, because this after- 
noon there may be some questions on that. 

Mr. Bingham, do you have a prepared statement? 


STATEMENT OF JONATHAN B. BINGHAM, ACTING ADMINIS- 
TRATOR, TECHNICAL COOPERATION ADMINISTRATION 


Mr. Bincuam. It isa little long. I would suggest, if it is agreeable, 
it go in the record and I summarize it orally. 

Chairman Ricuarps. ‘The statement will be placed in the record, 
and if you will summarize it, I think it would better. 

(The statement referred to is as follows: ) 


This statement deals with that portion of the program for the undeveloped areas 
which is administered by the Technical Cooperation Administration of the 
Department of State. For bilateral technical cooperation or point IV programs, 
we are asking for a total of $227 million, divided as follows: $22 million for Latin 
America, $55 million for the Middle East and Africa, and $150 million for south 
Asia. 

In addition, funds are being requested for multilateral technical cooperation 
activities in the amount of $17 million, for assistance to Israel for the relief and 
resettlement of refugees in the amount of $76 million, and for authority to contrib- 
ute $65 million to the U. N. program for the relief and rehabilitation of the Arab 
refugees from Palestine. 


I. WHY THE POINT IV PROGRAM 


The point IV program is a program to help the people of the underdeveloped 
areas to help themselves. In part our interest in carrying on such a program is 
humanitarian. Activities of this kind, to bale people who are hungry and sick 
and poor, are in the best American tradition. But, if the reasons for this program 
were purely humanitarian, some might say that it should be deferred in this time 
of emergency, when the resources of the Nation are strained to help provide the 
necessary military defense against the threat of Communist aggression. For that 
reason, I would like to concentrate here on the very practical reasons why this 
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program is in the self-interest of the United States, why it is a good investment, 
why it is as much a matter of common sense as paying an insurance premium. 
e can start with three fundamental propositions, as follows: 

1. The United States cannot afford to let the free countries of Asia and the 
Middle East, to say nothing of Latin America, fall under Communist domination. 
The rest of the free world would then be fatally deficient in raw materials and in 
manpower. 

2. The Communist powers will exert every effort to see that they do acquire 
effective control of these areas. Where military aggression is not practical, they 
will work through subversion and propaganda, cleverly picturing a rosy economic 
and social future under Communist leadership. 

3. The people of the underdeveloped areas are more restless and discontented 
than ever before, partly because conditions actually are deteriorating in some 
areas, but more importantly because these people now for the first time are aware 
of what the benefits of the modern world wight bring them. They are going to 
find it increasingly difficult to resist the promises of communism in an atmosphere 
of continued stagnation or deterioration. They will move one way or the other. 

In this situation, it seems clear what is needed: The peoples of these areas must 
be given hope that improvement in their living standards lies ahead if they stay 
on the side of freedom. Such hope is not a purchasable commodity. These 
peoples do not want charity. They want to do the job themselves, and they 
are the only ones who can do it. But they need help, both to be shown how and 
to get started. 

In this situation, our point IV program is a necessity. It provides a positive 
answer to the wiles of communism. It can do more to provide faith in the United 
States and in the free world than any amount of words. It is intensely dynamic 
because it can set in motion a chain reaction of events that will reverse the vicious 
eycle of economic deterioration and start in motion a benign cycle. Most of all, 
it can give people hope in their own future. 

In some areas, along the periphery of the Communist powers, the urgency of the 
situation is particularly acute. In these areas, notably in India, Pakistan, and 
Iran, our program must be so devised as to achieve a fundamental improvement 
in the basie conditions of the people’s lives within a matter of a very few years. 
This may require, for example, that in addition to providing Indian farmers with 
new skills, we also help to provide the necessary tools and fertilizer and water so 
that they can make use of these new skills. This does not represent a change in 
the ultimate objectives of the point TV program or in its methods, but it does 
represent an increase in intensity and in quantity, brought about by the increased 
tensions in the world in the last 2 years. 

The point IV program then is not a security program in a direct military sense. 
But it is nevertheless a security program in a very real sense. There will be no 
use building a shield against Communist aggression through our defense programs 
if the area behind the shield is allowed to become soft and subject to subversion 
from within, 

There are other very practical reasons why point IV is in the interest of the 
United States. Experience in Latin America and in Liberia, where programs of 
this sort have had time to develop, has demonstrated that where living conditions 
can be improved and individual incomes raised, increasing trade with the United 
States follows. Similarly, opportunities for private investment tend to open up 
as the political and economic situation is improved. 

Another very practical reason for point IV is that if the objective of the program 
in a country such as India can be achieved, namely, a substantial increase in the 
country’s domestic food production, the United States will not have to be called 
upon to contribute large sums for the actual relief of famine sufferers. Thus, 
the proposed program for India, although substantial, will involve much less of an 
outlay for the United States than the 1951 wheat loan, and yet it will result, in a 
year or two, in an increase in India’s annual wheat production as great or greater 
than the amount of wheat involved in the loan. 


II. PrincipLes or Pornt IV 


During the year that Dr. Henry Garland Bennett was Administrator of the 
Technical Cooperation Administration, he developed and laid down the funda- 
mental principles which represent our guidelines today. I should like to mention 
some of them briefly. 
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1. Fundamentally the technical cooperation program is one of teaching and 
showing. Nonetheless, in order for the teachers and technicians to be successful 
in their work, that work must be supported by adequate supplies and equipment. 
As Dr. Bennett put it, in his testimony last year: ‘Supplies and equipment are 
included in point 4 programs to the extent necessary to insure substantial results 
in assisting the country with each project undertaking, whether it be land recla- 
mation or expansion of education.” 

2. A second principle is what Dr. Bennett used to call first things first. In 
most of the areas with which we are concerned, 8 out of 10 people are chronically 
hungry, 7 out of 10 are chronically ill, and about this same proportion are illiterate. 
These are the basic problems which must first be attacked. Of the requests that 
we are making of the Congress for bilateral point 4 programs, 72 percent of the 
total is for the purpose of increasing the production of food, and more than half 
the remainder is for health and education. 

3. The programs must be truly cooperative in nature. They will not succeed 
if they are financed and run by the United States. To the maximum possible 
degree, the host governments should contribute personnel and money, and should 
participate actively in the operation of the program. 

To this end an extremely successful device has been developed in Latin America, 
known as the cooperative servicio. This is an agency of the host government 
established within, say, the Ministry of Agriculture, and usually headed by an 
American. On the servicio staff United States technicians and local nations 
work together. The people of the country in question know that the program is 
their own program; they take pride in it, and they are not made to feel that the 
United States is giving them charity. In the early days the host governments 
contributed little or nothing to the program funds, but over the years their 
interest has so increased that they are now carrying the bulk of the load. 

In other areas of the world we are working toward adaptations of the servicio 
device. For example, in Jordan, we have arrived at an agreement with the 
Government which will establish four cooperative services, in agriculture, water 
resources, health, and education. Elsewhere, we have worked out joint fund 
arrangements. In either case, the original agreement specifies the contributions 
which the United States and the host government will make. In the case of the 
servicio, or cooperative service, these represent firm commitments. In the case 
of the joint fund or similar arrangements, firm commitments are not made until 
supplementary program or project agreements are negotiated specifying in more 
detail the activities to be carried on. 

It is always our objective to stimulate the maximum contribution on the part 
of the local governments, including provincial and town and village governments. 
These contributions are by no means limited to the financial contributions which 
the host government undertakes to make in the formal agreements. Experience 
in Latin America has shown that central and local governments frequently make 
contributions to program funds over and above what they have promised to make. 
Moreover, operations at the village level almost always require substantial con- 
tributions of labor from the. people themselves. The financial value of such 
contributions is difficult to measure, but the ultimate value in terms of real 
support for the program and assurances of its success, is very great—-perhaps 
greater than any cash contribution could be. 

In some instances the financial contributions by the host government may be 
negligible at first but we are confident that they will increase as the programs 
begin to show results. This has been the experience wherever technical coopera- 
tion programs have been under way for a few years. In the early years in Latin 
America the United States bad to contribute the bulk of the cost of the programs. 
Today the situation is just the reverse and the host governments are carrying the 
bulk of the load. 

This process of gradually increasing enthusiasm in and support for a joint 
undertaking is an exciting one not only because of what it can accomplish in an 
economic and social development but in terms of growing international under- 
standing and trust. 

4. A fourth basie principle is that we should work directly with the people on 
the land or in the cities helping them to take the steps forward that they are 
ready to take. This often means that the first steps must be little ones, simple 
things which seem obvious to us. An expert went to Afghanistan for FAO a 
year or so ago and sent back a telegram reading “Send me a hoe.”” The farmers 
there had never seen one. In an area where labor is not a scarcity, hoes and 
scythes are often what is needed rather than tractors. 














960 MUTUAL SECURITY ACT EXTENSION 


5. Just.as point IV is a self-help program for governments, so is it for the individ- 
uals with whom we work. We may, and often do, help in the establishment of 
cooperatives or farm credit bureaus so that the farmer may be able to buy better 

uipment at reasonable prices, but in general the only thing he gets free is advice. 
This principle is illustrated by our ‘‘2-cent”’ program in Liberia. Frank Pinder, 
an extension agent from Florida, discovered that the farmers in the bush country 
of Liberia needed a few cash crops and that cocoa, coffee, and palm oil were suitable 
for this purpose. He developed with the Liberian Government a program under 
which seeds for these crops would be made available to the farmers at minimum 
prices. A cocoa pod, containing 24 seeds—enough to plant a small plot of 

und—was sold for 2 cents. This was within the means of the farmer, but 
aving paid this small price for his seed he was the more interested in making his 
little business venture a success. Within a few years, his few cents’ investment, 
plus some hard work, could produce an annual cash income of $100 a year, which 
to him was riches. By this process thousands of acres have been planted for the 
first time, and the program is a success. 

6. It is our policy, wherever practical, to carry out technical-cooperation pro- 
grams through the United Nations and its specialized agencies, and through the 
Organization of American States. These activities have great psychological 
value for all the participating nations, and tend to strengthen the international 
organizations themselves. Regional economic problems can be more effectively 
dealt with on an international basis. Experts from many lands are recruited for 
these programs, thus adding substantially to the total supply of technicians. In 
such fields as public administration, where advice from a United States expert 
might be misinterpreted, an expert from the United Nations may be in a better 
position to recommend the proper action. 

Not only are the multilateral and bilateral programs coordinated to insure no 
duplication or competition but in many cases bilateral activities are planned so as 
to supplement multilateral operations. The TCA program in Libya, for example, 
is helping to furnish supplies for a desperately needed technical scbool, and 
UNESCO is helping to furnish teachers. CA and the FAO are working together 
on locust contro] in the Middle East. 

In addition, we work closely with the International Bank for Reconstruction 
and Development and with the Export-Import Bank of the United States. 
Frequently, we help other governments over the initial stages of projects which 
may eventually be suitable for financing by one of these great lending institutions. 
In every case our recommendations for point IV are based on the best available 
information as to what the country in question could reasonably undertake 
through loan financing. 

7. We try to make maximum use of the manpower, area knowledge, and special 
technical skills available through the various private organizations, including 
universities, business concerns, foundations, and religious organizations, which 
have built up know-how and understanding Over many years of experience in the 
foreign field. We are tremendously encouraged by the almost daily inquiries 
from representatives of such organizations, asking us how they can help and how 
we can help them, and we devote much time and effort to working out effective 
methods of cooperation. We are currently investing over $4 million in 69 con- 
tracts and grants for the initiation and expansion of programs of technical assist- 
ance that will be carried out under the auspices of private organizations. 

8. It is our purpose and policy to facilitate and encourage the flow of private 
capital, from local as well as United States sources, into productive enterprise in 
the underdeveloped areas. In part we can do this by helping the countries them- 
selves to find and present opportunities for private investment. In addition, our 
industrial advisors can train local nationals in the techniques of developing small 
industries requiring low capital investment which can be financed from local 
sources. Most important of all, our programs can help to create that degree of 
economic and political stability which will make private investment attractive to 
the investor. J 

III. ORGANIZATION FOR THE PROGRAM 


The Technical Cooperation Administration is organized on a regional basis, 
with three regional services responsible for operations in the three main areas of 
activity—Latin America, the Near East and Africa, and south Asia. In the case 
of Latin America, the Institute of Inter-American Affairs, which has been carrying 
on technical cooperation programs there for the last 10 years, has been brought 
within the TCA organization and made our regional arm to carry out or supervise 
the conduct of all bilateral activities in Latin America. 
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While the Technical Cooperation Administration has the primary responsibility 
for the program, we have felt at all times that it was imperative to utilize the 
entire resources of the United States Government to make this program a success. 
Thus, thirty-odd departments and agencies of the Government—including the 
Departments of Agriculture, Commerce, Interior and Labor and the Federal 
Security ee ee an important role, both in recruiting experts in their 
respective fields and in giving them the technical backstopping that they need 
once they are in the field. 

In order to assure proper integration and coordination of field activities, there 
is in each country a director of technical cooperation, who reports to the Ambas- 
sador or Minister. Technicians, whether on the payroll of the Department of 
State or some other Government agency, are.on the staff of the country director 
while in that country. A number of outstanding men have been recruited for 
this service. 

It is our policy to decentralize operations, insofar as possible. We must never 
forget that the point IV program will succeed to the extent that it helps our 
friends abroad at grass-roots levels. 

Accordingly, the programs here proposed reflect the recommendations of this 
Government’s representatives in the field, based in most cases on the host govern- 
ment’s own requests and on detailed consultations with officials of the local 
ministries. These recommendations from the field were then analyzed and 
screened in Washington, with attention to relative priorities and other over-all 
considerations. The programs proposed are illustrative in character, but, to a 
7 considerable extent, the programs actually carried out will be along the same 
ines. 

As of February 29, more than 10,000 people were working on point IV projects 
in 32 countries. Over 90 percent of these were local personnel employed by 
cooperative services or paid from joint funds. : 

An important part of TCA operations in all areas is the training program. 
Most of this is done on the spot, either in the fields and villages orin local teaching 
institutions, but a key part of the program takes place here in the United States 
Local technicians who need experience or training that they cannot get elsewhere 
are brought to the United States for a period of from 3 to 12 months, to work in 
Federal or State agencies or in Jand-grant colleges. As of February 29 some 350 
such trainees were in the United States, 


IV. Programs tn LatIn AMERICA 


For technical cooperation programs in Latin America, we are requesting a | 
total of $22 million. This represents a continuation and slight expansion of the 
programs totaling $18 million currently being carried out under the supervision 
of the L[ustitute of Inter-American Affairs as the regional arm of the Technical 
Cooperation Adminftstration. 

Latin America has been the proving ground of point IV, and the programs 
there have in fact proved their value many times over. They have become a 
symbol of the good-neighbor policy and a source of great good will for the United 
States. To the extent that they have helped the Latin-American countries to 
solve their fundamental problems of food supply, health, and sanitation, and 
education, they have contributed toward building a strong hemisphere. Through 
the medium of the services and other point IV operations in Latin America, many 
millions of people have been shown how to improve their way of living and have 
been given a kind of confidence in the future that they have not had before. The 
activities of our technical missions have surely been a contributing factor in the 
great increase since before the war in exports from the United States to the Latin- 
American countries, for example in such commodities as pharmaceuticals. Our 
programs both support and complement the contributions to economic develop- 
ment that are made possible in Latin America through the activities of the great 
lending institutions and through private investment. 

Programs are being carried on in 19 of the Latin American countries, through 
34 services and in other ways. Working with and under the supervision of some 
500 American technicians are thousands of local nationals, employed by the 
services. The idea is that the activities undertaken by the services should be 
carried on to an increasing degree, as time goes by, by local nationals, and many 
such activities have been turned over to the local governments altogether to 
operate. Our people are literally trying to work themselves out of jobs. 

About 70 percent of the population of Latin America earn their living from 
agriculture, and accordingly it is appropriate that the largest single item in the 
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point IV program in Latin America is allocated to this purpose. Thirty-six 
percent of the program for next year is in the field of agriculture; 22 percent will 
be devoted to health and sanitation, and 16 percent to education. The remaining 
26 percent will provide for technical assistance in mining, industry, transportation, 
government administration, social services, housing, ete. 

The members of this committee are familiar with the work of point 1V in Latin 
America. The report of the subcommittee consisting of Chairman Richards and 
Messrs. Burleson and Jackson who saw several of the programs in operation last 
fall, was gratifying and extremely helpful to us, and accordingly I will not attempt 
to deseribe the programs in detail. 

It would take a large volume to cover in any degree of detail all of the technical 
cooperation activities going on in Latin America. Accordingly, I will merely 
describe three characteristic examples of point IV operations in this area. 

The Cocperative Agricultural Service in Costa Rica, which began its extension 
program in 1948 with three officers, is now serving the entire country through 28 
field offices and 125 Costa Rican employees trained in the service with the assist- 
ance of United States technicians. Interest in its work is constantly growing; 
in 1949 Costa Rican farmers made 9,427 visits to the extension offices, and 7,736 
persons attended meetings and demonstrations; in 1951 the number of visits was 
up to 57,903 and the meeting and demonstration attendance was 43,569. 

In 1949 servicio agents distributed 54,907 pounds of pesticides at a reasonable 
price. By 1951 the use of these products had so increased that the servicio dis- 
tribution was 385,000 pounds, in addition to increased sales by private business- 
men which the servici> had encouraged. 

Concentrating on helping the operators of smaller farms, cooperative servicio 
acents advise on the use of insecticides and fertilizers, on contour planting, hillside 
ditches and other erosion control measures, on crop rotation methods and the like. 
Assistance in the ecllection and storage ef water has resulted in increased herds of 
cattle, thus materially increasing the yield of meat, hides, and dairy products. 
Potato production has increased markedly, and black beans, a principal food 
staple, has since 1947 become a substantial item for export instead of an import 
requirement as it had been before. Thus, by the operation of a benign cycle 
Costa Rica has additional foreign exchange to devote to further development. 

The health and sanitation program in Chile is an outstanding example of the 
way in which point IV operates. In 1942 the United States agreed to deposit 
$5 million in a jeint fund for carrying on health and sanitation work in Chile, and 
at that early time the Government of Chile did not itself contribute. As the years 
went by, and as the interest of the people of Chile and its Government increased, 
their financial contributions to this work have steadily grown until today the 
ratio of their contributions to ours is seven to one. 

A dramatic example of the way in which point IV can operate to stimulate 
progress was provided in the city of Santiago, where a modern sewage system 
was built in one part of the city with United States assistance. When the resi- 
dents of the rest of the city saw what could be done, they demanded and got 
similar sewer systems, all of which were paid for by the Chilean authorities. 
Today health centers are operating in Santiago, Valparaiso, Antofagasta, and 
Temuco. These centers are engaged in the control of acute infectious diseases, in 
immunization campaigns, in developing programs for sanitary garbage disposal 
and pest control and the like. A few years ago the Chilean infant mortality rate 
in some districts was one of the highest in the world; today, with the help of the 
cooperative servicio, the rate has been cut more than two-thirds in many of those 
same districts. 

Vocational education is an important part of the program in Paraguay. The 
country’s development has been retarded by an acute shortage of workers in basic 
trades, such as machine shop, auto mechanics, plumbing, electricity, ete. A 
trade school was built near Asuncién, equipped with simple machinery and tools, 
and administered in its early days by the United States field staff. As no Para- 
guavan vocational teachers were available, North Americans also did the teachin 
while selected Paraguayans were brought to the United States for training an 
then sent back to the school as assistants. Most of the teaching and administra- 
tion have now been taken over by Paraguayars, and the United States role is 
now limited to general guidance. The demand for school graduates far exceeds 
the supply, and plans are under consideration for establishing similar training 
facilities in other centers of Paraguay. 
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V. Tue Near East anp AFRICA 


1. Independent states of Africa 

The proposed programs for Liberia, Libya, and Ethiopia amount to $3.5 
million, or slightly less than the authorized programs in the current fiscal year. 

Africa is an area of great importance to the United States, to the free world 
generally, not only as a source of strategic materials, but because it is an area of 
great potentiality in which millions of people are beginning to stir with a growing 
sense that their destiny lies in their own hands. 

In Liberia, which has traditionally close ties with the United States, programs 
of a point IV character have been on for 7 vears, with conspicuous success. The 
Government has become so interested and enthusiastic in the possibilities of 
development that it is now devoting 20 percent of its income to the technical- 
cooperation program. Since before the war, incidentally, there has been a twenty- 
eight-fold increase in Liberia’s imports from the United States. 

In Liberia the principal emphasis of the program at present is in the field of 
health and sanitation, helping in the eradication of preventable diseases and the 
like. However, the agricultural work runs a close second. The entire point IV 
operation in Liberia is under the general direction of a joint development commis- 
sion set up under the provisions of the Act for International Development. 
Among the current activities aimed at developing Liberia’s long-range poten- 
tialities is an aerial survey of tre country, much of which bas never been accurately 
mapped before. The Government of Liberia is contributing substantially more to 
the total program than the United States, and the component of supporting sup- 
plies and equipment needed from us is small. 

Ethiopia, which is also a land with strong friendly ties to the United States, has 
enormous resources of land and great potentiality for development. It can be 
not only a great source for food for the Middle East, but also a possible area for 
settlement of some of the homeless peoples of that area. 

Outstanding in the program for Fthiopia is the establishment of an agricultural 
college. This project will be handled by the Oklahoma A. and M. (the university 
of which Dr, Bennett was president) operating under contract with the TCA. In 
view of the country’s enormous agricultural resources, the principal emphasis in 
this program will be in the field of food production and also of food storage and 
distribution. For lack of storage and transportation facilities, a great deal of 
good beef has been allowed to rot in Ethiopia, while only the hides were sold. 

Libya is literally a new-born nation, having become independent only within 
the last 3 months. It is important to us both strategically and politically, but it 
has little in the way of resources to work with and needs a great deal of help if it 
is to survive as a free nation. Poth the United Nations and the United Kingdom 
are contributing to its development substantially and our aid will fit in with theirs. 

The technical-cooperation program for Libya represents a broad-scale attack 
on the country’s basie problems in agriculture, in health (especially in dealing 
with such dread and debilitating diseases as trachoma and malaria), technical 
education, and in the development of water resources. 


2. The Arab States 

The proposed point IV programs in the Arab States amount to $23.5 million. 

In these ancient and always strategic lands, which are of such vital importance to 
us not only because of their location at the crossroads of the world but because of 
their oil resources, the political situation varies from day to day. Unresolved 
issues of the Palestine conflict contribute to the unrest, including the presence in 
the Arab lands around Israel of some 850,000 Arab refugees who subsist on relief 
from the United Nations and constitute a potentially explosive political force. 
But over and above the political problems are overriding economic problems 
stemming from undeveloped resources, human and natural, and artificial barriers 
to trade. In most areas the standard of living is appallingly low. 

Problems in the Arab world are compounded by the difficulties of newly won 
independence, and by the lack of those administrative skills needed to provide 
basic public services. 

This is a situation which obviously cannot be allowed to drift. It is in our 
interest to help these peoples develop their own resources and make strides toward 
economic and social justice. If these things can be done—even if a start can be 
or lg can be injected into a deteriorating situation, and with it some 
stability. 

The character and size of the programs we are proposing for these countries 
reflect certain peculiarities in the situation within each country; for example, the 
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fact that Iraq and Saudi Arabia enjoy large oil resources and revenues, that Syria 
and Iraq, alone among the Arab States have substantial unutilized land resources; 
that Egypt, with a population equal to all the other Arab States combined, is 

uliarly in need of additional land resources and of a solution to her land- 
tenure problems, that Egypt’s need for assistance in the storage of grain is greater 
than in connection with its production; that Jordan with scant resources is making 
real efforts to make use of all available manpower. 

As an integral part of the technical-cooperation program, in the Arab States as 
elsewhere, we are carrying on a training program for local technicians, both in the 
area and in the United States. A training center has been established at the 
University of Beirut and today there are 120 trainees enrolled there from 8 
countries in the following fields: 64 in public health, 21 in agricultural engineering, 
20 in public administration, and 15 in economics. 

Operations are under way in all the countries in the area except Syria and 
Yemen which have so far not signed the requisite agreements. As of February 29, 
1952, 48 United States technicians were on the job and 29 more were on the way. 

For next year an increase is requested so that the program for this area may be 
more nearly commensurate with the magnitude of the problems and their import- 
ance. A total of 58 percent of the proposed programs will be used to assist the 
Arab States in reclaiming land in Bevckantie water resources, and in increasing 
their agricultural production by improving their basic experimentation and exten- 
sion services. Nearly 19 percent of the total proposed program will be used for 
developing public health and sanitation services, and 8 percent will be used in the 
educational field, primarily in vocational education. 

A description of each of the programs would be quite repetitious since there is a 
great deal of similarity between them, although differences in emphasis and in 
degree appear. The following brief description of projects planned for Jordan 
for next year which will be carried out under the cooperative service arrangements 
concluded this year, may give some idea of the scope and basie character of the 
proposed programs: 

The cooperative service in the field of food supply will concentrate on a basic 
agricultural research and extension program, on seed production and distribution 
porn on livestock improvement (e. g., sheep, cattle, poultry), and on farm 
schools. 

The cooperative service in the field of health and sanitation will operate a 
central laboratory in Amman, working on the control of communicable diseases, 
such as malaria, trachoma, and tuberculosis, and will help to set up a series of 
health centers in the country and carry on a program of environmental sanitation, 
involving the development of sanitary water supplies and of simple but effective 
sewage disposal systems. 

A cooperative service in the field of education will work on a vocational educa- 
tion program, designed to train Jordanians in the trades and mechanical arts and 
will begin on a teacher-training program which will include the establishment of 
the first women’s college in the country. 

In the all-important field of water resources, a fourth cooperative service will 
undertake further operations in the cleaning out of ancient cisterns, which were 
constructed in Roman times to catch rain water, and which over the centuries have 
been allowed to fill up with silt and become useless. Studies will be made of 
available underground water resources, and work started on making some of those 
resources available for irrigation. The possibilities of irrigation from the wadis, 
or intermittent streams, will be explored, and a pilot ay, project undertaken 
along the Yarmuk River, which flows into the Sea of Galilee, making possible a 
community development in the area to which all the other services in the program 
will contribute. 

In other fields the program includes a survey of the country’s road system and 
technical assistance in road construction and maintenance methods, a mineral 
survey, and assistance in the development of indigenous industries. An inter- 
esting project in the latter field will in connection with manufacture of soap 
from olive oil, still being done by the methods used in Biblical times. It is poten- 
tially an exceptionally fine castile soap, capable of export. What is needed is 
mainly technical advice, so that the soap factories can be modernized. 

Officials concerned with these programs in the Jordanian Government are eager 
to work with us and contribute to the extent of their ability, but for the time 
being, in view of the extreme financial stringency in which the Government finds 
itself, the United States will have to bear the major cost of the total program 
which will include United States technicians, training of Jordanians, supplies and 
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equipment, such as seeds, small tools, pharmaceuticals, and machinery, and cer- 
tain local costs. 

As noted above, this program follows very closely the patterns established in 
Latin America, where in the early days the United States had to contribute the 
bulk of the cost of the programs. We believe it is a sound program well within 
the scope of the fundamental point IV idea and are hopeful that it will produce 
measurable results within a reasonable period of time. 

Before concluding discussion of the program in the Arab States, I want to men- 
tion the parallel program which will be carried on under the auspices of the 
UNRWA, the United Nations organization for the relief and rehabilitation of the 
Arab refugees from Palestine. As mentioned above, the existence of these refugees 
in the countries neighboring on Israel constitutes an ever-present danger to the 
stability of the area and a constant irritant tending to prevent the resumption of 
norma! trade and political relationships between Israel on the one hand and the 
Arab States on the other. Until this problem can be solved, the area cannot 
achieve anything like stability. It is proposed that 65 million be authorized as 
the maximum United States contribution to this program, most of it for resettle- 
ment projects which will contribute substantially to the development of the Arab 
States. his figure compares with $50 million authorized and appropriated in the 
current year. 


8. Israel 


The proposed program for Israel is in two parts, a point IV program in theamount 
of $3 million, and a program to assist Israel in the relief and resettlement of its 
refugee population in the amount of $76 million. For the current year the 
equivalent total is $65 million. 

Israel’s economy is an almost unique mixture of elements characteristic of 
underdeveloped areas and of the most advanced types of economies. Israel’s 
problems principally arise from the influx of nearly 1 million refugees, many from 
primitive environments. The present economic base is inadequate to provide the 
means of self-support for the expanded population. Israel’s social and economic 
crisis stems from the urgent need to develop the country in the face of a serious 
lack of resources, and the presence of a large number of refugees without the 
know-how to contribute to such development. There has been no lack of willing- 
ness of the population to endure an intense degree of austerity and deprivation to 
accomplish this expansion of Israel’s agricultural and industrial base. 

The proposed technical cooperation program of $3 million will have an impact 
on Israel’s problems in the short run by making possible a more efficient distribu- 
tion of food and goods through technical assistance in the fields of food storage and 
transportation techniques, by lessening the strain upon limited facilities through 
technical cooperation in the fields of public health and sanitation. In the longer 
run substantial increases in production will be registered after technical coopera- 
tion in the form of experts and pilot plants in such fields as irrigation farming, 
fishing, industry, livestock breeding, and industrial techniques has begun to take 
effect. 

The $76 million requested for emergency assistance is basically a commodity 
program designed to provide food and consumers goods which Israel cannot 
finance through her own efforts, and a variety of other material required for the 
development of Israel’s economy, particularly power equipment. All of this 
assistance will be used directly or indirectly for the relief and resettlement of 
Israel’s refugee population. The counterpart funds will be used to meet the 
indigenous costs of jointly approved development programs and for other jointly 
approved purposes. 


4. Tran 

The program proposed for Iran is in the amount of $25 million, an amount which 
reflects the extremely critical situation of that vulnerable country and the need 
for developing an effective cooperative action program as rapidly as possible. The 
proposed program will permit the continuation, on a slightly expanded scale, of the 
activities initiated this year under the program authorized by the Congress in the 
amount of $23% million. 

Neither the current program nor the proposed program is in any sense designed 
to help the Government of Lran out of its financial difficulties. It is a program to 
help the Iranian people help themselves; it is not a program to support the policies 
of any particular Iranian Government. 

A basic problem which underlies the unstable situation is the condition of 

verty, illiteracy, and disease in which the majority of the population lives. 

ran’s food production is inadequate, because of a chronic lack of water, an anti- 
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quated land tenure system, and lack of modern tools and methods. In recogni- 
tion of this fact, the core of Iran’s own development plan is agricultural in char- 
acter. Nearly 60 percent of the proposed point IV program will be used to help 
solve the food problem by increasing agricultural productivity. Fairly substan- 
tial amounts are allocated for an agricultural development institute, for pest 
control, for the development of consumer cooperatives and for the development of 
ground water resources, largely through wells. These and other operations in the 
country areas will be carried out under the auspices of the Joint United States- 
Iranian Rural Development Commission. 

About 18 percent of the program will be used to help in the organization of 
national health and sanitation services, with emphasis on the installation of simple 
but sanitary water-supply systems to replace the open ditches that now serve that 

urpose. 
! ht being such a large country, twice the size of Texas, it is essential that the 
program be decentralized as far as possible. Accordingly, point IV operations 
will be mainly carried on by teams in the 10 “ostans’’ (provinces), concentrating 
on agricultural extension work, vocational agricultural education, and simple 
public-health programs. Six of these teams are already in operation, and the 
others are expected to be shortly. 

Although the erux of [ran’s problem is on the land, urban areas, where unrest 
is most apparent, are not being overlooked. Public-health activities will be 
carried on, and assistance will be provided, both technical and in the form of 
supplies and equipment, to help Iran in the establishment of pilot plants in various 
industries, designed to provide employment in the cities and also to make better 
use of Iran’s own raw materials and agricultural production, in such fields as fruit 
growing and processing, tea curing, sulfur refining, ete. 

The program also calls for technical cooperation in a variety of other fields, 
including housing, labor-management relations, and public administration. 

All told the program calls for 220 United States personnel and will provide for 
training of 119 Iranians in the various fields represented by the projects. Sizable 
quantities of supplies and equipment will be included to insure substantial results 
in the technical cooperation programs, including such items as insecticides, 
fungicides, pharmaceuticals, simple agricultural equipment, livestock, seeds, and 
some materials and equipment for purposes. It is hoped that some time in the 
coming fiscal year Iran will be in a position to make a substantial contribution 
in local funds to the total program. Even if this is done, some United States 
funds would be required to meet loca! costs to carry the program forward. 

Iran is a case, like India and Pakistan, where the need for economic improvement 
is so great and so urgent that it is in our interest to make an extra effort. This 
means that, while the fundamental purposes of the program are entirely in line 
with the point IV idea, the program differs in degree and in quantity from most 
other point IV operations. 


VI. Sournm Asia 


It seems hardly necessary to stress the importance to the United States of the 
great subcontinent of south Asia. India and Pakistan together have a population 
of about 450 million people, or two-thirds of the entire population of the area with 
which TCA is concerned. 

For this area we are asking $150 million for point IV programs. This compares 
with $65 million made available for the current year. This is the reason for the 
in¢rease and for the size of the program, which includes substantial amounts of 
supplies and equipment in support of technical cooperation; may be summed up 
in few words: Time is short in south Asia. 


A. INDIA 


The surprising strength shown by the Communists in the recent Indian elections 
is an ominous preview of what the next general election in India may be like unless 
the Nehru government is able to show some real results in the solution of India’s 
basic problems. The worst problem India faces is implicit in the following fact: 
For 20 years India’s grain production has been stable at about 50 million tons. 
In the same period, India’s population has increased by roughly 80 million. 

United States’ aid to India in 1953 will continue to support the 5-year grow- 
more-food campaign, launched by the Government of India last year. The 
target of this campaign is to increase yearly grain production by 7 million tons (that 
is, from 50 million tons in 1951 to 57 million tons in 1956). The Indian Govern- 





MUTUAL SECURITY ACT EXTENSION 967 


ment is staking its national revenues, its borrowing capacity, its foreign-trade 
balance, and its private savings in this campaign to wipe out hunger. 

The Indian campaign em ates five methods, which become the five principal 
fields of United States aid. Those may be summarized: 

1. Better farming practices 
2. Better implements 

3. More water for crops 

4. More fertilizer 

5. More land in production 

Let me comment on each of these: 

1. Better farming practices.—The average Indian farmer has not used selected 
seed. He has not used cover crops in the fallow season, He has not used chemical 
fertilizer. He has not had enough irrigation water. As a result, the average 
Indian grain production by acre is very, very low, less than one-third the output 
in Japan on the same amount of land. The first step in solving this low produc- 
tivity is an agricultural extension system, a shirt-sleeve program in the villages 
where trained agriculturists must prove to skeptical farmers that small changes 
in their farming habits can make big changes in their family incomes. Horace 
Holmes brought you last vear the story of this extension service. Next year our 
program would supply enough American technicians, working with Indian tech- 
nicians, to staff 80 village development centers. Each center is the size of an 
American county with a population of perhaps 200,000 people. The centers 
should reach 16 million people with better farming practices. Within 3 years we 
expect these American agriculturists to work themselves out of a job, and leave 
these 80 village centers entirely in the hands of Indian workers. 

2. Better farming implements.—The average Indian farmer does not need a 
tractor. In fact, he does not need mechanization of any kind at this time. But 
there are simple implements he must have to set up grain production immediately. 
One of them is a steel plow which Horace Holmes told you about. The Agri- 
cultural Extension Service has introduced the use of an Indian cover crop during 
the monsoon. This crop must be turned under when it has grown to a height of 
2 feet in order to serve as green manure. The old Indian wooden plow, drawn 
by two bullocks, cannot do the job so a new plow with a 6-pound steel point has 
been designed to be pulled by two bullocks. The plows can be made in local shops 
and sold to the farmers at cost. Several million plows ere needed for the program 
next year. That takes steel. So does the improved harrow drawn by bullocks. 
Our staff in India estimates it will take over 150,000 tons of steel from outside 
India to supply small Indian factories and shops, and thus keep pace with the 
expansion of this village program. The United States would buy steel outside 
India, probably in Japan. The fabricating costs would be paid by the Government 
of India. 

3. More water for crops.—This is the erux of the campaign for more food and the 
costliest single item in the program, both for the Indian Government and for the 
United States. Without irrigation water in the dry season, all the demonstration 
of county agents is relatively impotent. But with irrigation water, a farmer 
not only safeguards his precarious one-crop system but gains two crops on the same 
land per vear. In India there are three ways of tapping water. One is to drill 
tube wells, 200 feet in the ground, and pump water over an area of about 500 acres. 
This method is suitable where ground water is adequate. Another method uses 
small surface reservoirs or ponds, filled in the rainy season, from which water can 
be pumped during the dry season. These frequently require small Diesel pumps 
to be effective. Finally, the method which serves the largest area is the damming 
of major streams which impound large water supplies during the rainy season and 
provide electricity for pumping this water over vast areas during the growing 
season. India is tackling all three methods. The United States proposes to 
provide the technicians and external equipment for 2,000 tube wells to be located 
in villages where extension agents can oversee the use of water. We propose to 
help on the pumping equipment for small reservoirs. And we willlend a hand in 
some of the major irrigation projects already under construction by the Govern- 
ment of India in order to help them to meet the timetable to deliver water to the 
farmers. These major engineering projects require steel for headworks, and 
bulldozers and other earth-moving equipment for dams and canals. The target 
of the 5-vear pian is to irrigate 16 million more acres of land, an average of over 3 
million acres a year. That is enough irrigated land to increase the Indian harvest 
of grain by nearly a million tons a year, each year for 5 vears, when coupled with 
the other ways of increasing production. 
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4. More fertilizer.—India must step up its domestic production of fertilizer, 
notably nitrogen. It has just opened one of the largest ammonium sulfate plants 
in the world, paid for out of Indian revenues. But that is only the inning of 
a fertilizer industry to serve India’s farm population of 300,000,000. The United 
States is now preparing engineering designs on additional fertilizer plants, to be 
used as the basis of bank loan applications. Until these additional plants are 
completed, in about 1960, the Indian Government must import sizable quantities 
of chemical fertilizer from abroad. The United States is sending about 100,000 
tons of fertilizer into India in 1952. We propose to send a similar amount in 1953. 
When used under proper supervision of extension agents, every ton of this fertilizer 
will increase grain production by two tons. 

5. More land in production.—India is reclaiming about one-half million acres 
of abandoned farm land each year. Some was overgrown with wild sugarcane 
(called kans grass), which is too tough to be plowed by bullocks and must be 
cleared with heavy tractors. Some land has grown up with deep-rooted brush 
which must be cleared with light tractors. Some land was overrun with malaria 
so malignant that whole populations moved out. DDT and drainage is the 
answer. The United States is helping out in a small way with land clearing, 
particularly on tractor maintenance, and offers major assistance in malaria control. 
Our sanitary engineers with large quantities of DDT have worked with Indian 
engineers to make substantial areas habitable. This work has been delayed at 
times by the world shortage of DDT. Next year the United States proposes to 
help India set up a DDT plant in India and the output would be used by the 
Indian Government under its ‘‘Grow more food’”’ campaign. 

There are other forms of United States assistance proposed for India. Our 
technicians would work on farm-to-market roads. We would continue to survey 
mineral deposits. We would continue to supply instruction and equipment for 
India’s technical schools, which in turn produce skilled workers for the Indian 
development program. 

This Indian program, and the United States aid to it, is probably the biggest 
experiment in village development in history. It is the kind of pclae we all 
hoped was possible.in China after the war, but never came about. fit had, China 
might well have been saved. It is the kind of daring program which India feels 
it must undertake if it is to survive economically in an Asia which is half-slave 
and half-free. It is a program startling enough to demonstrate to all Asia that a 
free government can solve the old problems of hunger and ignorance and do it in 
time to put a stop to Communist expansion. India is a country with the courage 
and leadership to undertake this program. 

It is a program with calculated risks. We believe these risks are well worth 
taking. 

B. PAKISTAN 


Pakistan, with 75 million people (about one-third the size of India and nearly 
one-fourth the population) faces many of the same problems and is showing the 
same determination to get ahead economically through a 6-vear development 
plan, largely financed within the country. 

Pakistan, like India, is struggling to solve the problems of low agricultural 
production per acre, which also means low family income, Here again the United 
States is helping with an agricultural extension service. Our county agents are 
working with young Pakistani agriculturists. Village workers are being trained. 
Fertilizer must be imported since none is now produced locally. Simple but 
improved agricultural implements are needed from Japan, since Pakistan has no 
iron and steel industry. Village development centers will follow. So will village 
health teams. This work at the village level has been started in 1952. In 1953 
it should represent about one-third of the Pakistan program, 

To back up this village work, as in India, requires more water for crops and 
more fertilizer. The United States proposes some assistance for both problems. 

Pakistan has great rivers suitable for irrigation and power. The partition of 
British India left Pakistan almost wholly without electricity and with only 
minor irrigation development. The Pakistan Government courageously, even in 
the face of the threat of war, invested most of its Government savings and borrow- 
ings of the past 4 years in several major water development projects, which are 
now beginning to make irrigation water available for new lands. These projects 
are but a start in a country which is largely agricultural, and the western half 
of which is semiarid. Moreover, electricity is sorely needed from these rivers to 
provide for new industries which can absorb the refugees from the recent partition. 
Next year the United States proposes to assist Pakistan in preparing engineering 
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designs, specifications, and test drilling for a series of irrigation projects. These 
engineering services are a necessary preliminary to bank loans. They cannot be 
paid for from bank loans. They require outside engineering skills. It is expected 
that internal financing and foreign loans will continue to be the source of funds 
for construction of these projects. 

The need for fertilizer, the next most urgent agricultural problem, requires a 
domestic plant to manufacture ammonium sulfate. The Government has drawn 
up plans for a $30 million factory, of which $12 million would be in foreign currency 
and $18 million in rupees. This plant is not such that it would be financed either 
privately or by the International Bank. The United States proposes to supply 
engineers and equipment to construct this plant jointly with the Pakistan Govern- 
ment, and to insure training of the Pakistan management and production staff. 
Output of this plant can begin within 2 years, and could double the crop yields 
of a very large area in west Pakistan. 

One major problem in west Pakistan which we are helping to tackle is the 
problem of water-logged land. In large areas, where the land is nearly level and 
the soils are alkaline, irrigation has raised the water table almost to the surface 
and brought up salts which make further crops difficult or impossible. Pakistan 
has been losing 20,000 acres a year this way, and more than a million acres of land 
are used infrequently because of salting. Moslem refugees from India are waiting 
to settle on this land. FAO engineers, United States engineering equipment, and 
Pakistan labor are now teaming up in pilot tests to determine the most practical 
solution to the problem. Sweet water is being pumped from tubewells 200 feet 
in the ground, spread upon the land, and drained off by means of drainage ditches. 
It is expected that this will not only provide efficient growing conditions, but that 
much of the salt which is gathered on the surface of the land will be drained away. 
The purpose of this test is to demonstrate, within a few years, the most efficient 
method to reclaim salty lands and to keep the soil sweet, so that refugee farmers 
may be permanently settled and be assured of secure family incomes. The out- 
come of this project, which will be carried on in the coming year if these proposals 
are accepted, should prove one of the twentieth century landmarks in Pakistan’s 
agricultural development. 

In 1953 the United States would continue assistance to technical schools, 
furnishing both instructers and some equipment in order to increase the number 
of graduates within Pakistan who are available for economic development work. 

3. Elsewhere in south Asia, the three small countries of Afghanistan, Ceylon, 
and Nepal, would receive modest United States aid which would be limited to 
their fundamental problems—agricultural production, education, health, and 
mineral development. 


Mr. Brneuam. I would like to say a word about the booklet that 
has been distributed, Opportunities for All. I do not want the 
nature of that misunderstood. It is not intended as a presentation 
to the Congress or this committee. It is an effort on our part to get 
out something that will have interest to businessmen, showing busi- 
nessmen how point IV and private business can cooperate in the 
development of the Be Mar aah wile areas. 

It has some material in it in graphic form which I thought might 
be of interest to the committee. 

Mr. Vorys. Is this a Government publication? 

Mr. Brncuam. It was doné under contract for us by the firm of 
Richardson, Wood & Co. The transmittal letter is on the inside cover 
page, indicating the job they did for us under contract. This is an 
effort which we have made to stimulate the flow of private investment 
abroad, which is a field we are concentrating on and doing what we 
can in it. 

Chairman RicuHarps. Some of the figures on these are really 
outstanding. 

Mr. Brneuam. Yes, sir. Mr. Chairman, I do not think it would be 
necessary for me, before this committee, to say more than a few words 
about the basic reason for the point IV program. 














970 MUTUAL SECURITY ACT EXTENSION 


We believe that this is the nearest thing we have to a positive 
answer to the threat of communism in these underdeveloped areas of 
Asia, Africa, and Latin America where we are working. ; 

We think that it goes without saying that we cannot afford to lose 
any more of these areas than we have already lost to Communist 
control. 

We think it is also a basic assumption that the Communist forces 
will exert every effort to make inroads in those areas; that the 
people of those areas are in a state of restlessness and discontent such 
as they have not been in before, not because their misery is any greater 
today than it has been for thousands of years, but because today they 
have a sense of what they are missing in the modern world. 

They are sure to move one way or the other. It is our responsi- 
bility, or job, as we see it, to try to give them some hope for a better 
life through improving their own standard of living that will keep 
them on the side of the free world. This is a program of deeds, not 
of words. 

In this total program which we are presenting here today, in these 
three areas, we are asking for $227 million for the point IV program 
as such. 

I would like to point out right at the outset that three countries 
account for by far the greater part of that total. For the three coun- 
tries of India, Pakistan, and Iran we are asking for almost $175 mil- 
lion out of the total of $227 million. The other 33 countries account 
for only a little over $52 million. 

I will return to that theme in a moment, but I hope the committee 
will bear that in mind, that ‘we are stepping up the size, character, 
and speed of this program in these three areas for reasons which we 
feel are conclusive. 

Getting back to the basic principles of this program——— 

Mr. Vorys. Will you permit an interruption? 

Mr. Binauam. Yes, sir. 

Mr. Vorys. “TCA,” that is your outfit; is it not? 

Mr. Brneauam. Yes, sir. 

Mr. Vorys. I note in the basic document an amount requested 
under TCA of $320 million. I wondered how that squares with the 
$227 million. 

Mr. Bincuam. The $227 million is the amount requested for bi- 
lateral technical cooperation activities which we call the point IV 
program. 

In addition, TCA is charged with the responsibility of administering 
the program of special emergency aid in Israel. The request for that 
is $76 million. hen, in addition, there is the multilateral technical 
assistance in the amount of $17 million, which was probably also 
included in that figure. I am not sure, Mr. Vorys, that that will add 
up to the figure you mentioned. I am not familiar with that particu- 
lar figure. But those are the three components of the program which 
we have responsibility for. 

It may be that that figure also includes a portion of the total amount 
for administration, although I doubt that. 

For the point IV bilateral technical cooperation programs, as such, 
we are asking $227 million. The others will be and should be justified 
separately. 
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Dr. Bennett, whom all of you knew, was the Administrator of this 
program for a little over a year. In the course of that time he laid 
down certain basic principles for the operation of this program which 
I think will go down as the years go by as sound fundamental principles. 

We certainly, today, are attempting to carry forward along the lines 
that he laid down. I might say that he brought me in as his deputy 
last November. My experience with this program has been a short 
one, and my knowledge of him was, unfortunately, a very brief 
acquaintance. 

I think the committee will agree he was a very wonderful person 
who had a sound understanding, a real feeling for this type of program. 

The principles which he laid down, as I say, are those which we are 
trying to live up to today. 

In the first place, this is a program basically of teaching and showing 
people how to improve their own lot. That means it consists of people, 
of experts, and it also consists of the supporting funds or supplies and 
equipment needed to make the work of those people and experts 
effective. 

Dr. Bennett pointed that out last year specifically in his testimony 
when he said: 

Supplies and equipment are included in point IV programs to the extent neces- 
sary to insure substantial results in assisting the country with each project under- 
taking, whether it be land reclamation or expansion of education. 

The fact has been observed in the Latin-American programs from 
the beginning, where there have been contributions of funds to the 
joint program, funds of the servicios in Latin America, with which 
this committee, I am sure, is familiar. 

The second principle is what Dr. Bennett used to call “first things 
first.’’ In these areas where 8 out of 10 people are chronically hungry, 
chronically ill, and illiterate, we feel our first responsibility is to help 
these governments to attack those problems. 

The chart up there on the right indicates the extent to which we are 
following that policy. 

The left-hand bar represents the entire program. The second is the 
Latin-American program. The third is the Near East and Africa; the 
fourth bar is south Asia. 

The blue area represents the total funds we are asking which will 

be devoted to the increase in the production of food. For the total 
across the board this year that amount is 65 percent. 
» The next chart shows the amounts we are asking for 1953 and there 
the production of food accounts for 72 percent of the total. Of the 
remainder, more than half is in the fields of health and education; 
and finally, a relativery small proportion is in such fields as mineral 
resources, transportation, industry, and so forth. 

That gives you an idea of the emphasis in this program. You will 
note the emphasis on food production is greatest over in south Asia, 
where the total for food production is 85 percent. That, of course, 
represents the largest part of the total funds requested. 

The third principle that is basic here is that this must be a cooper- 
ative program, that is to say, it must be one carried on not by the 
United States alone but in cooperation with the governments of other 
countries. 

I mentioned a while ago the servicios, with which this committee is 
familiar. They represent a fine development in this kind of a cooper- 
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ative agency established for the purpose of permitting two govern- 
ments to work together on solving these fundamental problems. 

As you know, the servicio consists of an agency within the host 
government, set up by agreement, usually headed by a United States 
citizen. He has on his staff both local nationals and United States 
citizens. They work together. They consider that the servicio is 
their own operation; it is something they are proud of. It is not a 
matter of charity. They go forward with it on that basis. 

We are trying to extend that idea in some of these other areas. 
So far we have made one agreement which is very closely similar to 
the Latin-American agreements, that is, in the country of Jordan, 
— we have established four cooperative services along these same 
ines. 

Elsewhere, we are using variations of this theme, either joint funds 
or some sort of joint development commission. But the idea is the 
same, that we must work together, that we must get the maximum 
contribution from the other government to the total programs. 

The history of these servicios in Latin America indicates that whereas 
at the beginning of the program they may not be too enthusiastic, they 
may not contribute too much in the way of funds, as time goes by and 
they see what can be accomplished in these programs, they increase 
their contributions. Today, of course, the Latin-American govern- 
ments are carrying the bulk of the load in these programs, whereas in 
saa early years it was up to the United States to carry the bulk of the 
oad. 

Our fourth principle is that we must work with the people, at the 
level at which they work. We must try to move them along, but not 
too fast. We must try and help them to take the steps that they are 
ready to take. In an area where labor is plentiful, for example, it 
may not be wise to bring in tractors. The sensible thing is to try to 
make some slight improvements at the level of the people at which 
they are. 

It is as true with the people as with the countries, to the extent that 
they can be encouraged to make a contribution to the program, they 
will have much more interest in it and benefit more by it. An indi- 
cation of that is a program we have had in Liberia called the 2-cent 
program. Frank Pinder, who was an extension agent from Florida, 
went to Liberia and found that the farmers in the bush country needed 
some cash crops. 

He developed cocoa, coffee, and Nigerian palm oil as possibilities 
they could grow without too much difficulty; and with the Liberian 
Government he worked out a distribution of seeds for these crops. 

They did not give the seeds away. A cocoa pod containing 24 
beans was sold for 2 cents. That was enough to plant a little plot of 
ground. At the end of 2 or 3 years, with some hard work, on the 
basis of the investment of a few cents, the bush farmer was in a posi- 
tion to earn a cash crop of perhaps $100 a year, which was riches for 
them—something unheard of. : 

But the principle is, he must be encouraged to pay some little thing 
within his means for that beginning. That is general throughout the 
programs, that nothing is given to the farmers except advice. What 
they get in the way of tools, in the way of seeds, in the way of fertilizer, 
water, if it is irrigation that is involved, they pay for. 
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Of course, we are constantly encouraging the growth of cooperatives 
and other credit institutions which will put them in a position where 
they can pay for those things without saddling themselves with ex- 
cessive debt. 

Another principle that we are concentrating on is working wherever 
possible through private organizations in this field. This was in in- 
fee laid upon us by the Congress in the Act for International 

evelopment. It was certainly a sound principle. We are nego- 
tiating constantly with colleges, the land-grant colleges, with engineer- 
ing firms, to carry on parts of this job. 

e have, as of today, made some 69 contracts with private organiza- 
tions of all kinds, calling for the expenditure of something over $4 
million to carry on parts of this program. For example, today we are 
going ahead with a plan whereby the Oklahoma A. and M., which 
was Dr. Bennett's university, will do the job for us of helping Ethiopia 
develop an agricultural college in that land where so much potentially 
can be done with the land. 

Then, there is the principle which has been fundamental in this 
Lets pee from the beginning, that to the extent feasible we should 
work through the international organizations. 

At this point, I would like to say just a word about this program, 
this phase of the program. We are asking for a total of $17 million 
this year as the United States contribution to the various specialized 
agencies of the United Nations, the U. N. itself, and its technical 
assistance program, and the Organization of American States. 

The contribution to the latter is in the amount of $1 million, and 
to the United Nations organizations in the amount of $16 million. 

There are often many advantages to carrying on technical assistance 
work through these international organizations. For one thing, it has 
a tremendous psychological advantage to the countries involved, to 
be in a position to have the self-respect, of having contributed even 
in a small way to a total international program. 

It permits us to draw on the services of experts from all lands that 
we would not otherwise have, that could not be a part of the United 
States point IV program. ~ 

It is frequently, politically, a much easier type of assistance for™a 
country to accept, to work with. It does not have the political over- 
tones that a bilateral program has. This is particularly true in the 
case of such fields as public administration, where the experts are 
trying to help in the betterment of governmental procedures and 
governmental methods. Through the international organizations the 
experts are less likely to have their interest challenged. 

hen, of course, there are regional projects which are particularly 
susceptible to this type of approach. For example, currently, we are 
working on the control of locusts throughout Pakistan and the Middle 
East. That is a program in which the United Nations FAO and our 
organization are cooperating. 

hat problem, of course, is one where nationa! boundaries become 
of little significance. It is important to work on a regional basis. 
We frequently work with the United Nations organizations in their 
activities, supplementing what they do. 

The effort everywhere is to supplement and complement and to 
avoid competition or overlapping. I think we have made excellent 
progress in that respect. 
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For example, in Libya, Mr. Andrews may touch on this, there is a 
technical school in Libya where UNESCO is contributing the teachers 
and we are contributing the school supplies. 

Then, finally, we work also very closely with the banks, the Export- 
Import Bank and the International Monetary Bank, since they have 
an important role in this total problem of developing these under- 
developed areas. 

We are in continual consultation with them. We can help some 
of these countries over the initial stages of projects which may event- 
ually become bankable. We will never, but never, go into a project 
which could be undertaken under existing circumstances by either of 
these banks. We have them go over our programs to be sure we are 
not taking on through some activity of ours a possible banking 
proposition. 

Mr. Jupp. Generally, do they come to the bank when they have a 
bankable proposition, first, or do they come asking for aid to us or to 
the United Nations under the technica! cooperation program? 

Mr. Bincuam. | think generally speaking, they go to the bank. 
We do have some cases where they come to us. I think they under- 
stand pretty well we are not in the business of financing what could be 
a bankable proposition. 

Mr. Jupp. When they come to you first in cases that you think are 
bankable, you examine them, and if they can be handled commercially 
you refer them to the bank? 

Mr. Bineuam. That is correct. 

Mr. Jupp. And you consider them again only if the bank turns them 
down? 

Mr. Binenam. That is right. One more word about the encourage- 
ment of private capital. This is an area in which we are intensely 
interested and feel the bulk of the job of putting out funds for the 
underdeveloped areas must be carried by private industry. 

We feel that our own contribution toward facilitating this will take 
the form primarily of the degree to which we can improve the economic 
climate for private investment in these countries. 

If we can help the country solve some of these basic problems of 
food and health and education, they will then become a better po- 
tential area for investment. 

I think the pamphlet, Opportunities for All, demonstrates that. We 
are also beginning to send in, on a more or less experimental basis, 
industry experts into these countries who will help them get small 
business going on a local basis, to get money out of the sock, so to 
speak, and who will keep their eye out for opportunities for foreign 
capital to come in, and will communicate those back to the United 
States. We will undertake to see they get into the hands of people who 
might be interested as investors. 

Just a word as to the current status of our operations. I am sure 
the committee will be interested in our general status, as far as per- 
sonnel and obligations are concerned. You will recall, of course, that 
we have been in this state of, you might call, stepped-up operation 
only since November 1 when we got our funds under the 1952 program. 

This period has been one very largely of staffing and of negotiation 
of agreements with the governments that we are dealing with. This 
has been a period of increasing operations not only in Latin America 
but to a very much greater extent in the Middle East and south Asia. 
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This chart is a month out of date but it shows the total United 
States personnel as of February 29 in the various areas, totaling 698. 
The interesting thing about that chart is the third column, which 
represents the foreign nationals working on this program from funds, 
either joint funds or paid from joint funds or servicios. You will see 
there are over 9,000 of those. , there were at that time, more than 
10,000 people being paid by point IV programs, including United 
States citizens and foreign nationals. We expect the figures to increase 
very rapidly, particularly on the foreign national side in the south 
Asia area. In India, for example, we expect there to be 10 foreign 
nationals for every United States national that will be engaged on 
the program. 

Chairman Ricnarps. Who pays the foreign nationals? 

Mr. Brncuam. They are paid from the joint funds that are set up. 
For example, in Latin America, the servicios have their own payrolls, 
both United States nationals and foreign nationals. They are paid 
partly by the United States contribution and partly by the contribu- 
tion of the host government. 

Mr. Jupp. What is the percentage of those two? 

Mr. Bincuam. You mean, the percentage of contributions? 

Mr. Jupp. Yes, from the United States and from the local country. 

Mr. Brneuam. In Latin America, as of the last figures, the average 
was approximately $3 contributed by the Latin American govern- 
ments to every dollar put up by the United States. That record is 
not equaled yet in the other areas. In Indian and Pakistan——— 

Mr. Risicorr. These nine thousand-odd people that are paid, does 
part of their pay come from dollars or does that all come from local 
currency contributions of the other country? In other words, if you 
say you are putting in three foreign dollars for every American dollar 
in ratio, then, of course, it is obvious that many of these local people 
are being paid out of American funds. 

Mr. Bincuam. To some extent, that is true. In Latin America, 
that is true. That will not be true in India, Pakistan, or anywhere 
outside of Latin America. 

Mr. Risicorr. Practically every country in Latin America does 
not lack for their own currency. Many of them have great dollar 
earnings because, as I recall, most all of these charts and bars showing 
dollar deficiencies of many ‘countries were due to the fact that they 
had to send dollars to Latin America to get Latin American goods 
that had to be paid for in dollars. They are not poor from a “local 
currency standpoint. Why should American dollars then be siphoned 
off to pay salaries of the indigenous individuals in these countries? 

Mr. Bineuam. Mr. Ribicoff, let me attempt to answer that, and 
then I will refer to Mr. Iverson, who is President of the Institute of 
Inter-American Affairs. 

The whole idea of the servicio is a joint operation which is jointly 
financed. The program funds in the servicio, to which we contribute 
much less than one-fourth of the total amount, are used in part for 
purchase of local supplies, for the payment of local personnel. i 

It is that jointness of operation which has contributed so much to 
the success of the operation there, that is, we make a certain invest- 
ment, so to speak, then that investment is multiplied many times 
over by the contribution of the local government. 








976 MUTUAL SECURITY ACT EXTENSION 


If we were not contributing the small part that we have contributed 
over the past years the question can be raised whether the other 
governments would have done as much in paying their own personnel. 

Is there anything you want to add, Mr. Iverson? 


STATEMENT OF KENNETH R. IVERSON, PRESIDENT, INSTITUTE 
OF INTER-AMERICAN AFFAIRS 


Mr. Iverson. I do not believe there are actually any dollars that 
have been contributed by the Institute, that is by the United States 
through the Institute, to the servicios, that have been used to pay 
the salaries of any of the local technicians. 

The salaries of the technicians in the servicios are paid with the 
currencies of their country. The currencies of their country are con- 
tributed by their governments to the servicios, and then by the 
servicios they are used to pay the salaries. 

Mr. Rrercorr. I do not know that the chart says that. The chart 
that you have there sets out in one of the columns, “Paid from United 
States funds,’ which indicate 102 local personnel are paid by the 
United States. 

Then, in the next column, “Paid from joint servicio funds’’ 8,845. 
Therefore, we have a situation where a number of local people are being 
<— from United States funds and the remainder are paid from joint 

unds. 

T can understand it when you have a poor country, but many of 
these countries certainly, it would seem, should be able to pay their 
local personnel. That is the thing that bothers me. I do not mind 
sending in the necessary Americans. I do not mind paying the 
Americans. I understand about the supplies and I go along with the 
point IV program. 

But I wonder about the justification of paying local personnel out 
of United States funds. 

Mr. Iverson. There are those people who are on the United States 
payroll. The purpose of hiring local personnel is to service the 
United States technicians. We have followed the policy of not send- 
ing down, except in a rare case, an American secretary. An American 
secretary is fairly expensive. She stays only for a short time and her 
transportation and her living expenses are high. 

If you can find or can train local girls and men in the secretarial 
services, it saves a considerable sum of money. We have found that 
on the administrative side, if the United States, the Institute in this 
case, controls the hiring of the personnel, that our efficiency is much 
greater, 

We have felt that it was advisable to use the United States funds 
to hire and pay the salaries of local nationals. Then the local con- 
tributions of the governments of Latin America to the servicio fund 
can be used for the programs as the contribution of the government 
for program purposes. It has worked extremely well. 

So, in net effect, you have a blending, you might say, and an attempt 
to use the United States funds and the funds of the local country in 
the most efficient and effective way. 

Mr. Jupp. If in the joint funds American money is not used to 
pay the salaries of the local people under the servicios, for what is it 
used, the $1 out of $4? 
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Mr. Brineuam. It then will be used for materials, supplies, and 
equipment. For example, in the programs in Latin America, schools 
have been constructed, training centers have been built. They have 
tractor pools. 

Mr. Jupp. We pay for the construction costs? 

Mr. Brneuam. That is right. 

Mr. Jupp. Then, as Mr. Ribicoff rightly says, they are not short 
of dollars. You can make a case for aid to the European countries 
which do not have the dollars. They have to buy oil, cotton, wool, 
and so forth, and they have to pay dollars for them. These Ameri- 
can countries can sell coffee and beef to get dollars. 

Mr. Vorys. Do you not use the “gimmick’’ of generating counter- 

art! 
, Mr. Bincuam. No, sir; that is not used in these programs. It is 
joint contributions to the servicio funds and the joint fund itself. 

The counterpart is something that will come in as we go forward 
in the program in other areas where supplies may be delivered to the 
government which will then be sold to the farmers, and there will be 
counterpart generated which will go into the programs. That will 
add to their contributions. But in the Latin-American programs 
there has not been counterpart. 

Mr. Vorys. I am not talking about Latin America. I thought 
last year we were told part of the money you wanted was for gen- 
erating counterpart. 

Mr. Brncuam. In some instances we have been doing just that. 

Mr. Vorys. How much? 

Mr. Brneuam. In the Iran program, which is the principal case of 
that character, out of the $25 million which we are asking for for the 
coming year there is some $6.5 million to generate local currency. 

Mr. Vorys. I hope you all understand that generating counterpart 
is to work out a scheme so we can give away stuff to the countries 
so they can get hold of local currencies to pay for things. It is just 
exactly the opposite from what you would think. 

Mr. Jupp. We buy their currency instead of their contributing it, 
is that not right? 

Mr. Vorys. We furnish them tobacco or something else that they 
would like to have, and get local currency for it, and then spend that 
on the program. That is what generating counterpart amounts to. 
A substantial hunk of it is to be authorized in this bill. 

Mr. Jupp. You said the bulk of the load in Latin America is being 
carried by the Latin-American countries. Do you have the figures 
on how much we put into Latin America in American dollars in 1952, 
for example, as compared to, say, 5 years earlier, 1947, and then, say, 
maybe the last prewar year, 1941? 

If their share is constantly increasing, it is also true that we are 
putting in more and more money each year; is that not right? 

Mr. Bincuam. That is true, except that we put in considerably more 
during the war years. 

Mr. Jupp. And there has been a comparable expansion of their 
contribution? 

Mr. Bineuam. The total thing has expanded, and I think it is 
really the answer to Mr. Ribicoff’s question. This is a multiplying 


factor. You put in so much and so much more happens. If you do 
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not put it in, even if they can afford to put it in in the first place, then 
all of that does not happen. 

Mr. Risicorr. In other words, this is an increment to their wealth, 
this is an increment to their standard of living. Don’t they realize a 

ood program when they see it? These Americans are showing us 
iow? They are helping. We are very grateful? 

As this is being generated, are they looking forward to the day, or 
do they anticipate the day when they can say, ‘“Thank you very much. 
We do not need your help any more. We are going to do it ourselves’’? 

Is there any of this thinking or philosophy in these countries? 

Mr. Brneauam. Yes, sir; definitely. This is happening time and 
again with particular activities that are being taken over completely 
by the locals. For example, in the Amazon Valley today there is a 
big health program going on which was started by the Institute’s 
servicio there, but there are no United States citizens working in that 
program today. That is a local affair. 

Mr. Risicorr. And no United States money? 

Mr. BineHam. A very small part, about 8 percent is still being 
contributed by the United States. 

Mr. Jupp. When did it begin? 

Mr. Brneuam. I could give you another example. When we 
started the health and sanitation program in Chile 10 years ago the 
United States put in $5 million, just $5 million to start this program. 
At that time the Chilean Goverxment put in next to nothing. Over 
the years that thing has shifted so that today the Chileans are putting 
eight times as much as we are in that health and sanitation servicio. 

A sewer system was put in in Santiago with partly United States 
funds. The rest of the people in the city saw what could be done 
and they demanded the rest of the sewer system be put in in the rest 
of the city, and it was done without United States funds. 

Mr. Risicorr. Almost all these South American countries are on 
the plus factor in their dollar accounts, are they not? They are plus 
in their dollar balances; they are earning more dollars than they are 
spending? 

Mr. Brnenam. Mr. Miller is here. 


STATEMENT OF HON. EDWARD G. MILLER, JR., ASSISTANT 
SECRETARY OF STATE FOR INTER-AMERICAN AFFAIRS 


Mr. Mivuer. There are very few countries in Latin America that 
do not have to conserve dollars either through import licensing 

Mr. Riercorr. Is Bolivia earning more dollars? 

Mr. Mituer. Bolivia is a very special case because their main 
export product is tin. As you know, we have not been buying tin. 

Mr. Rreicorr. Brazil? 

Mr. Miter. No. 

Mr. Vorys. Brazil is not earning dollars? 

Mr. Miuuer. Brazil has one of the most serious dollar shortages in 
South America now owing to the fact that they depended on Argentina 
for their wheat. 

They are now having to buy their wheat in the United States 
market at a cost of about $150 million. 

Mrs. Bourton. I thought they were bargaining with Czechoslovakia 
and Russia for wheat. 
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Mr. Miuter. I do not know. There was a story, Mrs. Bolton, 
that there might be such a thing, but that was speculative and I do 
not think it came from a responsible source. 

Mr. Ristcorr. Mr. Miller, either assume—— 

Mr. Miter. I do not know that it would contravene any policy 
of the Congress that they should get wheat from, say, Czechoslovakia 
in exchange for products which would not be war materials or strategic 
materials. 

They are cooperating with us in Brazil in making available strategic 
materials to us, 

Mr. Rrercorr. What do these countries that are long on dollars 
do with them? There are certain countries like Venezuela, certainly 
Bolivia, Chile, well, I do not know, but we get a lot of copper from 
Chile. What do some of the banana republics do? What do they 
do with their dollars when they are long on dollars? 

Mr. Mituier. | think we might as well face the fact that there are 
some countries in which we have point 1V programs that have favor- 
able dollar balances toward the United States. I think that has ex- 
isted ever since the program was started. 

But the point is that we are trying to accomplish something positive 
and dynamic in the point IV program. We presumably have started 
that because we wanted to take the initiative in better living conditions 
in these countries. 

The mere fact that the country has a dollar balance as a nation 
does not mean that the living standard in that nation is high. 

So, if you try to cut off our help from people whose countries are 
temporarily in a favorable position dollarwise, I think we would 
vitiate the purposes of this program. 

Mr. Risicorr. Do you not think there is a primary obligation of 
the country to take care of their own internal needs? If the phi- 
losphy of the country itself is not to help its own people, do vou think 
that any amount of money that the United States would pour in would 
change the basic philosphy of that country? . 

Mr. Miuuer. | do not think the point IV program is a money 
program. It has no grant program in Latin America, Mr. Ribicoff. 
What we have are the programs of making available our technical 
skills and technicians. 

Chairman Ricuarps. If you do not mind, we will let Mr. Bingham 
go ahead and then we will take out time for questioning after you 
finish. 

Mr. Binenam. On the subject of Latin America, I have here a 
rather bulky volume but I think it would be helpful to the committee 
if I could pass it around, because it indicates to an extraordinary 
degree the way the programs down there have captured the imagina- 
tion of the people themselves. They are programs bettering their 
own conditions. These scrapbooks consist of publications in the 
newspapers of Latin America, in one case, in a magazine published 
there. 

Chairman Ricuarps. You may leave that for the committee to 
look at. It will create confusion if we pass it around now. 

Mr. Brneuam. It has to do with the tenth anniversary of the 
Institute of Inter-American Affairs. These programs have been going 
10 years in these areas and the publicity is all in connection with that. 
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Turning then to a very brief outline of the Latin-American program, 
we are skies for $22 million for the coming year which is-divided 
among 19 countries. There are 34 of these servicios in operation, 
such as [ have mentioned in various countries. 

The three main fields are agriculture, health and sanitation, and 
education. The bulk of the work is done in those fields. 

This program has become a symbol really of the good-neighbor 
policy in this area. The investment seems to be a very small one in 
those terms, as far as return to the United States is concerned. 

Mr. Jupp. What was the amount we put in 5 years ago, may I ask, 
Mr. Chairman, and 10 years ago when the operation started? 

Mr. Iverson. In 1943, talking about the servicio programs, we 
put in in contributions to the servicio $7,410,000. 

Mr. Jupp. That is the figure that corresponds to the $22 million 
now? 

Mr. Iverson. No. 

Mr. Jupp. What is the figure that corresponds to the $22 million? 

Mr. Iverson. The figure that would more closely correspond to 
that would include the cost of the American technicians, which was 
$1,400,000 and the two together would equal $8,769,000. 

The contributions made in 1943 by the Latin-American govern- 
ments, was only $1,644,000. But in 1944 the contributions made by 
the United States were $10,824,000, plus $2,446,000 for American 
technicians, and the Latin-American contributions to the servicios 
were $2,607,379. 

Our contributions decreased steadily to 1951 when our contribu- 
tions to the servicios was $2,856,000, and the contributions from the 
Latin-American countries were $16,927,000. 

Mr. Vorys. Will you give the comparable figure to the $8,769,000? 

Chairman Ricuarps. I have asked that we let Mr. Bingham finish, 
and then you gentlemen will have an answer to all these questions. 
Will you go ahead, Mr. Bingham? There will be unlimited questioning 
a little later. 

Mr. Bincuam. I would like to say about the Latin-American 
program this last year that the Institute of Inter-American Affairs, 
which had this independent existence over 10 years, and a very 
successful one, was made the regional arm of the TCA for the entire 
Latin-American area. 

As you recall, last year there were programs in this area being 
conducted by the Institute and other programs being conducted with 
TCA funds by the Department of Agriculture and other departments 
of the Government. 

Those departments will continue to participate in the total program 
and will continue to make their pe a0 a But the total respon- 
sibility for the entire Latin-American area within the TCA has now 
been given to the Institute of Inter-American Affairs. 

Turning to the area of title II, to give you a quick picture of what 
is involved there, and then Mr. Andrews will follow with a first-hand 
account of the programs as he has seen them in operation, and of the 
future that we may expect there, in the three independent African 
States we are asking for $3% million, representing some slight reduc- 
tion from the figures this year. 

Each one of those programs is about the same size. The Liberia 
program has been going on for 7 years now. It has been extraordi- 
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narily successful in terms of increasing the interest of the people and 
what they can ish for themselves. 

The Government of Liberia is contributing 20 percent of its revenues 
to the point IV activity. The main emphasis there is on a health 
and sanitation program. But the agricultural extension work, such 
as the “‘2-cent program” I mentioned is likewise important. 

We have also contributed toward the over-all development of the 
country by making possible an aerial survey of the country which had 
never been mapped before, and which will presumably uncover 
mineral resources and other resources for development. 

In Ethiopia the principal emphasis of the program will be on agri- 
culture. As you will recall, Dr. Bennett waxed lyrical about the 
potential of Ethiopia as a great food-producing area for that part of 
the world. The soil in places is 8 or 10 feet deep. Beef cattle are 
allowed to go to rot each year because of the lack of transportation. 
the hides are taken off; the meat spoils there. This is a place where 
the point IV program can make a peculiarly helpful contribution by 
helping them develop the resources they have. 

As i mentioned, one of the main parts of the program there will 
be the development of an agricultural college carried out by the 
Oklahoma A. and M. 

There is quite a different situation in Libya. It represents a brand 
new couptry, with limited resources. There our program while small 
in size, is broad in scope, covering education and attacking the terri- 
ble diseases which are a scourge in that area, trachoma and others, 
and in helping them to develop better agricultural techniques. 

In the Arab States, as a group, we are asking for $23 million. 
That is for Jordan, Lebanon, Syria, Saudi Arabia, Yemen, and Egypt 
and Iraq. These programs fall into two categories. 

In the first place, there are very modest programs, consisting almost 
entirely of the furnishing of expert advice, for Saudi Arabia and Iraq. 
Both of those countries have, of course, oil revenues and do not need 
financial assistance, but do need very badly the expert advice that 
we can provide. In other countries, such as Jordan and Lebanon, 
hopefully Syria, Egypt, the programs wili include a more substantial 
component in the supporting supplies and equipment to make the 
work of the experts effective. 

Again, there will be broad-scale attacks on the fundamental problems 
of the area. The program in Jordan is a particularly exciting one, and 
Mr. Andrews can tell you about that first-hand. 

In Iran, we have one of the large programs I mentioned to you at the 
outset. It is a continuation, I might say, of this year’s program in 
almost exactly the same amount. It falls into two main categories, 
a rural-development program and an urban-development program. 
We are working in Iran under the leadership of William Warne who 
was Assistant Secretary of the Interior and went out there to head up 
our technical cooperation work. 

He is doing a magnificent job working there with teams in all 10 
of the provinces of the country. It is an amazingly widespread 
operation. 

We are carrying on such activities as livestock improvement, the 
development of sanitary water systems in the villages, the beginnings 
of education, and again, Mr. Andrews can tell you, having seen what 
is going on, what the potentialities are there. Iran is a case where we 
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have to make an exception from our policy of expecting the other 
overnments to contribute the local currency cost of the program, 
ecause Iran, at this stage, simply cannot afford to make those 
contributions. 

As you know, they are having difficulty paying their army, their 

teachers, and so forth, and they could not afford to contribute 
substantially in funds to these programs. 
k* However, in Iran, as elsewhere, even where there is no substantial 
financial contribution, there is and always will be a substantial 
contribution in local labor. As we get down into the villages where 
we want to work, the villagers will contribute their labor to projects 
which they can see will be of interest and benefit to them. 

Finally, just to round out the picture, I will give you a quick review 
of the programs in the South Asia area under title III. The total 
there is $150 million. As you can see, a very large proportion of the 
total point IV program is there. 

The situation in India is such that the food problem is the most 
crucial and the most difficult problem to solve. The indications are 
that in the recent elections the Communists showed their greatest 
gains where the food situation was the worst. 

The Indians themselves have worked out plans for a major attack 
on this problem over the next 4 years. Their hope is to increase their 
grain supply from 50 million to 57 million tons at the end of 4 years. 
This is a gigantic undertaking. It represents a multiplication many 
times of the program that Horace Holmes worked out in that area. 

This year we are planning to start 40 to 50 centers, actually bigger 
centers than the Etawah center was, each comprising on the average 
300 villages and 200,000 population. 

Next year the plan is to get 80 of these centers started. Eventually 
the Indians plan for 600 such centers, which would directly affect a 
third of the population of India. The crucial problem there is to 
teach them how to grow more food with better tools, with fertilizer, 
and with water. : 

The bulk of the cost of this program comes from our conviction 
that, in order to succeed in the time available to India to make 
progress, we must help them make available the adequate supplies of 
water, through irrigation projects, fertilizer, and tools that will enable 
the farmers to put into practice the methods they are being taught 
through this program. 

Our plans call for the pulling out of the American experts after 3 
years in each center. Today, as Mr. Andrews will tell you, there are 
no Americans left at Etawah. That project is going forward on its 
own steam. 

The program in Pakistan is of a comparable nature, much smaller 
in size. The figures are $115 million for India, and $33% million for 
Pakistan. I think it may be said that we cannot be complacent about 
the situation in Pakistan politically, that there again a tremendous 
need exists for an inerease in the production of food, and for sound 
development along a number of lines. 

It is a plan which has to be considered in the light of what we are 
doing in India, that is, some balance has to be maintained in terms of 
the relative size of the countries. 

Mr. Chairman, I would like to suggest, if it is agreeable, that since 
I have only sketched out in brief outline these programs, that before 
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the questions begin Mr. Andrews take up with his first-hand picture of 
the program, so that the committee would have the whole picture in 
front of it, if that is agreeable to you. 

Chairman Ricuarps. If there is no objection on the part of the com- 
mittee, we will do that. 

Mr. Andrews, will you please go ahead. 


STATEMENT OF STANLEY ANDREWS, ADMINISTRATOR, 
TECHNICAL COOPERATION ADMINISTRATION 


Mr. Anprews. Mr. Chairman, I will sketch over a part of a trip 
that Mr. Bingham told you I made. We have in the area that I cov- 
ered about 15 programs. About 18 countries in the area are either 
having an active point IV program or are negotiating for a program. 

I visited 13 of those countries, and I visited 1 country which was not 
in my territory. I am going to read off the countries and then I will 
discuss only one or two, or three, in detail. I hope if you have any 
questions to ask about the rest of them you will ask me about it later. 

The countries are: In Africa, Libya, and Ethiopia. I visited Libya. 
The countries in the Middle East are Egypt, Lebanon, Syria, Jordan, 
Iran, Iraq, Palestine, India, and Afghanistan. I visited all of those. 
I visited Israel. Saudi Arabia, Yemen, Nepal, and Ceylon, I did not 
Visit. 

I am going to discuss very briefly the programs as they were under 
way in Libya, Jordan, Iran, and possibly Iraq, and India. I touched 
Libya only slightly, primarily because I believe that that is one coun- 
try which literally must have some sort of guidance and some sort of 
assistance if they are going to achieve the status of a sovereign state. 

They have been given their sovereignty recently. But it is true that 
the Italians, some of the Israel people, the British, and other nations, 
have supplied in Libya, in its varied long period of history, primarily 
the technical people, primarily the administrative people, primarily 
even the people who repair the machinery, and look after its transpor- 
tation, and all those things. ‘Those people are all gone, or are leaving. 

So you have a new state there with none of the gadgets that you 
run a state on. I am particularly pleased at the way our program is 
starting in Libya, because we are not going in and rooting out, as 
you might say, other agencies and other groups which are in there 
helping, namely, the United Nations. 

The United Nations has had a mission in Libya for 2 years. As 
we know, this state comes out of a United Nations action, a creation of 
a new state by the United Nations. 

Our program there is supporting primarily the things that they are 
trying to do. 

As Mr. Bingham has told you, in the school program there we are 
supplying some of the little materials and equipment, simple crayons 
and a blackboard, some typewriters to teach the young fellows to 
write memos on; but they are working them out, learning how to write 
a government memorandum in the order of business. Even the busi- 
ness of double-entry bookkeeping is virtually unknown down there. 
We are supplying, I think, the red-ruled pieces of paper, and all that 
sort of thing. 


96908—52——08 














984 MUTUAL SECURITY ACT EXTENSION 


There are some other encouraging things. Take the technicians 
to repair an automobile, a locomotive, or car, are almost unknown. 
We have moved into that country considerable equipment. 

Under a United Nations’ technician, plus one of ours, there are 
training schools for ironworkirg, woodworking, combined with a 
health penton in the village, an educational program and an agri- 
cultural program. Here is a country that is starting from scratch. 

In 20 years, with all the help that anybody can give it, if it ap- 
proaches a modern state it will be remarkable. 

Mrs. Boiron. You are speaking of what country? 

Mr. Anprews. Libya. Getting over to Jordan, I do not think I 
need to tell this group about the picture in Jordan. It is a small 
country, originally of about 450,000 people. It is now overrun with 
refugees, running close to a million or more people there. 

In normal times that country was self-sufficient and had sometimes 
a little wheat to sell. With the influx of refugees, with the disturb- 
ances, plus some rather bad weather the last 2 years, they have been 
at a near-starvation level. I saw more really ragged and hungry 
people in Jordan than in any other part of the area. 

What is our program there? It is attacking the problem of food 
production through the use of seeds, using the tools that the Jordans 
themselves have. We are not putting tractors in there; we are not 
putting this or putting that. It is merely through introduction of 
better seed. Maybe with good luck and the best of effort we can 
probably raise that 8 bushel per acre up to about 10 per acre for 
wheat. If you have done that, you have done much to solve their 
problem. 

There is an experiment station to distribute new seed to the farmer. 
There is one rather dramatic thing which I think is illustrative of 
one program. You will see pictures being passed around here of a 
tank or a kind of square hole in the ground. Back in Roman times 
there were about 150 of these great tanks on the Jordan Plain, which 
during the rainy season caught the waters, and the Bedouins would 
come down them, after the grasses were up, bringing their flocks to 
graze around there. They did not have to drive their livestock all 
the way into the Jordan Valley in order to feed them and to get water. 

Water is the prime thing. Over the centuries those tanks silted 
up. Why they were not cleaned out, I do not know, but it is. true. 
It takes about 2 years, using the normal Jordan method of a shovel 
and a basket, which is carried on the head of a person, the dirt and 
silt being carried out of the tank up the side to get that done. 

We introduced, or sent over there, a second-hand drag line and a 
bulldozer, with a technician, who taught the Jordan people how to 
operate this drag line. I think in 5 or 6 days they cleaned out one 
of those tanks, and you can see a picture there. There will be a 
number of others cleaned out. 

If any of you read Time the other day, you will remember that they 
used that bulldozer to move a mountain over there. That is maybe 
a more spectacular type of program. 

I want to repeat, you have a great part of the Jordan people who 
are Bedouins and live by their flocks. There is really no place for 
them to settle down in the way of stable agriculture, and this is one 
way to make the livestock business a little better. 
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Switching from Jordan, I will touch on Iraq. The program in Iraq 
is primarily a pure technical assistance program, because Iraq is a 
country that has considerable wealth of its own. They frankly have 
told us that we do not need to give them money, but that they need 
our technicians. 

What is the program in Iraq? There is an area of 7 million acres 
in the Tigris and Euphrates Valley which is capable of being irrigated. 
It is a matter of getting the irrigation ditches done, laying out ditches, 
the villages, applying techniques and agricultural advice and to some 
extent testing out types of equipment and methods to bring that 
country back. 

I think at one time it supported 30 million people. Now it has 
7 million, if you do not count the women and little girls. In the 
census out there they do not count them. 

In Iraq, as I said before, we are assisting and putting technicians 
in, establishing an agricultural college, a large demonstration and re- 
production farm. Our health program there is geared into the United 
Nations health program. I might say that in almost all the health 
programs in all of these countries we are primarily concerned with the 
diseases that cripple. 

There is no use to bring a man up to be 20 years old, and train him 
a little bit to be a mechanic, and let him go blind with trachoma. So 
we are attacking trachoma and the other debilitating diseases. Ma- 
laria is being attacked on a terriffic scale. The program is primarily 
supervised by the natives themselves in doing that. 

There is a problem of dysentery and a problem of smallpox. That 
is generally the health pattern in all of the countries. The way it is 
being done in some countries is a little bit different from the others. 

In the matter of education, you have, usually starting at the village 
level, in nearly all of these cases, in the case of an extension service, 
you have to start by training somebody to go out and carry out the 
extension methods. 

In the case of Iran, I will give you an example of that sort of thing. 
There are 42,000 mud villages in Lran. There are only, in all of Iran, 
18,000 people who even pretend to be able to teach. So, if you are 
going to introduce primary education in Iran at the mud village level, 
you start with 24,000 villages that there is no hope of ever reaching. 
So the program there starts with people adept in teachers’ training 
from this country, training Iranians to become teachers in the villag s. 

But even after you get the teacher you have the problem of introe- 
ducing education in the villages. Because, in the first place, the 
education out there, as they call it, is traditional education primarily 
on the Koran. You do not dare to mention the word “education.” 
You have to call it technical training, fundamental training, or some- 
thing of that sort. 

You must use quite a good deal of diplomacy and a great deal of 
effort and real hard work, at the village level to get the schools started. 

I can tell you about one school. A picture is going around about 
it before you. I think the chap was from Tennessee, a man in agri- 
cultural education, who went out to one of these villages. I might 
say our program in Iran for this year provides for the establishment of 
400 village schools. When he talked to the seniors of the village they 
said that there was no hope of a school. They said, first, that there 
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was no building and, in the second place, so and so, and in the third 
place, and the fourth place, the same thing. 

He pulled a volleyball out of the back end of his jeep and said, “If 
we cannot have a school, let us play some games.’’ So they strung 
up a net and these little kids, most of whom had never played any 
games in those villages, began to pay with this ball, and the first 
thing you know a game started. 

He left them with that, and said, “I will come back and see how 
you are getting along.” He went back once, and on the third trip 
yack the seniors were out watching the kids with the volleyball. 
They said, “We have an old mud barn. Maybe we can fix it up.” 
To make a long story short, the people of the village repaired and set 
up the old mud barn as a school building. We supplied some wire- 
reinforced glass for the windows. We supplied a blackboard and 
some chalk, and some other little simple equipment. 

One of these teachers that had been trained came down there and 
started the school. You saw the picture there. There are about 35 
little boys and 4 girls going to that school. That is something unheard 
of, girls seeking an education in that part of the world. To follow the 
tradition, they had to build a little addition on the side of the school 
so the little girls could go to school separate from the boys. 

The point I am trying to make is that the village built that building 
itself. They also concluded that probably they needed a little better 
water for that school. Instead of continuing to go down to the end 
of the street and dipping the water out of the pool that gathers there 
and has been used for everything from bathing to cooking, they decided 
they would have a local well. They drilled a 67-foot well. 

This building, which was whitewashed, was the only building in 
the town that was whitwashed, and they tore the wall down around 
that school so people could see it. This school and the well cost the 
American taxpayers $567, and a lot of effort. 

You know if vou introduce even 400, you have not scratched the 
problem. But the big problem is to start, and to start at a level where 
the people can support it. There is no use of building a fine building 
and they cannot support it after you leave. 

The principle of this educational program in practically every 
country is to do just that, and start with the training of people and 
then go to the village where the people are. 

I will just touch on the Indian program. Mr. Holmes, I know, has 
told the story much better than I could possibly attempt to do it. 
I will not attempt to tell the story about the Etawah project that Mr. 
Holmes told you about. But here in its actual sense is a real and vital 
thing. There has been a revolution, believe it or not, in those 100 
villages in that Etawah project. 

The Ambassador out there, and our people, believe by a mass 
effort again that educating leaders and then going to the village with 
the people, we might be able to expand that. 

As Mr. Bingham says, our program calls ‘or 46 times this year, 80 
times next, until you reach one-third of the people in India. 1 do 
not know about that. But I do know the increase of wheat produc- 
tion in that area, which has been nearly doubled in a 4-year period, 
has contributed tremendously to the standard of living, low though 
it is in that area. The magistrate told me that he considered this 
wheat production responsible for schools the people are building them- 
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selves, they are going to the brickyards and buying the building ma- 
terials, and many untouchables are in that area. With this increase 
of money they have gotten out of this wheat, which was primarily 
of subsistence business up until the other work came along, has been 
responsible for a marked increase in the standard of living thoughout 
the whole district. 

He told me that he had invitations that day to lay 10 cornerstones 
of self-built village schools in that area. Of course, the India pro- 
gram involved a whole lot more than schools and an extension 
program. 

In order to get the best of that soil the Indian farmer has to be 
shown that fertilizer will pay off. You cannot tell any of those 
fellows that this is the way to do it just because I tell you so. You 
absolutely have to show them. They have believed some people from 
time to time, and because of the lack of research, or some problem 
coming up, they have failed. There have been some instances where 
we have put fertilizer on the ground that actually made the crops 
smaller than the unfertilized stuff. This means there has to be a lot 
of research and effort. 

The Indian farmer, as well as practically everywhere else, will not 
change his method or even his seed unless you can prove to him that 
he gets more money out of it. 

In the first projects the farmers were called in and told, ““We want 
to introduce a new seed wheat here.’”’ “No; we have heard that 
before. We cannot afford to fail. If we plant our own wheat, we 
know that we can get 8 or 10 bushels to the acre. We know we will 
live. If we plant this wheat and fail, we starve.” 

As Mr. Holmes undoubtedly told you, you had to start out by 
planting one row of this wheat in the field and actually showing them. 
That is true on even such things as vaccinating for rinderpest. It 
turns more rupees into the till, if you want to call it that. 

There are some tremendously encouraging things in all of these 
programs. I do not want to leave you here with the assumption that 
everything is sweet and light. It is not. The people are suspicious 
of us. They cannot quite understand why the United States is willing 
to come out, and some of the Americans are willing to come out there, 
and go to work to help them. But once you get to the village level 
and show them by your acts that you mean business, you have some 
of the greatest, the most tremendous support that America could have 
anywhere, because it is grounded down here with the people who, I 
would say, count. 

I could go into more details on these programs. I have rambled 
pretty much here. 

Chairman Ricwarps. Thank you very much, sir. We will start 
with the 5-minute questioning. Mr. Burleson. 

Mr. Burueson. Mr. Bingham, I am very much gratified to hear 
you say that the policies initially laid out by Dr. Bennett will be con- 
tinued in this entire program. 

I must admit he did a great deal to convince me of the worthiness 
of many of these things. This business of starting from the ground 
level up certainly is impressive. It certainly makes sense not to 
furnish these people with the expensive equipment which they do not 
know how to operate and would not know how to repair if it went 
wrong, and, of course, it is going to go wrong. 
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But we did have some of that in the beginning, I understand, in 
— of our programs. Whether it was point IV or not, I do not 

ow. 

In connection with the increased food production, we hear a great 
deal said about India devoting a great deal of its agricultural lands to 
the production of cotton, pe eh ai commodities for export. What 
is that situation today? I would like to be able to answer when that 
question is raised. 

Mr. Anprews. In the first place, the amount of land that goes with 
cotton in India, or was last year, is just infinitesimal. I think there 
was less than a million-acre increase in cotton and 2 million acres in 
jute. 

Mr. Burreson. I did not mean to confine it to cotton. 

Mr. Anprews. They did increase their cotton and their jute. 
India has to have cotton, there is no question about that. We are 
awfully glad to sell her all the cotton she wants. Most of the time 
we have to put up the money for that. They must have cotton. 
They can produce cotton and then buy a great deal more wheat with 
the money they would have to use to buy the cotton anyhow. I do 
not think the amount is serious, as I see it. The big problem that 
has to be done in India is to get more production out of the land. As 
I say, when you have 50 million tons of wheat on 600 million acres of 
land, I do not view with alarm 1 million acres more or less in cotton. 

It is true, if you have Pakistan going ahead and continuing to 
improve her cotton, or if she does produce her cotton in volume again, 
and wheat in volume again, there might be some pretty valid points 
to say they ought to be trading—or I sincerely believe that. But 
you do have in the Orient—Japan and a lot of countries that have 
simply got to get some food and fiber from somewhere and there is not 
enough of it out there yet to supply that great mass. They have to 
come to the United States and they create the dollar problem. 

I sincerely feel if they can boost the production of some of this in 
the Orient, it will help the total area almost as much as the individual 
country. 

Mr. Burteson. What is the trade situation between India and 
Pakistan at this time? 

Mr. Anprews. It has been very bad in the past but it is improving; 
it is improving ccnsiderably. There is considerable jute moving. 
India offered to buy a great deal of rice and wheat this year which 
Pakistan unfortunately did not have. I cannot say it is good yet, but 
it is improving. 

Mr. Burieson. May I refer now to the programs in the Middle 
East, particularly Saudi Arabia, Syria, and Iraq. The limited plan 
which is reflected by personnel and costs and so forth, in the charts 
you use, is it assumed that the private oil companies in these countries 
are carrying on work similar to these proposed? 

Mr. Anprews. In Saudi Arabia, considerably. Not much in Syria. 
Syria is not one of our programs now, but Syria is a country that will 
have a little revenue and not so much as Iraq. I will say this about 
Iraq: They have created an almost international commission and we 
have a representative on that Central Development Board which con- 
sists of British and Americans and Irayi. All of the oil revenues and 
all of the moneys returned from minerals goes into this central fund 
and it is spent under the direction of this Central Board and, as I 





MUTUAL SECURITY ACT EXTENSION 989 


said before, one of them told me not very long ago he felt that they 
had more money than they could wisely spend. They needed as- 
sistance on how to spend and do it right. 

Mr. Burueson. The oil companies have a rather extensive program 
in Saudi Arabia? 

Mr. Anprews. That is right. 

Chairman Ricwarps. Dr. Eaton. 

Mr. Eaton. No questions. 

Chairman Ricuarps. Mr. Ribicoff. 

Mr. Rrercorr. Will you tell me the basic difference between the 
point IV approach and the approach of the Ford Foundation to 
similar problems? 

Mr. Anprews. About the same. As a matter of fact, as you prob- 
ably know, the Ford Foundation is working with us in India and in 
several places on training ‘these individual people. 

For instance, India. In India, they are going on to train most of 
the people who will be the leaders in this. plan that Mr. Bingham 
mentioned here. It provides for three Americans and five Indians to 
start in these districts and those three Indians who are probably well 
educated people but who have had very little experience in methods 
of reaching the people will be trained by the Ford Foundation. 

Mr. Risicorr. How much is the Ford Foundation allocating to 
India this year? 

Mr. Anprews. $6 million this year. 

Mr. Risicorr. Is your approach in India on the village level? 

Mr. Anprews. Yes, sir, absolutely. 

Mr. Ristcorr. Right down to the bottom? 

Mr. Anprews. It must be. It must be. 

Mr. Ristcorr. No further questions. That is all, Mr. Chairman. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. You said that nothing is given except advice. I note 
that you are planning to spend $44,252,000, as I get it, for tech- 
nicians and $182,848,000, or 445 times the amount for supplies. How 
do you figure what is a demonstration unit and when that ends up and 
becomes supplies? 

I note that in the Near East, in Africa, in Saudi Arabia, Latin 
America, in every instance the amount for supplies is very large, and, 
except for Latin America, the amount for supplies very largely exceeds 
the amount for trainees or technicians. Tell us how you determine 
what a demonstration unit is. 

Mr. Brncuam. I would like to refer to the statement made that the 
three countries in which that is primarily so are Lran, India, and 
Pakistan. The component of supplies and equipment is very large 
there for the reason that in order to speed up these programs to the 
point where they can do the job in the time that we feel is available, 
it is necessary to supplement the work of the technicians by sending 
in some substantial amounts of a variety of supplies. 

Now, all of this work in a sense is demonstration work in the sense 
that it is getting something started. The only part of this total pro- 
gram which is, you might call it, truly a supply program for the pur- 
poses of developing local currency, is in the amount of $14 million. 

In the total component that you have listed there under supplies 
and equipment, there is also included a substantial part that goes 
into contract services which are rendered by engineering firms. But 
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it is still true that there is a very substantial part that goes into such 
commodities as steel for plows in India. I take that as an example. 
Horace Holmes developed this 8-inch plow 

Mr. Vorys. Don’t tell me he developed that. Sam Higginbotham, 
an American missionary, was responsible for that. You have not 
mentioned American missionaries. They pioneered all of this agri- 
cultural stuff. Let us quit talking about Horace Holmes or somebody 
like that as a pioneer in this field. You have not mentioned a word 
in all of this of the gigantic task that devoted American missionaries 
did back through the centuries. Let us just get a little bit more 
accurate here. I saw the plow that was brought over and developed 
at Allahabad. Now try and get to the facts. 

Mr. Brincuam. I stand corrected, sir. 

It is true, I believe, that in the Etawah, the major part of the 
increased food production there started from development of a cover 
crop which was developed from a local weed that would not be eaten 
by the cows and therefore would not suffer the fate of such crops as 
alfalfa, clover, and others which had presented that difficulty in the 
past. This cover crop which grows to a fairly substantial height had 
to be turned by the 8-inch plow you speak of. 

If such plows are to be made available to the farmers so that they 
can make use of that technique of growing a cover crop and then plow- 
ing it under, it takes a substantial amount of steel. That steel will 
be going into the community developments there to be locally manu- 
factured into these plowsbares. 

Mr. Vorys. Now, the Tafa Iron Works is about the third biggest 
iron works in the world 

Mr. Anprews. In India, yes. 

Mr. Vorys. Why can they not provide the iron for the plows? 

Mr. Bineuam. Well, sir, in this total Indian program, the Indian 
Government is planning to expend a very substantial amount of money. 
They also will be getting help from the banks, help from the Colombo 
plan nations such as Australia and Canada, taking all the assets to- 
gether of what they can possibly put into this thing themselves and 
what they can get from other sources, private capital, and all taken 
together, we still feel that a vital part of this program cannot be 
carried out unless we give this kind of support and assistance. 

The supplies that are going into that kind of thing are for that type 
of purpose. 

Again, fertilizer is included in this year’s program in India because 
at the moment they do not have the supplies of fertilizer that would 
make it possible to teach these people how to use fertilizer 

Mr. Vorys. Can you tell me: Do we sell that or give it away? 
Do we give it to the country? 

Mr. Binauam. We give it to the country but the fertilizer is sold 
through a community development program, through cooperatives to 
the farmers. It is not given to the farmers. The proceeds will be 
devoted to furthering the same program, the total development 
program. 

Mr. Vorys. If I have time for another question, Mr. Chairman, 
you say: Primarily, you work with people. I note that you have 
2,697 technicians proposed for next year as opposed to 698 now. That 
is nearly four times. Also, I note that you are going to haye 1,729 
trainees as opposed to 337 now—over five times. 











MUTUAL SECURITY ACT EXTENSION 991 


Have you recruited or have you any plan for recruiting these 
devoted and able and qualified 2,000 technicians? 

Mr. Brineuam. Yes, sir; we do. As I pointed out, this figure of 
698 as of the end of February represents the stage we had reached 
after the first 4 months of operation under this expanded. program. 
As of now, we are sending in approximately 100 a month. That, I 
believe, will be stepped up as the months go by. We have only in 
recent months been able to work out the agreements with these 
countries that will provide or call for the particular technicians. 

In the agricultural field so far, we have had no difficulty in keeping 
_ up to plans of recruitment. We are calling on the land-grant colleges 
to help in that endeavor. In some of the other fields, such as public 
health, the problem is very acute, but we are calling on the state 
services there and working with them to help us in the recruitment. 

Incidentally, speaking of the mission groups, we do work as closely 
as we possibly can with them and many of them are interested in 
helping us with the recruitment problem, carrying on training pro- 
grams which will train young people to go into this type of work as a 
career. That will be slow in development, but I think the eventual 
source of people of that type will be very great from that kind of 
private activity. 

Chairman Ricuarps. Mr. Holifield. 

Mr. HouirreLp. No questions. 

Chairman Ricuarps. Mrs. Bolton. 

Mrs. Bouron. Thank vou, Mr. Chairman. 

Chairman Ricnarps. There will be time for other questions to be 
asked this afternoon, if you want to follow up on this 5-minute round. 

Mrs. Botton. Getting back to the distinctly Near East for a 
moment, $23 million was last year’s money? Was that last year’s 
appropriation, or are you asking again? 

Mr. Brncuam. Twenty-three-and-a-half is what we are asking for 
the Arab States for the coming fiscal vear. 

Mrs. Boiron. That is what you asked last year? 

Mr. Brncuam. Approximately. 

Mrs. Boiron. The over-all, is it based this vear on equalizing with 
the Israelis? 

Mr. Bincuam. No, Mrs. Bolton. I would say that that was a 
secondary factor. These programs are developed taking many factors 
into account as to what is needed and what can be done followi ing these 
principles of tackling the fundamentals. That factor enters in, bue 
it is not the controlling factor, certainly. 

Mrs. Bouron. As I understand it, my memory of the mass of ma- 
terial we have been reading—there is $76 million going into Israel. 

Mr. Binauam. The emergency-aid program is $76 million. Then 
there is a $3 million program in the point 1V type of work whereas 
on the Arab side 





Mrs. Bouron. In addition to everything that is going in from pri- 
vate funds being sent over to Israel by many millions. 

Mr. Bineuam. That is right, 

I might mention, as I am sure you are familiar, that the $65 million ~ 
which is being requested for the Palestine refugee program as contribu- 
tion to the U. N., will benefit the Arab States very greatly as it results 
in development there. . 
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aioe. Bouton. I thought that was $65 million for just the Arab 
refugees. 

Mr. Brneuam. That is the request we are making as a contribution 
to the United Nations Palestine refugee program which Mr. Gariner 
testified about. 

Mrs. Boiron. It has nothing to do with Israeli refugees; it is a 
separate entry? 

Mr. Bineuam. That is right. 

Mrs. Botron. Then you speak of the program for the schools in 
Israel and so forth and so on. There is no education program of any 
account being given to Arab refugees of Palestine. There is some, 
but not commensurate with their need. 

Mr. Anprews. I was referring to Libya and other countries. I 
was not referring to Israel so far as school supplies are concerned— 
Libya, not Israel. 

he truth of the matter is that Israel, I think is pretty well educated. 

Mr. Bincuam. I might point out 

Mrs. Bouron. I was wondering. I am glad to be set straight on 
that, glad that the tragic need of the Arab refugees of school material, 
as well as teachers and buildings, has been mentioned. 

Mr. Brneuam. We are asking for a total of $1,700,000 for the Arab 
States for next year for education. 

Mrs. Botton. That is for the Arab States; not for the Arab ref- 
ugees? What countries are those? 

Mr. Bineuam. When we speak of the Arab States, we have refer- 
one to Egypt, Iraq, Jordan, Saudi Arabia, Lebanon, Syria, and 

emen. 

Mrs. Boiron. Because the questioning is on a 5-minute basis, I 
would like to ask you, because we are supposedly working in all coun- 
tries, what benefit is being derived by Iran from our knowledge of the 
very fine educational program that is being put forward in Turkey 
with exactly the same composition? I think there are 40,000 villages 
in Turkey. They were planning to staff their schools in 15 years; 
and it is a very well-developed plan, which is going forward exceed- 
ingly well. If we have our people going about, is there no way of 
using the knowledge and the methods being developed in Turkey? 
Perhaps it is being done. 

Mr. Bineuam. We are in constant contact with them, you see, on 
exchange of technical information and technical experience. 

Mrs. Bouton. I realize perfectly that what Mr. Andrews has 
brought out so clearly is that everybody has to be shown, and I was 
a little amused at your picking out the poor Indian farmers. I have 
farmers in my district and you can tell them nothing. They are not 
accepting other people’s ideas either. You have to prove it to them. 
I would suggest this to be a universal characteristic of the farmer— 
perhaps of most of us humans. 

Mr. Brneuam. Mr. Fryer, who is head of the Near East-Africa 
Development Service, might have a word to add to that. 
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STATEMENT OF E. R. FRYER, ASSISTANT ADMINISTRATOR FOR 
NEAR EAST-AFRICA DEVELOPMENT SERVICE 


Mr. Fryer. A great deal of experience has been gained in Turkey 
which has a real application in Persia. Actually, the fundamental 
— to education in Persia is similar to the way it was handled in 

urkey. 

Mrs. Boiron. I was wondering if there was an interplay of person- 
nel. There might be. 

Mr. Fryer. There should be an exchange of experience. 

Mrs. Bouton. The problem would seem to be very much the same, 

Mr. Anprews. And we ought to say that we are proposing to send 
some of the trainees from Jordan into Turkey. You are familiar 
with that. 

The other point I would like to make, if I may comment, is not near 
enough is being done, not near enough of that is being done. 

Mrs. Botton. I wanted to bring that out very much. I am glad 
you said it. 

In regard to Israel and an article I have just read in one of their 
bulletins to the effect that the locusts have settled in, in one area of 
Israel. Have we sent over a task force as we did in Iran? 

Mr. BincHam. We have a regional task force at work, as I said, 
- en with the FAQ. There may be some difficulties about 

srael. 

Mr. Anprews. The problem yet—you see, under our law, before 
we can go into a country and spend money, even on a locust program, 
there must be a contract specifying that. I do not know if that con- 
tract has come back here or not. I know that I was in Israel and I 
suggested that they ought to put it in their over-all contract so that 
if the locusts come we would not have to go through negotiating this 
separate contract. 

Mrs. Bouton. It would certainly be better to prevent the destruc- 
tion. Why do they not do something before the locusts have a 
chance to eat everything? 

Mr. Anprews. Could I make a little comment on that locust 
program? 

Mrs. Botton. My time is up, I am afraid. 

Chajrman Ricuarps. Dr. Judd, did you want to hear about the 
locusts? 

T would like to hear about it. 

Mr. Anprews. This is something, I think, that ought to be brought 
out. I do not want to give the idea that the Americans are doing it 
all. They have been fighting locusts in the Middle East since Bible 
times. The traditional method of fighting locusts is to poison them 
or kill them or swat them or otherwise dispose of them after the swarms 
have arrived at your fields. 

In this particular technique that is being undertaken out there now, 
they attack the locusts before they come out of the swarms and go 
where they are nesting and where they begin to develop out. They 
are using airplanes and this new insecticide—what is its name—whic 
was developed out here in Denver. I am not here to say that that 
is going to be the miracle worker or the complete success. But it 
sally oes open up a possibility here that you might find a time 
when by killing these locusts back when they just begin to swarm 














994 MUTUAL SECURITY ACT EXTENSION 


rather than trying to kill them off after they have multiplied might 
be the time when we could almost knock this locust out. I have a 
lot of hope about it. 

Mrs. Bouron. There was a lot of talk about it when we went into 
Iran. 

Mr. Anprews. We are putting a lot of chips on it. 

Chairman RicHarps. Where do the swarms come from, the hill- 
sides, the forests, or just anywhere? 

Mr. Anprews. They breed in the desert. 

Chairman Ricnarps. I thought you had to have a wooded cover, 
and so forth. 

Mr. Fryer. This particular host of locusts is supposed to have 
come out of Ethiopia. At the present time, we have locusts in Jordan, 
in Iraq, in Iran, and Saudi Arabia. We are fighting them on all of 
those fronts. The outbreak in Israel is new. 

Mrs. Bouton. | feared it was when it caught my attention. 

Mr. Bincuam. I am sorry to take so much time. 

Chairman Ricuarps. Are they pretty good to eat? 

Mr. Jupp. You take off the head at one end and the tail from the 
other and suck out the insides. 

Chairman Ricuarps. Something like shrimp? 

Mr. Jupp. They are good roasted. 

Mr. Woop. You then have to have wild honey to make them taste 
good. 

Chairman Ricwarps. Dr. Judd. 

Mr. Jupp. I am sorry that the farmers in your area and Mrs. 
Bolton’s area are so backward. 

Mrs. Botton. They are not so backward; but they have to be 
shown. 

Mr. Jupp. The farmers in my progressive area, when I go back to 
visit them, talk as if they had master’s degrees in engineering and 
mechanics and science. Their whole work is revolutionized from the 
days when I worked on a farm. 

Mrs. Bouron. Will the gentleman yield for a moment that I may 
stand up for the farmers in my area? I simply said they had to be 
shown. I did not say they were backward. They are wonderful 
people. 

Mr. Jupp. I wanted to ask this further question: Has not Nepal 
more or less lost its independence to India in this newsituation? 

Mr. Anprews. That is a political question which we ought not to 
answer. A State Department adviser, Mr. Gardiner, is here. He 
may have some strong convictions about that. 


STATEMENT OF ARTHUR Z. GARDINER, ECONOMIC OPERATIONS 
ADVISER TO ASSISTANT SECRETARY FOR NEAR EASTERN, SOUTH 
ASIAN, AND AFRICAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Garpiner. Mr. Judd, I think Nepal is still an independent 
state. I think the Indians have taken an increasing interest in 
Nepal’s welfare, in view of the increasing pressure from the north. 

Mr. Jupp. Under the Indians it is better off than under the Com- 
munists? 

Mr. Garpiner. The Indians think so. 
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Mr. Jupp. Do the Nepalese think so? They cannot be called in- 
dependent today. ‘ 

Mr. Garpiner. Nepal is independent, yes. We recognize it as 
such. 

Mr. Jupp. I know we recognize it as such. But it is interesting to 
note the imperialism one oriental country imposes on another, while 
it so vigorously denounces us and the west for alleged imperialism 
which long since has ceased. 

Now come to India. You said in your manuscript, Mr. Bingham, 
that the problem was created by the fact that the population had 
increased 80 million and food ‘production had not increased; it was 
still approximately 50 million tons a year. 

Is it not true that to a large extent we created that problem, because 
the reason that the population has increased 80 million is because of 
our introduction of better health and sanitation and quarantine and 
DDT, and so prevented the youngsters from dying in their first years? 
To that extent we have an additional responsibility for their predica- 
ment now. There never would have been that 80 million increase 
if we had not intervened. We missionaries, in our sympathy, and in 
our desire to save human lives, saved millions of babies and children 
who are now going to starve at 20, whom nature would have taken 
care of at less than 1, probably more mercifully. 

1 have said this publicly so I am saying it in executive session. 
Is there some truth to that? 

Mr. Bineuam. Certainly, as far as our program here is concerned, 
it is only just beginning. But I take it your question has reference to, 
are we simply building up to a future population increase that will 
wipe out all the gains we are making? 

Mr. Jupp. The reason | bring up the question is not just to comment 
but to point a lesson from it. We have learned lessons from our 
successes like the Allahabad plow; but we should also learn from our 
mistakes. That is the reason I am disturbed at that chart which shows 
allocations for food production at some 85 percent and only 3 percent 
for education and 5 percent for health. 

As a matter of fact, if we are going to help India in the long run, we 
ought to expand health and education measures even if we have to 
cut down grants to increase food production. Unless we improve 
educational levels to the point where they will regulate their popula- 
tion growth, then we are leading them into a situation to which there 
is no solution. Is that not right? 

Mr. Bincuam. Yes, sir. 

I might point out that those figures are the dollar costs and the main 
difference there is the amount of supplies and equipment that goes 
along. There is a very substantial part of the Indian program which 
will be devoted to education and will be working in these communities 
with them trying to bring along on a broad front, not just the food 
front, but on a broad front the advances that will represent eventually 
a decline in the population, or rather, a decline in the birth rate. 

That, as I am sure you are familiar, has been the case in Etawah, as 
almost a byproduct of the operation, a total improvement in the 
community outlook, education, adult education getting started, and 
we will be concentrating almost as many people on that phase of it as 
on any other phase of the program. 
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Mr. Jupp. That brings me to the next point in my line of thought. 
The reason that I have been strong for the point IV program is because 
it has been a training program enabling them to solve their problems, 
rather than solving them for them. I do not think that we ought to 
try to improve their condition from the outside faster than they can be 
helped to improve it themselves. This was the great disservice that 
Britain rendered India. She went in with compassion and mercy and 
cut down their death rate, but it was done by British doctors and 
British health service, and so forth. And she did not train the Indians 
to the point where they could cut down their mortality rate by their 
own efforts. ‘ 

When you get a people sufficiently developed and educated and 
informed so that it can itself cut down its mortality rate, it will, 
within a generation, cut down its birth rate and really solve the prob- 
lem. But if you try to solve it from the outside, with food and 
supplies and medical care, rather than by the slower method of helping 
them get to the point where they can do it themselves, you create a 
problem that is greater than the one you solved. Take the Japanese. 
The Japanese brought up in this country have a birth rate which is 
lower than the birth rate of the white population. Contrast that 
with the Japanese in Japan where measures were introduced from the 
outside to cut down the death rate, with a terrific lag in the knowledge 
and means of cutting down the birth rate, and look at the population 
problem they are facing. 

I do not think we as a people have done enough fundamental 
thinking on these matters. Our hearts run away with our heads. 

I think we have to be realistic, and that is why I regret that there 
is so much in here for equipment and supplies and all that sort of thing 
that will cut down their death rate and not cut down their birth rate. 

I was also disappointed to hear that in essence the Ford Foundation 
is taking over the point IV type of program and doing the technical 
training, while you are extending the ECA type of program to India. 

Mr. Futron. I want to make a comment. 

Mr. Brncuam. I would like to answer that two ways, Dr. Judd. 

In the first place, we are not planning anything here ‘that is more 
than a small proportion of the total program that India is undertaking. 
This is just a segment of their program. We are helping them with 
an essential part of it. But we are not going to be doing anything 
that they cannot carry on, on their own, after we get through. They 
may carry it on a little slower, but the emphasis, again, is on this feel- 
ing of the impending crisis of 4 years from now when they face another 
election. We feel that if the Nehru government at that time cannot 
show real progress in solving some of these fundamental problems, then 
the strength of the Communists, as shown in this last election surpris- 
ingly, will have increased enormously. That is the impulse behind the 
beefing up of this program so that more can be accomplished in a 
shorter space of time. 

It is a telescoping, an attempt to telescope the operation. 

Mr. Jupp. The thing that I object to is that we are not being 
honest with the Congress and the people. We are altering the charac- 
ter of the point IV program without their realizing it. Maybe we 
ought to alter it. Then let us make our case openly and show that 
because of the urgency and the emergency in places like India we 
have to abandon the concept of a long-term training program and 
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go into a supply program, an economic-assistance program to make 
speed. That is what we are doing. What are we kidding ourselves 
or anybody else for? I do not object to it, if the emergency is as 
you think it is. 

I cannot say I am surprised at the Communist gain or will be 
surprised at what I believe will happen. India will go down if the 
Chinese Communist movement is not broken or at least checked in 
China, because India cannot survive in the long run if the Chinese 
Communists are able to consolidate their position, liquidate their 
opposition, and then expand further. That is not a new doctrine 
for me to be expounding in this committee. But it i8 becoming more 
visible to more people and it is surprising that what has happened in 
India is shocking and surprising and remarkable to the Secretary of 
State. I do not know why it should have been. 

I wish you would gou ahead and elaborate on this a little bit. 

Mr. Binenam. Dr. Judd, we have attempted to be quite frank with 
this committee and with the Congress that in these programs, in these 
three programs of India, Iran, and Pakistan, we are asking for a more 
intensive effort, a stepping up of the program to a degree that we 
have not asked for before. The Secretary in his statement before 
you made that point, I think, quite clearly. 

It is, however, still a program in which the training is fundamental, 
is at the core of the program, and what we are doing is making the 
training more effective, making it possible for the training to take 
effect over a larger area and within a shorter period of time. Mr. 
Andrews, could you illustrate that by the tube-well story? I think 
that is a very good indication. 

Mr. Jupp. It is not intensification of, or stepping up of the point 
IV program. It is alteration or modification of the program. That 
is the point. We ought not to fool ourselves about that because the 
members downstairs can read figures. They are going to read 
through the tables and see that out of $150 million for Asia, technical 
training is $12 plus million; supplies and equipment are $137 million. 
Yet it is called a training program. You just are not going to get that 
across. Somebody is going to slash perhaps $125 million out of that 
$137 million supplies and equipment, unless we tell them that we are 
altering the point [V program or combining it with economic aid for 
the present. 

Mr. Bineuam. It is certainly a change in the emphasis, Dr. Judd. 
We have always had a component of supplies and equipment in the 
point IV programs. This is an increase in that component beyond 
anything we have asked for before. That is correct. 

Mrs. Boron. As you say, it is a complete change of emphasis. 

Mr. Jupp. A change of character. 

Mrs. Bouton. Yes, a change of character. 

Mr. Jupp. I regret in that sense that the Joint Commission for 
Rural Reconstruction in China which was a prototype of point 1V has 
been absorbed by ECA—I think that it did or was doing its best work 
because it was separate. It was not connected with the commodity 
program. It did magnificent work; whereupon, the ECA absorbed it. 

I am afraid one of my brain children will die an untimely death or 
something. One of the brain children of which I am proudest is 
likely to prove to be illegitimate. 

Mr. Fuiron, Later may become legitimate? 
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Mr. Jupp. Still-born, I should have said. 

Mr. CLEvELAND. Could I say just a word about that? I do not 
think the JCR is any more or less absorbed by ECA than it ever was. 
It was set up by your clause in the original China Aid Act to operate 
under the direction and supervision of the administrator of ECA, then 
Paul Hoffman. The American side of it has so operated from that 
day to this. It has, however, been operated as a joint commission 
with an independent program, with our membership in it operating as 
part of the commission, the decisions being joint, a joint staff, dealing 
as a Chinese-American staff, with the local provincial and local 
farmers’ organizations and so forth. 

I think one of the things that has given JCRR its strength in 
Formosa is precisely the fact that most of the fertilizer that was 
brought in as part of the job of raising the agricultural production in 
that country, most of that was distributed through the, under the 
auspices of, and under arrangements worked out by the Joint Com- 
mission on Rural Reconstruction. If it had not had that supply com- 
ponent of it in the total program, it would not have been able to 
make possible the kind of production increase in rice in Formosa with 
which you are familiar, more than they have ever produced before. 
That supply component gave strength to the more purely technical 
aspect of the agricultural improvement program. It provided, also, 
additional acceptance of land reforms. 

Mr. Jupp. I do not object to the furnishing of supplies. I have 
supported that. But the two were worked out in cooperation and 
the mistake came when you took Ray Moyer because he was so good 
as head of JCRR, and moved him into the other spot so that he had 
two positions together. That meant, in effect, that even though the 
chart remained the same, the two were merged. Even though the 
table of organization remained the same, ECA became the main end. 
It took the dominance. I regret it. 

I am not against furnishing supplies here. I am against selling a 
supply program as a training program. They are not the same thing. 
I think you are going to ruin the American support of the long-term 
point IV program, which I favor as almost the best thing we have in 
our foreign policy for Asia, if it becomes primarily dependent or over- 
whelmingly concerned with commodities or wells or dams rather than 
with training. I do not want to be a party to the death of the point 
IV program. That is the reason I have taken a lot of time on this, 
which is a somewhat philosophical discussion—at least it deals with 
the philosophies of the two programs. 

Mr. CLEVELAND. On just that point, we have recently separated out 
the two again and the chief of mission is no longer the head of the 
JCRR. The only reason we felt we could do that during Ray Moyer’s 
tenure there was that Ray Moyer was both an agricultural man and 
the best man we could have asked for as a mission chief. 

Mr. Bineuam. I would like to have Mr. Hanson, who is head of our 
South Asia Development Service, comment on your question. 
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STATEMENT OF HALDORE HANSON, DIRECTOR, SOUTH ASIA DE- 
VELOPMENT SERVICE, TECHNICAL COOPERATION ADMINISTRA- 
TION, DEPARTMENT OF STATE 


Mr. Hanson. I think there is quite a misunderstanding in several 
of the things you said, Mr. Judd. India today is the largest point 1V 
training program in the world. 

We are training 4,300 people in India which does not show in the 
figures that vou are quoting for Indians being sent to the United States. 
There are no figures in your chart thereof because they do not repre- 
sent a specific dollar cost for the number of trainees. 

Mr. Jupp. How much do they come to? 

Mr. Hanson. I cannot segregate it. 

Mr. Jupp. 4,300 being trained in the United States? 

Mr. Hanson. In India. There are 87 Indians being trained for 
each of the Etawah type centers for community development. They 
work on agriculture, health, and educational work. Every single one 
of them is ‘engaged i in literacy training and adult education in addition 
to the professional training work that he is carrying on. 

There was also a misunderstanding, Mr. Judd, when you said that 
we have turned over our training work to the Ford Foundation. We 
are supplying every American who is engaged in that training program 
and they are charged against the appropriation that you have in 
front of you. 

The Ford Foundation has undertaken a portion of the cost which 
the Indian Government found it difficult to provide. They are 
furnishing the stipends for the students while they are in that training 
course. 

In other words, they are taking the village workers to a central 
point in the province and paying them their living expenses while 
they are there. They are also paving the costs of the Indian—the 
salaries of the Indian teachers in those schools because, in order to 
get the best teachers, they had to pay a little higher salary than the 
Indian Government itself was paying. It found under its civil-service 
regulations it was embarrassing for the Indian Government to be 
competing with its own state governments for personnel. The Ford 
Foundation stepped in with these dollars to convert to rupees to pay 
the higher salary to get those Indians on the job. So that it is a 
shared cost between the United States furnishing all of the American 
technical teachers, the Ford Foundation furnishing the salaries of the 
Indian teachers, and the stipends for the students, and the Indian 
Central Government and states furnishing the quarters and the local 
materials that are used at the sites of the schools. 

Mr. Jupp. That makes it worse than I thought. Practically al} of 
this program is being financed from Amertea, either through the 
Government or through the Ford Foundation, and the Indians are 
furnishing on!y quarters and food. They have not really been sold 
ou the program, then, if we have to put in such an overwhelming per- 
centage either through private philanthropy or through Government 
funds: is that correct? 

Mr. Hanson. The tota! cost of the Indo-American development 
program is borne two-thirds by the Indian national and state govern- 
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ments and one-third by the United States Government. It does not 
happen that in the particular training centers we are talking about 
that that apportionment of cost shows up. 

Mr. Jupp. Have you got the figures somewhere for what it is costing 
us and them for the 4,300 that are being trained in India? 

Mr. Hanson. I can put it in the record. 

Mr. Jupp. I should like to have it. 

(The data referred to is as follows:) 


Cost or TRAINING VILLAGE WoRKERsS IN INDIA 


The 4,300 Indian village workers required for the first 55 village development 
centers will be trained on the job by several hundred Indian technicians, and by 
United States technicians. The cost of this on-the-job training cannot be readily 
identified in the development program. 

However, an intensive 6-month training course which is being given to 3,000 
of these workers, during the first year, can be estimated as follows, based on 
various reports from New Delhi, with the contributor shown in parentheses 
rigs each item: . 


Indian training staff and oes pees (Ford Foundation).. $500, 000 
000 


2 United States training staff (T hit e iNa Eerda's Jus uss ocd 300, 
3. Local facilities and supplies Gov Lak “0 "Sy Rae eee: 200, 000 
4, External equipment (TCA)___-._..-.--------- eee We at haters 900, 000 
ce ak Sidind > widia hain deine pelo dae ie ton foe a kas ce agit 1, 900, 000 
NOTES 


Item 1 would continue indefinitely, but the foundation and the Government of 
India have agreed that the cost would be shifted to the Indian Government on 
the following schedule: 50 percent in the third year, 67 percent in the fourth 
year, 100 percent in the fifth year. 

Item 2 for United States personnel would be eliminated in each training center 


after 4 years. 

Items 3 and 4 would occur only the first year. 

Thus the total cost of each training center would be borne by the Indian 
Government after the fourth year. 


Mr. Jupp. Mr. Chairman, I have some other questions later. 

Chairman Ricuarps. They have all gone around. 

Mr. Jupp. I want to go back again to the question, perhaps a ques- 
— of philosophy, that was discussed by Mr. Ribicoff and Secretary 

iller. 

Mr. Ribicoff raised the question whether we should go into countries 
that have adequate resources but whose governments or regimes do 
not want these programs for their people to the extent that they were 
willing to use their resources for them. I want to underscore that 
question because when we go into a country where its own government 
does not really want to do this thing, we are creating problems which 
we cannot solve unless we stay there permanently. The creating of 
unrest, a demand by the people for better things, developing and feed- 
ing such dissatisfactions, leads ultimately to only one thing: The over- 
throw of the existing government. 

And by what is it replaced? By something better? No; by the 
Communists. We lead straight to these governments being replaced 
by Communists. The people are not better off; they are worse off. 

I do not think our philanthropy is sufficiently hard-headed. If a 
government is not willing to make this effort for ‘ts people, we had 
better stay out, even though that hurts our soft hearts. They have 
been that way for centuries. We cannot do much of permanent bene- 
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fit until they want to be different. Demonstrations are of great value, 
and assistance to their government in what it wants to do to improve 
conditions. Otherwise we wind up with them in worse condition, as 
they are in China, rather than better. We went into China not to 
help the existing government with what it was genuinely trying to do, 
but rather to reform it. The Chinese wind up in the control of the 
Communists, and we are spending $70 bilion a year for our own de- 
fense. That was bad judgment. 

I would like to hear your comment on that because you were the one 
that made the answer to Mr. Ribicoff, 

Chairman Ricnarps. Mr. Miller, do you want to answer that? 

Mr. Miuuer. You were directing your remarks to another part of 
the world. 

Mr. Jupp. No; the problem applies to all. It goes back to the 
original discussion you and Mr. Ribtcoff had. I repeated his question, 
not as well as he stated it, but I think that is what he was trying to 

et at. 
. Mr. Miter. Doctor, I thought that Mr. Ribicoff’s question went 
to whether or not we should work in these countries when their dollar 
positions were favorable. 

Mr. Rrsicorr. I went beyond that. The discussion came up first 
because it was specifically with countries that had dollars and not 
using their dollars for their own benefit. Then from there, we went 
beyond into the philosophy, as Walter has just restated. I think my 
time was up and I could not continue. 

Now, I think, Walter is going further. This does not only apply to 
South America, but it applies to the whole world. Walter has put his 
finger on one of the most delicate and most difficult problems that this 
country is going to face for the next 50 years. It is going to be a 
continuing ace a And I am glad that Walter has carried it further, 
because basically, what you do, you cause revolutionary movements. 
A revolution is a breaking down of a going concern. The breaking 
down of a going concern can only cause confusion and anarchy. Out 
of anarchy and confusion you have a philosophy and a system ready 
to take over and fish in these confused waters where you might not 
have in the past. You have now someone to take davantage of all 
this confusion. 

So it is a problem of thinking through into the future instead of the 
short range. Too much of our policy is formulated on a short-range 
basis whereas we are charged not only with a short-range understand- 
ing but also from the long-range point of view. 

Mr. Brneuam. Mr. Chairman, could 1 comment on that from an 
over-all point of view, it seems to me that the alternative to going in, 
let us say, into a country that is not too keen on this kind of a program 
to begin with and does not understand what can be done—maybe you 
have a government that is not too interested in this kind of activity, 
in spending money on agricultural extension and educational work. 

The alternative to our going in and getting the program under way, 
primarily with American funds, is to do nothing. In other words, it 
seems to me it is a negative approach. Surely, there are difficulties 
in the program. We will, perhaps, at times be conflicting toward a 
stirring in these countries, but I think that it is a stirring that will be 
positive. 
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If we can limit our activities to those things which they can take on 
and take over, as time goes by and will not be dropped, then we will 
have contributed to a forward movement among those people which 
should not lead to discontent, but just the reverse. 

If we can show them some progress, if we can show them how they 
can make some progress and have hope for further progress, then we 
will certainly not be contributing to their overthrow by Communist 
governments. 

Mr. Jupp. You say that if we do not do this, we are doing nothing. 
Is that necessarily a calamity? 

Mr. Bincuam. I think in the present situation in many areas it 
would be, Dr. Judd. 

Mr. Jupp. To do nothing in these situations where the unrest 
does not exist? They are not the danger spots. We can weep over 
the bad condition of the people in Spain, but Spain is not likely to be 
taken over in the near future by the Communists. Why should we 
insist then on our reforms? Some of the countries which have dic- 
tators are the ones where the Communists are not making any head- 
way. We go in and undermine the dictator; then we do not have a 
solution to the problem and the Communists take over; and we are 
worse off and they are worse off. —. 

Mr. Rieicorr. Let me go one point beyond that, John. Generally, 
from a theoretical standpoint, everything you say is correct. We 
are not interested in colonialism or imperialism. 

Now, I would say that there is no easy answer, and I do not say 
there is an easy answer; but I think we have to be pretty wide-eyed 
on everything that we are doing. I think there is a lot of expense in 
what we are doing, yet I do not think that there is anyone more inter- 
ested on the committee than Walter is to see, and myself, too, that 
there are basic reforms in these countries, to see that living conditions 
are better. But what are you leading up to? And how are you 
doing it? 

We have to work very carefully. It is a tightrope that vou are 
walking all the time. 

I do not object to a tightrope. I think the United States is faced 
with tightrope walking for the next 50 years. But let us recognize 
with a sense of reality that we are walking this tightrope. Let us 
understand what we are doing all the time. Let us not go off half- 
cocked and find that you have gotten yourself a bushel of trouble 
that you cannot handle. 

Is that not what you are driving at, Walter? 

Mr. Jupp. Exactly. 

Mr. Bineuam. Surely, Mr. Ribicoff, you realize that we do not 
share Justice Douglas’ view of what to do in many of the countries. 
It is curious, in the light of what you and Dr. Judd are saying, that 
many people have criticized us for, in fact, bolstering the govern- 
ments which are there now by giving them prestige and so forth, by, 
working with them instead of encouraging the more liberal or revolu- 
tionary elements within the country to be active. 

Actually, we are trying to walk just the tightrope which you refer 
to and we are very conscious of it. 

For example, in Iran we cannot talk land reform because it is a 
very delicate subject, with a lot of people in the Government that are 
friendly to the program. 
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We can work, though, in the direction of making the Shah’s pro- 
gram work, which is a land-distribution program, of helping that to 
work by seeing that they have credit and cooperatives that will give 
the farmer something to work with. We can work in the develop- 
ment of consumer cooperatives which will help in this credit situa- 
tion which is so important. We can do that without forcing a black- 
and-white issue test on these things. 

Mrs. Bouron. Will the gentleman yield? 

I would like to get into this philosophic discussion because I think 
these gentlemen are right. In the first place, I think it is exceedingly 
dangerous to take something away from anyone unless you have 
something ready to put in its place. It creates a vacuum which now 
we have the Communist forces ready to occupy. I! am in complete 
agreement with the gentleman on that. 

When I was in Europe in 1945, I had occasion to talk with a num- 
ber of people who are now behind the iron curtain, who asked me 
whether freedom was worth dying for and trying to live for, because 
what they knew of our country did not give them any particular en- 
couragement. 

Are the people of this country so apathetic that they do not value 
freedom any more? Is their freedom not worth a trip to the polls? 

In addition to that, the apathy we see on every hand, what of our 
efforts in conservation? How dare we go out to the other countries 
and say, ‘‘We know bow you can conserve the land in your country’’? 
We have put a lot of money all over our country, in a whole lot of 
places in diluted amounts to get votes; but we have not really built 
all the dams we talk about. We need dams badly, and reservoirs. 
If we are not careful we shall have this country divided absolutely in 
the middle by the methods that nature is using because she won't 
tolerate the kind of thing that we are permitting to happen. 

Then take our Indian schools. When we went to the demonstra- 
tion school outside of Ankara, the first thing that Karl Mundt said 
was: “Why don’t we have something like this on the reservations and 
get our Indians up to proper status?” We met that everywhere, 
everywhere. 

Now, another basic, fundamental, idea is that you cannot give 
what you do not have. 1 think that is of great moment in this whole 
business of what we are trying to do in other countries. If we do 
not have a basis of economy, if we cannot balance our budgets, what a 
ridiculous performance of having people come over here to study our 
method of government. Isn’t it an absurdity? 

Those are some of the things which are important in the long-range 
program. What are we really doing in these areas? May I add a 
little word of a different nature, perhaps, to the general arguments 
that these gentlemen—out of their own anxiety, which I share—as 
well as out of my knowledge of what people of other countries are 
feeling. May I say also that when we measure our generosity just 
by money, rather than by a sense of world responsibility that comes 
from our hearts, are we giving much more than dust and ashes? 

To build without heart can easily do no more than prepare a 
country for a Communist take-over, for we shall find we have built 
much discontent. This is happening in Africa; it is happening right 
under the eyes of the State Department. 
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Chairman Ricuarps. I think the city of Pittsburgh would like to 
be heard. 

Mr. Jupp. I will yield but I wish to say one last thing first. 

On the question of your emphasis, Mr. Bingham, in your fourth 
point, I think it was, regarding the necessity for private industry and 
private capital going in and doing this larger job, with which I agree, 
are we in a position to urge these countries to set. up secure guarantees 
for private property and investments if our own Government does 
not respect private property here in our homeland? 

Mr. Futron. Come, come, Doctor. 

Mr. Jupp. That is a practical question. 

Mr. Futron, Out of order, isn’t he? 

Mr. Jupp. I do not think the President realized he undercut his 
own point IV program because when he seized the steel mills if we do 
not respect private property in this country, why should somebody 
in some other country respect American investments then? And 
how are we going to get our people to invest if their property is going 
to be taken over whenever the government there decides such action 
is necessary to defend the country or for some other good reason? 

Chairman Ricnarps. Therefore, we should do what? 

Mr. Jupp. Well, I am going to stand by my oath to support and 
defend and protect the Constitution of the United States, even if that 
reguires impeachment. 

Chairman Ricuarps. But in this case, what should we do? 

Mr. Jupp. In this? 

Chairman Ricuarps. Pursuant to the point IV program, you said. 

Mr. Jupp. Yes, sir. 

Chairman RicHarps. Then you touch on the point of economic aid. 
I do not know whether I have this right, but I mean part of it being 
really, as you say, economic aid. We will have plenty of trouble on 
the floor of Congress with it being economic aid. Is that right? 

Mr. Jupp. That is right. 

Chairman Ricuarps. In title I of this bill we have certain military 
objectives, and it is contended by the language in title I, and by the 
testimony here, that we can best reach those objectives by having 
certain economic support in the form of defense support. It would 
be cheaper for the taxpayers of the United States and at the same time 
reach our original objective of defense to Europe. 

I think you have to prove the fundamental proposition and that is the 
principle of the point IV. The cheapest way is to provide these items, 
and hew to the line of just providing only certain personnel in the field 
of engineers, in the field of health, and in the field of agriculture, and do 
not tackle the deeper problem of furnishing certain items to demon- 
strate those things, and also at the same time educate the people. 
That big personnel causes the trouble. But the main thing is: They 
do not tie this thing down here as an essential part of point IV, the 
point IV program itself, and I believe that they think it is. If they 
do not, they are just in a ridiculous position on the face of it. 

Mr. Furtron. Mr. Chairman. 

Chairman Ricuarps. Mr. Fulton. 

Mr. Futron. I must register my disagreement with the premise of 
Dr. Judd. 

Chairman Ricuarps. Disagreement with whom? 
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Mr. Futon. Dr. Judd and Mr. Ribicoff. I disagree with them. 

I should say off the record. 

(Discussion off the record.) 

Mr. Futron. The main purpose of our aid abroad is for the safety 
and security of the United States of America. When we go abroad, 
we go into territories that are governed or controlled by governments 
that either we like or do not like. Then the decision must be made 
at that particular point. 

Must the United States, in every case, sustain the existing con- 
ditions abroad in order to have peace and propriety and safety? Can 
the United States nevertheless say that our security demands progress 
in each country as their people will certainly demand progress within 
a very short time? That is where | have disagreed on China with 
Dr. Judd, I have felt there should be aid for China, but I have felt 
no particular need to sustain any regime. I agree with Walter 
Davenport that ours is the revolutionary approach and we must assist 
backward peoples to progress under free governments. The mere 
overturning of a Me Doe | government in any area, if it comes not as 
a direct consequence, but indirectly, through our showing the people 
progress, and showing them how to go ahead, is something that is an 
incidental. Repressive foreign governments must change or the 
ses ar themselves will see that they fall. 

If, for the security of the United States, we say that this is a par- 
ticular strategic area, that therefore the people within that area are 
a concern of ours, the fact that they overturned retarded, backward 
governments is all to the good, to me. 

Mr. Jupp. Even if Communists take over? 

Mr. Fuuron. The fact that they are overturning the governments 
does not necessarily mean communism; it means the failure of our 
policy to show them the right way toward a constructive alternative 
under our free system. 

So if the United States goes into this particular project, we should 
not restrict the program by saying that it shall oly be with the ap- 

roval of the government which might be friendly to the United 
States anyhow whether the country had a friendly or unfriendly 
government. I would certainly make an effort for the broad support 
of the common people asking for the program to be put in, and of 
course adopted with their consent and implemented with them as 
much as possible. We must look at the major overriding objective 
which is to me the security of the United States—otherwise, the 
United States is into a Lady Bountiful program that Senator 
McMahon, of Connecticut, has talked about. I am against that 
type of Lady Bountiful largess all over the world and in unlimited 
amounts, and for no purpose. 

John Vorys is exactly right when he says, at that particular point, 
charity abroad should not be at the expense of the American taxpayer. 

Mr. Jupp. You have a revolution in China. You want to help the 
people now. 

Mr. Futon. Off the record. 

(Discussion off the record.) 

Chairman Ricuarps. Give me anything you want to on the record, 
or after this is over, but stay on the subject. 
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Mr. Vorys. Would you like to get the official expression of objec- 
tives? You may not have seen this: 

Objectives of United States economic assistance programs in the Far East area. 
The primary objective of MSA technical and economic assistance programs in 
the Far East is to help countries build the economic foundations of their existence 
as independent nations. This means (a) strong stable governments, increasingly 
able to discharge essential governmental functions and command popular support. 
This is the prime requisite on which the other factors below heavily depend. 

Mr. Futron. I agree with that. 

Mr. Vorys. That is just the opposite of your revolutionary 
proposition. 

Mr. Futron. What I say is, you build your broad base on the 
people and they will then have a government satisfactory to them. 
But the United States must show them progress. 

I am against these reactionary governments stopping progress and 
keeping us out. 

Mr. Jupp. Are you in favor of progress the way the Communists 
do it? 

Mr. Fuutron. No. If these countries are going to have revolution, 
it is all right with me, as long as the new government is free and 
progressive and not Fascist or Communist. We had one in the 
United States. 

Mr. Jupp. That revolution was in favor of the common people of 
this country. The revolution in China is in favor of the Kremlin. 

Mr. Furron. I am not in favor of that kind of a revolution. But 
certainly people can throw off bad governments without turning to 
communism. 

Mr. Jupp. That is the trouble. That is the only kind of revolution 
you can get in these countries at the present time. We create the 
vacuum with your revolutionary doctrines. They fill it. 

Mr. Futron. That is the fundamental disagreement. The United 
States must show that it has the better system to fill the vacuum when 
the people reject their repressive government. 

Chairman Ricuarps. While we decide who fills this vacuum, let 
us recess until 2:30. It is 1 o’clock. Any further speeches and 
questions can be taken care of after the recess. 

(Whereupon, at 1:05 p. m., the meeting was recessed until 2:30 
p. m.) 

(Whereupon, at 3:25 p. m., the committee continued in executive 
session, following other business.) 

Chairman Ricuarps. We still have Mr. Andrews, Mr. Bingham, 
and Mr. Wood on the stand. Will you just proceed with your ques- 
tioning? We finished the 5-minute period this morning. Mrs. 
Bolton. 

Mrs. Boiron. You are hurrying your educational programs along, 
as I understand it, pressing those as much as possible. May i ask 
if you are doing that on the basis of what we call education in America 
or is it on the basis of what they would consider education? 
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STATEMENT OF STANLEY ANDREWS, ADMINISTRATOR, TECH- 
NICAL COOPERATION ADMINISTRATION 


Mr. Anprews. That is a question that you nearly have to ask in 
two ways. The traditional education, as we well know, in most of 
the middle eastern countries and, indeed, in the south Asian countries 
is education for the future—what is going to happen to man and his 
soul. 

The education that is trying to be introduced is not what we would 
call here the American type of education. These little schools that 
I described this morning begin by trying to teach the youngsters 
something about their own environment, the value of the olives, the 
camel, the wheat, and the thing edged into this other situation. 

I could tell you of an instance in a training school in Afghanistan 
where we did not dare to suggest education in the sense of learning 
the English language or reading any literature, or anything like that, 
but by a training film that had the English narration with the Arabic 
subtitles, showing how to repair a motor. Well, the first thing you 
know that class began to understand English and wanted to learn to 
read English. 

I think you would fail if you went out and said that you wanted to 
introduce the usual type of American education. 

Mrs. Boiron. I happened to work for more years than I need to 
say on health, and I have worked a good deal with Indians. 1 know 
Margaret Sanger has been out there several times, and she has always 
come back very enthusiastic. India increasingly appreciates her 
population problem and proposes to do something about it, but it 
must be approached in ways the Indians will understand it. It is all 
right for Nehru to say that there is to be birth control, but he may 
not be able to present it in acceptable terms. One hopes that he will 
be successful. 

Mr. AnpreEws. I suppose you know about the movie film. It is 
one of the frankest discussions of that subject that has ever been put 
out. It is not allowed outside of India. It is shown in every large 
hall where the people assemble. It is on a philosophical plane. 
Everything in India has to be philosophical. 

Mrs. Bouton. I have had conversations with a number of the peo- 
ple of the Near East. They are not at all happy over the idea that 
they must accept the western ways. They do not want them. They 
prefer to make their own mistakes, and will go ahead best in their own 
fashion. Why should we tell them, for instance, they should have 
iceboxes? 

Mr. Anprews. I do not think we do that. 

Mrs. Bouron. I am using that as a dramatic illustration. I like 
very much the way this has been presented by members of your group 
in the sense that you have given me, at least, the feeling that you were 
doing a very excellent job. 

Mr. Anprews. We are not necessarily doing a good job; we are 
trying awfully hard. 

Mrs. Bouron. That is all anybody can do. On the cotton question 
that our cotton friend asked this morning, I was interested, and 
have been for some time, in the way that the United States does not 
let her left hand know what her right hand is doing. We cut off our 
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Egyptian cotton buying by one-half. Might Egypt, perhaps, need 
little assistance if she, Egypt, could sell her cotton? 

But instead of that, we increase our cotton acreage, and then we 
howl because maybe some of the surplus cotton, surplus from the 
standpoint of before the war, the additional cotton, can no longer 
find a market if we buy Egyptian cotton. So we cut off Egypt. In 
doing so do we not only lose the very beautiful long staple cotton but 
we lose what is exceedingly important to us, the friendship of the 
Egyptian people? 

Mr. Anprews. That gets into some very, very complicated 
problems. 

Mrs. Bouron. I am not asking you to answer them. 

Mr. Anprews. It is true that we do in this country limit the 
amount of certain long staples that come into this country on the 
theory that we want to build up a long staple industry in this country. 

As a private citizen, I abhor that approach. But anyway, it is a 
fact of life. 

Mrs. Botron. How much long staple cotton do we grow in this 
country? 

Mr. ANprews. We had hoped to be producing, I think, about 
150.000 bales this vear, but we fell awfully short on it. 

Mrs. Botron. We could use the Egyptian cotton? 

Mr. Anprews. I think on the long-staple cotton that it is more to 
get it to come into this country for the dollars. The fact is that long- 
staple cotton is selling in some countries at a 25-percent premium 
over the dollar cost. it is a psychological matter. 

Mrs. Boron. If we function in this way, and forget the psycho- 
logical procedures, we are not building a long-range program. 

Mr. Cuatuam. Will the gentlewoman yield? I know something 
about the Indian cotton situation, because there is a large market in 
this country for long-staple cotton. It is used by Johnson & Johnson, 
and also for blankets. The trouble with the Indian cotton is that 
they have an export quota and we could not get the cotton here. 

I had a letter from Chester Bowles this morning, addressed to me 
because I have handled this more or less since I have been here, 
saying that the Indian Government has increased their export quota. 
That is the opposite of what you have been talking about. We have 
been trying to get tens of thousands of bales more than they would 
turn loose. 

We can use a substitute better than Johnson & Johnson and some 
of the other people, and if we do not get more we will have to cut 
down on American cotton. So we are trying to get Indian cotton. 

Mrs. Boiron. I was not speaking of India—Now may I bring up 
the area we have called the psychology of the Near East. What I 
wanted to ask you further was, what is the actual situation with the 
dam in the Litani River and the development of that valley? 

Mr. Anprews. In the Litani River? I expect one of the group 
wo give you that better than I could. I will tell you about it 

riefly. 

The Litani still flows. The opportunity for a dam is still there. We 
have agreed, and I think have authorized, the expenditure of con- 
siderable TCA funds to do the basic engineering for that dam. 

Nearly any company or bank that is going to loan the outfit the 
money has to have a certain economic and engineering study made. 
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None of them will loan a country anything without that study. 
So the TCA has said that they will do the basic engineering and eco- 
nomic studies, and bring it up to where they can present something 
to wary International Bank and they will know what they are talking 
about. 

Mrs. Bourton. Is that being done? 

Mr. Anprews. Yes; there are about 30 engineers out there. 

Mrs. Boiron. What about the Euphrates? 

Mr. Anprews. Nothing at this time. The Iraqi are doing a great 
deal themselves on that. We are working on some irrigation projects 
with them, particularly with the settlement of some of these tribes 
in particular areas. 

The Euphrates is another big project. 

Mrs. Boron. The bank has been doing something on that? 

Mr. Garpiner. The bank has loaned money on a tributary of the 
Tigris River. This credit amounts to $12.8 million. 

Mr. Anprews. The Iraqi have the money to do almost anything 
they want to. 

Mr. Brneuam. Could I add a word on the Litani? I think the time 
might come when we could take a piece of that project and tie it into 
the rural-development scheme in the area, and finance the whole thing 
together as a point 1V project. 

Mrs. Boutron. On the basis of giving employment to some of the 
Arab refugees? 

Mr. Brneuam. That would not be the primary concern in a point IV 
project. 

Mrs. Boiron. I am well aware that we are discussing point 1V— 
but I can see little value in considering it as a thing apart. The 
United States of America is engaged in a gigantic effort to help the 
world. It seems to me that if point IV builds a wall around its activ- 
ities and separates itself from all other efforts that are pointed toward 
peace and decent living for all the children of men, it had better just 
shut up shop and come home. 

If point IV is just sitting on one side and the bank somewhere else, 
when these people are out on the desert and we know that until some 
of them at least are really given homes and jobs and some self-respect 
again that there is constant danger in that area, danger to us and to the 
whole world. 

Mr. AnpreEws. Point IV can do the supporting work. You have 
to remember this, the refugees, and I am not saying for 1 minute that 
the two are not closely associated, I will not say for 1 minute that 
point IV should not be working along with them, but you have this 
problem: 

This Congress has voted about $50 to $60 million to the United 
Nations to look after and pay countries for development programs to 
look after the refugees. Up until now the countries have shown great 
reluctance to spend the money or to do anything about the refugees. 

Mrs. Boiron. May I suggest that they are making gestures toward 
us for the first time this year? 

Mr. Anprews. When they do, we can tie into the program. I 
agree that it is something that ought to go together and not as a 
separate thing. 
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Mrs. Botron. If we do not let the right hand know what the left 
hand is doing and the two sides of our brain do not work together, 
we will certainly waste a lot of the taxpayers’ money. 

Mr. Anprews. Mr. Gardiner will not let us forget the refugees. 
You have to get the countries themselves to be willing even to accept 
money to take care of the refugees. 

Mrs. Botron. I agree. I would like to say on that score that it is 
a very important area in which we must work. Unless we can earn 
back some respect in those countries, we are not going to get anything 
like the building of a dam, because if they do not want it, they will 
blow it up or they will break the pipelines. 

Mr. Woop. I am quite confident that by means of judicious cooper- 
ation and use of the resources both in the point IV appropriation and 
this refugee money, we can work out programs which will both assist 
in the resettlement and the reintegration of these refugees, and carry 
on the engineering and other development. that is directly related to 
the point [V program. Thus we can bring about a combined attack 
on this problem with the bank and all the other resources that are 
available. 

Mrs. Botton. Yes, we were told the other day of a few countries 
that have been making gestures and are in agreement that they are 
going to do something only if Congress will keep its mouth shut and 
not upset the apple cart. I am wondering what gestures have been 
made by Israel which are commensurate with the gestures being made 
by the Arab countries? 

Mr. Garpiner. I think one direct answer, Mrs. Bolton, is that the 
Israelis have agreed to take on their relief rolls the 20,000 Arabs still 
on relief in the borders of Israel. That is one forward step. 

Mrs. Botron. Are they going to make any gesture of compensation? 

Mr. Garpiner. We discussed that, I am afraid, in your absence. 
The point I made in response to that question was that Israel’s 
resources were strained, indeed, and I thought perhaps it was some- 
what academic to expect Israel to pay the bill. 

Mrs. Bourton. I will not go into that now if it has been covered. 
We agreed not to. 

Mr. Jupp. I would like to ask a question at that point. 

Mr. Garpiner. Might I correct or perfect the record in one thing? 
You spoke about the dam on the Litani. I think the project is a 
development of the whole river valley, not just one dam. 

Mrs. Bouton. That is right. I thank you for correcting my state- 
ment. 

Chairman Ricuarps. Do you yield to Dr. Judd? 

Mrs. Boutron. Just 1 minute. Did you want to add something, 
Mr. Bingham? 

Mr. Brneuam. No. 

Mr. Jupp. I was ill and missed the testimony on the Near East. 
If this is in the record, please stop me. I was the author of the amend- 
ment that put $50 million in for aid to Israel for its refugees to balance 
the Arab refugee program. 

What is your estimate of that program? I see that you have come 
back for a larger amount. Do you think it is sound; is it workable; 
is it used as a blind for other Israel aid, or what? 

Mr. Garprner. A very substantial volume of private aid to Israel 
is currently being made. There is a relationship between Government 
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aid and private aid which is difficult to analyze and determine. I 
think that Israel would be in a very difficult circumstance today 
without aid from the United States Government, substantial aid. 

Mrs. Bouton. In addition to private aid? 

Mr. Garpiner. I| think they would be in very great difficulty today. 

Mrs. Bouton. More difficult than the Arabs are? . 

Mr. Garpiner. Dr. Judd’s question was different. I think the 
Israelis would be in great difficulty. 

Mr. Jupp. Did you describe how the program operates? 

Mr. Garpiner. Yes. It was discussed at length, and there was 
cross-examination by Mr. Javits. 

Mr. Jupp. I will look it up. Thank you. 

Chairman Ricnarps. Mr. Fulton. 

Mr. Fuuron. Certainly, there is no program—this can be off the 
record. 

(Discussion off the record.) 

Chairman Ricwarps. Mr. Carnahan. 

Mr. Carnanan. I would like to ask a question or two which has to 
do with the administration of the TCA program, because I am not fully 
convinced that the purposes of point IV can be correctly carried out 
if it is operated as a part of the Mutual Security Agency. 

So, for that reason, | am prompted to ask how closely is the TCA 
program tied to the Mutual Security Agency? 

Mr. Brneuam. If I may answer that, Mr. Chairman, in the first 
place, we are under the general supervision and direction of the 
Director for Mutual Security, namely, Mr. Harriman. 

We are not a part of the Mutual Security Agency, which is the sue- 
cessor agency to the ECA. You will recall the last year’s Mutual 
Security Act gave the Mutual Security Director over-all supervision 
and direction of the entire Mutual Security Program. We are still a 
part of the State Department and operate as such. Our contact with 
the Director for Mutual Security has been the over-all general pro- 
graming. It is to their interest to see that our programs are consistent 
with other programs, in line with United States objectives. 

It has been, | may say, in general, not a tight administrative control. 
We operate with a considerable amount of administrative freedom. 

We submit proposed programs to them. If they approve them they 
allocate the money to us to carry out the programs. 

On the whole, | think the procedure has been working reasonably 
well. We have not been, as some people feared, some people par- 
ticularly in the church groups, in any way under pressure to turn the 
point IV program into a military-support program or a defense pro- 
gram. It remains a long-range program for development. 

I think that those objectives of ours are fully understood and appre- 
ciated by the Office and Director of Mutual Security. We are not 
unhappy about the situation at all. 

Mr. Carnanan. But any program you want to initiate must be 
fitted into the over-all Mutual Security Agency plan? 

Mr. Bineuam. Director for Mutual Security, yes, sir. The bill in 
the last year’s act gave the Director the control, under the President, 
of the allocation of the funds of the total program. 

Mr. Carnanan. Would you say this relationship is promoting the 
technical aid functions of point IV? 
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Mr. Bineuam. I think we are quite free to go ahead and pursue 
those objectives. 

Mr. CarRNAHAN. Would you say that military requirements or mili- 
tary needs throughout the world are setting the pattern for what your 
programs must be? 

Mr. Brneuam. No, sir. 

Mr. Carnanan. You feel that the TCA program is not being sub- 
jected then to a military program? 

Mr. Bineuam. That is right, we feel it is not. 

Mr. Carnanan. What handicaps, if any, result from this operation, 
that you must fit your program into the over-all world military 
build-up? 

Mr. Bineuam. I do not think it is quite fair to say that we fit into 
that build-up, Mr. Carnahan. Ours is a security program in -an 
indirect sense, in that we are trying to develop the strength of the free 
nations through economic development and self-help. 

But we are not engaged in defense support operations, that is, we 
do not ship in commodities to governments to bolster their military 
effort. We are not engaged in military aid. 

The responsibility of the Director for Mutual Security I would 
suppose to be to see what we are doing is not inconsistent with any- 
thing that is carried on in the military sphere. But he does not impose 
any obligation on us to conform to a military or short-range defense 
objective. 

Mr. Carnanan. Do you feel then that TCA really has independent 
administration? 

Mr. Bincuam. I think that is a fair statement, yes, sir. 

Mr. Carnanan. That is all, Mr. Chairman. 

Chairman Ricuarps. Will you tell me one other thing about this 
item you have for Burma, which you brought up yesterday? Accord- 
ing to this figure here, you have $18 million for Burma, and no 
point IV. 

Mr. Woop. That is correct. 

Chairman Ricuarps. We had Mr. Hunerwadel here yesterday——— 

Mr. Woop. Mr. Hunerwadel works for the Mutual Security Agency, 
Mr. Chairman. 

Chairman Ricuarps. He is operating a point IV project and work- 
ing for mutual security. Do you have any other situations like that? 

Mr. Woop. As I explained when we discussed the Mutual Security 
Agency program in South Asia, there are many things that need to be 
done in these countries of Southeast Asia, and are being done by the 
Mutual Security Agency which are very similar to things being done 
by the Technical Cooperation Administration in its point IV program. 

The reason for that is the fundamental fact of life, that the condi- 
tions and problems, let us say, in Burma are very similar to the 
conditions and problems in parts of India, because they are both unader- 
developed countries, they are countries, for example, where food is 
short. They are countries where simple grass roots, technical aid, 
with some demonstration equipment, can make a very great contribu- 
tion. 

Chairman Ricuarps. That is exactly what I am talking about. 
Did you say you did not have an agreement with Burma; is that right? 

Mr. Woop. We have an agreement. 
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Chairman Ricuarps. You have an agreement with India to do the 
same kind of thing, and one is under MSA, and one is under point IV? 

Mr. Woop. That is right. 

Chairman Ricuarps. And I do not see any sense to it. 

Mr. Woop. That is a point I asked the committee’s permission 
at some later meeting to discuss more fully with the committee. 

I did point out that the countries of southeast Asia, Mr. Chairman, 
including Burma, the Philippines, Indochina, and the rest of them, 
are in an area which is a geographical entity and an area which is 
under much more imminent threat, both from external invasion, as 
well as for internal subversion, than the countries somewhat further 
removed from the borders of Communist China. 

Chairman Ricuarps. It does not point to a very favorable field for 
long-range programs, as things now are? 

Mr. Woop. No, sir. It is hoped that things can be stabilized in 
this area, and a long-range program, if we reach security and political 
and economic stability, will be able to operate. 

The fact remains, as I tried to make clear, that many of the things 
that the Mutual Security Agency is doing in these countries of south- 
east Asia are similar to, or exactly like, some of the technical work that 
the point IV organization is doing in other countries. 

One thing we have been careful to accomplish is that only one of 
these two agencies operates in any one of these countries, so you do 
not have two United States agencies, namely, the Technical Coopera- 
tion Administration and the Mutual Security Agency, falling over 
each other’s feet in any one country. 

Mr. Carnanan. Could I ask at that point: When the question 
comes up, who is going to operate on a particular program; who deter- 
mines whether it is going to be the Mutual Security Agency or the 
TCA? 

Mr. Woop. That is in the determination of Mr. Harriman, the 
Director for Mutual Security. 

He does not, of course, just arbitrarily make a determination. That 
is worked out with the various people concerned. For example, when 
we came before the committees last year, it was at that time antici- 
pated that the Mutual Security Agency would manage the programs 
in India and in Iran. 

Subsequently, after careful study and discussion, and consideration 
of all aspects of the question, Mr. Harriman, with the concurrence of 
the agencies concerned, came to the conclusion that it would be well 
for the Technical Cooperation Administration to handle the programs 
in India and Iran. 

1 think that is in this committee’s report, as Mr. Bingham reminds 
me. 
By the same token, Mr. Harriman reached the conclusion, in view 
of some of the conditions I have recited in respect of the countries of 
Southeast Asia, that it would be much wiser for the Mutual Security 
Agency to manage the United States assistance programs in those 
countries. The committee will recall, I believe, that I have pointed out 
that the purpose of one amendment we are requesting to title LI, 
namely, to exempt title III countries, Southeast Asia countries, from 
section 503 of the act of 1951, was to make it possible for the Mutual 
Security Agency to continue its program in Burma and Indonesia, 
where there are no mutual-defense programs being carried on, and 
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where, therefore, these programs would be barred after June 30, 1952, 
by the terms of section 503 of the act. 

In the other countries of Southeast Asia it is clear that there are 
mutual-defense programs being carried on, and this kind of economic 
and technical assistance is absolutely essential if the build-up of 
defensive strength is to be effective and our money is not to be wasted 
by reason of the development of the type of political, economic, and 
social instability that would make useless, and a waste of money, 
any development of military strength. 

Mr. Carnauan. Is the scope and the size of the technical assistance 
programs administered by the Mutual Security Agency expanding? 

Mr. Woop. No, sir. 

Mr. Carnanan. And will there be further expansion this year 
over last year? 

Mr. Woop. In this particular area? 

Mr. Carnanan. Anywhere in the world. 

Mr. Woop. The scope and the size of the Mutual Security programs 
in Southeast Asia is, I believe, expanding in Formosa and in Indochina. 

I believe in the other countries of this area the programs are about 
what. they were last year. Mr. Cleveland, is that generally correct? 

Mr. CLEVELAND. Yes; there is a small increase in Burma because of 
the speed-up there, due to the security situation that prevails. 

Mr. CarNnadANn. Are there some pending areas where we will go in 
with technical assistance; is the question before somebody whether it 
will be done by the Mutual Security Agency or the TCA? 

Mr. Woop. The question can, of course, always be raised by the 
Congress. We are reporting, Mr. Carnahan, to the committee. The 
conclusion has been reached by Mr. Harriman, with the concurrence 
of the other departments, that in the countries of South Asia, the 
countries of the Near East, the independent countries of Africa, and 
the countries Latin America, economic and technical assistance 
programs should be under the administration of the Technical Cooper- 
ation Administration—the point IV administration, and that for the 
countries of Southeast Asia, that is, Formosa, Indochina, the Philip- 
pines, Burma, Thailand, and Indonesia, the technical and economic 
assistance programs should be under the management of the Mutual 
Securitv Agency. 

In all of those latter countries of Southeast Asia, with the exception 
of Burma and Indonesia, there are mutual defense military end-item 
and training programs, to which we are contributing, going on in those 
countries. 

In one of them, as you know, Indochina, there is an actual war 
going on. In both Burma and the Philippines, there are active re- 
bellions. So this is an area where there is the threat of external in- 
vasion or reasonably active internal rebellion, and it has been felt, and 
I think the Technical Cooperation Administration agrees fully with 
this, that in such areas, since the Technical Cooperation Administra- 
tion does not wish to become identified with military operations, it is 
far preferable to have the Mutual Security Agency continue to operate 
these programs. 

Mr. CarnaHANn. Would the program of technical assistance admin- 
istered by the Mutual Security Agency be practically the same pro- 
gram as that administered under the TCA? 
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Mr. Woop. In some respects, yes; in other respects, no. The 
technical assistance and demonstration aspects of it, as was pointed 
out by Mr. Richards when he referred to Mr. Hunerwadel’s activities 
in Burma, would be practically the same thing as the operations of the 
Technical Cooperation Administration in India. 

There are certain of these countries, however, as Mr. Cleveland has 
testified, where there are additional aspects of these programs. There 
is, for example, in Formosa and Indochina the question of the import 
of the common-use items, which are civilian-type items imported 
directly for the use of military forces. 

+ There are cases such as the attempt by an import program and by 
assisting in the management of their internal affairs to keep the lid 
on the tremendous inflationary forces in Formosa. 

Generally, the Mutual Security Agency programs, since they are 
in countries faced with rebellion, internal subversion, or active fight- 
ing, are broader in scope and go beyond the technical assistance work 
that the Techrical Cooveration Administration carries on in countries 
where those conditions do not ey ist. 

Chairman Ricuarps. Mr. Vorys. 

Mr. Vorys. If you do not get your amendment which you request 
to section 503——- 

Mr. Woop. It is not an amendment to 503. It is an exemption 
for title II] countries from section 503. 

Mr. Vorys. If you do not get that exemption then there would be 
no reason to prevent a consolidation of programs, is that not true? 

Mr. Woop. If we did not get that amendment, it is our view that 
the Mutual Security Agency could not continue after June 30 to 
carry out its economic and technical assistance programs in Burma 
and Indonesia. 

In that event, either those programs, or any programs of that sort 
carried on by the United States, would have to be ended, or it would 
be necessary for the Technical Cooperation Administration to move 
in and pick up those programs, 

We think that would be a great mistake because of the threat I 
have mentioned which exists in that whole area. It would also cause 
very considerable administrative difficulty. You would have to ne- 
gotiate a new point IV bilateral. You would have to move a lot of 
people out and put new people in. It would not make much sense, 
under the circumstances, and that is why we have asked for this 
amendment. 

Mr. Vorys. Who would be Mr. Andrews’ opposite number in 
MSA, the head man for technical assistance in MSA, or is there such 
a person? 

Mr. Woop. MSA is organized in part along geographical lines, 
Mr. Vorys. We have an assistant director for the Far East, who is 
Mr. Clarence Decker, formerly president of the University of Kansas 
City. He has in his organization country specialists and people who 
have competence in the various branches of technical assistance that 
are involved. 

We also have a separate technical-assistance division upon which he 
may call for specialized assistance. But it is Mr. Clarence Decker 
who is in charge for the Mutual Security Agency in this area. 

Mr. Vorys. I have at least a partial answer to the questions I 
asked yesterday. It may interest the rest of the committee as it 
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interested me to find out how much technical assistance is proposed 
in this bill, and how much economic aid is being proposed under 
technical assistance. 

In the first place, technical assistance in title I involves 600 United 
States experts and 6,000 foreigners, $22 million, in title I for technical 
assistance. 

In title IT, it involves—this is all TCA—968 technicians and 665 
trainees; title IIT technical assistance is 690 technicians and 453 
trainees; and MSA, 795 technicians and 741 trainees; im title IV, 
technical assistance, 1,017 technicians, 611 trainees. 

The total of the people I have just mentioned is 4,070 United States 
technicians and experts, 8,470 foreigners to come here, and, as I 
pointed out this morning, the supplies and equipment, the property 
as opposed to the personnel cost of the technical assistance end of it 
is $453,705,000. 

I have been trying to run down what other technical assistance, 
I mean, advice, we give to people, and so forth. We have 4,355 in 
the USIE program. 

Mrs. Boiron. What does the “ITE”? mean? 

Mr. Vorys. It is the Smith-Mundt Act. We send out 1,493 and 
we bring back 2,862 foreigners. So that there are 5,563 experts going 
to go from the United States over the world in these programs, in 
either this one and the one that the State Department has, 11,332 
foreigners to come here. And I have not yet gotten the Army’s 
technical-assistance programs, where they bring people here, train 
people, not military, or the programs of the International Bank, or 
the U. N., or the Export-Import Bank. 

I am testifying for the benefit of the committee because these figures 
are like pulling teeth to get, and I think I have gotten them. The 
build-up, for point IV technical assistance, is as follows: For fiscal 
year 1952, 698 technicians. For fiscal year 1953, 2,677. For fiscal 
year 1952, trainees, 309; for fiscal year 1953, trainees, 1,729. 

I just want to say I do not think you ean find anywhere nearly that 
many people that are qualified to go out and run around the world to 
tell them how to run their affairs. 

Mr. Woop. What is your total for Americans going abroad, Mr. 
Vorys? 

Mr. Vorys. It is not my total. 

Mr. Woop. I think you have Fulbright students in there. 

Mr. Vorys. It is not my total; it is your total. Your total is 
4,070 United States technicians and experts under the four titles of 
the bill in front of you, and foreigners, 8,470. Then for USIE, 
there is a total of 4,355, in addition. That is broken down, as I under- 
stand it, into 2,862 foreigners to come here and 1,493 to go out. 

Mr. Woop. The second category is exchange students, I think. 
It does not consist of technicians we have to find. These are students 
who want to go over to study. 

Mr. Vorys. That is Americans of various kinds. We export 
them. 

Mrs. Botton. The students are not equipped with know-how. 
They go there to get something, do they not? They had 4,000 of 
those going over, and 5,000 coming back. 

Chairman Ricuarps. Students are a different proposition. 

Mr. Vorys. I stated that separately. 
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Mrs. Boiron. You said you did not think you could find that 
many people. 1am continually having some students who get turned 
down and come to me. There are more that want to go, and some 
of mine that get turned down are very high standing people. They 

et turned down because there is not money, or something along that 
ine. 

Mr. Smiru. Will the gentleman yield? 

Chairman Ricuarps. I understand that list includes professors, too, 
students and professors. I reckon professors would be technicians, 

Mr. Vorys. It is professors and all. I was simply trying to get this 
for my own information, and offer it to the committee if the committee 
wanted it. This is a partial list of Americans that are going to go 
around the world, including professors and students, and so forth, 
foreigners that are going to come here. If you are not interested in 
running down those outside of those of this program, those in the bill 
in front of us are 4,070 United States technicians and experts that go 
out, and 8,470 foreigners that come here. 

Chairman Ricnarps. Mr. Smith, did you want to say something? 

Mr. Sairu. I wanted to ask the gentleman from Ohio if he intends 
to put that in the record. 

Mr. Vorys. That was prepared by our staff. I think it might be 
interesting. 

Chairman Ricuarps. I think it would be. I would like for you to 
check that. We will consider it correct unless you put some other 
figures in there. 

Mr. Vorys. As I understand it, the information has been submitted 
in response to the question I asked Mr. Cleveland. 

Chairman Ricuarps. I understand. I am just telling these gentle- 
men here they can look it over; if they want to check it again, that is 
all right, but we would like to have that in the record. Without 
objection, it will be inserted in the record at this point. 

(The material referred to is as follows:) 

Title I: 
Technical assistance in Europe (MSC)—Estimate,- 


600 United States experts 
Equipment—films, research, demonstration equip- 


($5,000,000 of this sum estimated for DOT's), 6,000 
foreigners 


Title IT: 
Technical assistance (TCA): 
See ene 13, 896, 000 
er nS og, Ste ee CUS tos Sk 3, 196, 000 
Supplies and equipment and local costs.__.__.._ 113, 908, 000 


(Includes Israel relief program of $76,000,000.) 
Title III: 
Technical assistance (TCA): 
NE SE ee See ee Core eee ee 10, 098, 000 
453 trainees._._.____- ies a a Be og 2, 265, 000 
Supplies and equipment __--_______- vivre: _ 137, 637, 000 
Technical assistance (MSA): 
795 technicians 12, 387, 000 
741 trainees 3, 705, 000 
Supplies and equipment __._.............-.--. 82, 613, 000 
—_————— 248, 705, 000 


$22, 000, 000 








: 
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Title IV: 
Technical assistance (TCA-—IIAA): 









































Pg aa iain ering $12, 303, 000 
oS RES RE ae Sis aa bas We Be 2, 494, 000 
Supplies, equipment, and local costs____~-__-_-_-- 7, 203, 000 . 
22, 000, 000 
United States contributions to:: 
UN technical assistance___...........--.----- 16, 000, 000 
Sis ee waar wie ge hed ca ead a he 1, 000, 000 
17, 000, 000 
ye aie Pe SSE TOES See sn Mee ee Meee 440, 705, 000 
Recapitulation 
1. BY TITLE 
Uni.ed States Supplies and 
experts Trainees | “equipment Total 
eg | ROR peer: Sa Pee ee $9, 700, 000 $6, 950, 000 $5, 350, 000 $22, 000, 000 
i ETCA) a da ea eee 13, 896, 000 3, 196, 000 37, 908, 000 55, 000, 000 
(TCA) STONED DOES SE FAS Leth. 10, 098, 000 2, 265, 000 137, 637, 000 150, 096, 000 
SEIN delicckenbbkenc.dddsidunpiedeeeund 12, 387, 000 3. 705, 000 82. 613, 000 98, 705, 009 
Be PE kick dhe cb dandbinctdabicnthoncndieut 12, 303, 000 2, 494, 000 7, 203, 000 22, 000, 000 
58, 384, 000 18, 610,000 | 270,711,000 347, 705,099 
EERE CSS EEE TTED SERRE 17, 000, 000 
Israel relief program administered by TCA.....|............--].--.-.--------]_-----.----... 76, 900, 000 
440, 705, 000 
2. BY COMPONENTS 
(a) Personnel: 
SS Fe eS ES ECE ae a PR EES EEE eee Oe $58, 384, 000 
PN neat Maths id Ba Nala alt tsesletalinin gil arth Mietinctan nnhanlicoimenisvdid tiie oenaiine 18, 610, 000 a 
Lae ey LET ee POLE aE OnE Te fT 270, 711, 000 
(ce) Esrael relief program............................ SEAL Coy ROR GB pg sind Mec oee AIOi  ee 8s 76, 000, 000 
Re i EAP TS ee Me ees Ee el eer ee Ses 17, 000, 000 
Fe scunaqunccphhownnde tiideadbieh bhi ddecbidededequlddcbvcabtialwedbdebestdeaee 440, 705, 000 
3. PERSONNEL 
| United States | 
technicians Foreigners 
and experts 
pg eae cet pS es eerie ay rr see eee eae 600 6, 000 
SE RE in ie a re ce uabaauedannonaes 968 665 
pg 8 Re Sy ee ROR DMR OLE eee ° 690 453 
EID... dno busdbbendilesaniabaitpioun vec iuaaibisbabae ithaca 795 741 
eg | RE PRR ERE RY ck 1,017 611 
Wied bide tedtnclekindades tide lutindhd cic oteleietihnts cidade 4, 070 8,470 








Mr. Burveson. Is this military assistance, or technical aid, or 
either? 

Mr. Vorys. No; this is not military in any instance. 

Mr. Burveson. Is it point 4? 

Mr. Vorys. No; we have technical-assistance experts that are to 
go from tbis country abroad under title 1. That is Europe. There 
are $22 million in here for technical assistance in Europe, MSA. The 
= is 600 United States experts and 6,000 foreigners to come 

ere, 

Mr. Woop. Mr. Vorys, may I comment on that, so that it will be 
clear? Most of the technical assistance that we are giving Europe is 
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related to the improvement of military production or defense support 
production. It is very largely industrial. I am not saying that except 
to clarify the situation there. It is very different in the other areas. 

Mr. Vorys. I just think that the committee may be interested in 
a comparison, that to the most developed, civilized part of the world 
maybe next to the United States, we have a technical-assistance pro- 

m that in numbers is quite large. 

Chairman Ricuarps. I would also like to know about how much 
of that comes out of this program. Is a lot of that Smith and Mundt? 

Mr. Vorys. No; I have confused you. 

Chairman Ricuarps. You said something about Smith and Mundt. 

Mr. Vorys. I am speaking just of this bill. 

Chairman Ricuarps. But you said something about Smith and 
Mundt. 

Mr. Vorys. Here are the figures. 

Mr. Lanuam. Do we pay for all of that, going and coming? 

Mr. Woop. No, sir. We pay the salaries of the United States 
technicians in the Mutual Security Agency and the Technical Coopera- 
tion Administration. Most of their expenses overseas are paid out 
of counterpart. Those who come here, their own countries pay for 
their transportation here and back, and their salaries that would be 
paid to them there, we pay for their dollar expenses in this country 
while they are here. 

I do not know whether the same is true of the Technical Coopera- 
tion Administration, but I think that is true. 

Mr. Brneuam. That is largely true. 

Mrs. Kextiy. I have one question. If it has been covered in my 
absence, please tell me. Under this program there is mention of this 
health program. Is that a special program, or is it tied up with our 
technical assistance in a given area? 

Mr. Bineuam. It is tied into the total program in each country. 

Mrs. Ketty. It is not a separate program? 

Mr. Bineuam. No; it is not. It is tied in with it. The main 
effort is to teach them how to carry on these programs themselves in 
the health field as well as the other fields. 

Mrs. Ketiy. Does the health program of point IV overlap UNICEF 
or the U. N.? 

Mr. Brneuam. No. 

Mrs. Kextty. You do not? 

Mr. Brncuam. As IJ explained this morning 

— Ketxy. If you explained it this morning, I can read it in the 
record. 

Mr. Bineuam. We supplement each other’s work. Dealing with 
our technicians, I think it might be helpful, Mr. Chairman, from the 
point of view of the availability of people, to run down the different 
types of people involved. Mr. Vorys is quite right that our program 
is based upon an assumption that at the end of the next fiscal year, 
that is, 15 months from now, we would have in the field some 2,675 
United States personnel. 

The breakdown, I think, is interesting, because it indicates the 
different areas in which we may or may not have shortages. _ 
culture, forestry, and fisheries is the largest component. ‘The number 
there is slightly over 1,000. As I indicated this morning, we have not 
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to date had any real difficulty in getting agricultural personnel to 
carry on this type of program. 

Health and sanitation workers, that includes public health experts, 
sanitary engineers, those who are trained to carry out what is known 
as environmental sanitation, water supply and sewage problems, 466. 

In the field of material resources, public works, and transportation, 
300. In the field of education, 297. In that field, for exumple, we 
will have no difficulty at all in getting qualified people who are inter- 
ested in this kind of work to go out in the number of 297 in education. 

We may have greater difficulty in public health, as I indicated. 

Industry, handicraft, and housing, 164. Public administration 
and Government services, 153, and program direction, joint commis- 
sions, surveys, and the like, 288. 

So there are many categories of people involved. In some we may 
have difficulty in recruiting; in others, we will not. 

As Mr. Wood indicated, I believe the technica! assistance in Europe 
calls very largely on a different type of expert. We are not competing 
in that same market. 

Commenting once again on the figures on the board, those were 
figures as of February 29. We already have the figure for March 31, 
which is close to 800, instead of close to 700. 

The rate that the ‘people are now going into the field is increasing 
every month because we have, as I have indicated, it has only been in 
the last 3 or 4 months that we are really getting set up to send the 
people out to the field. We hope to have in the field, by the end of this 
fiscal year, some 1,500 people. We will be doing well if we hit that, 
but that is our goal. 

That would call then for an increase in the following year of some 
1,100. That figure represents the goal for the end of fiscal 1953. 
® I might say, Mr. Chairman, referring again to the private organi- 
zations and the way they are so anxious to help us in this program, 
I do not know how many of the members of the committee had a 
chance to get to the sessions at the Shoreham Hotel, this private 
conference which was held 2 or 3 weeks ago, but they had an extraor- 
dinary number of organizations there bursting with enthusiasm to 
help this point IV. 

They expected some 500 delegates, and 1,500 people showed up, 
paying their own expenses. They sat and listened to 3 days of speeches 
on the subject, and took part in discussions. The organizations 
represented included just about every organization you could think 
of in the country, labor unions, farm organizations, church groups, 
mission groups, business people, and many of them are actively 
engaged in this business of training and recruiting people for this 
kind of latter-day missionary work. 

I think that we can do our part of the program of recruiting experts 
and that our goal is not outlandish at all, Mr. Vorys. 

Mr. Vorys. I understand there is a dreadful shortage of doctors in 
the United States. Do you mean to say that public health is your 
second category? 

Mr. Bineuam. Yes, sir. 

Mr. Vorys. Did you mean to say it is easy for you to get hundreds 
of public health experts that have the education and also the experi- 
ence to quality them for work all over the world? 
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Mr. Brineuam. No, sir, that is not easy. Of 466 in that total 
category, I would suppose not over a third of those were doctors, 
probably not that much. 

We have found quite some response in dealing with the State and 
public health services, that they will supply us the personnel trained 
in this kind of work on a loan basis, maybe for a year or 2 years. 

The Massachusetts Public Health Service is interested in that; 
the New York Public Health Service is interested in that; and I 
believe the State of Oregon. We will! have difficulty, ves, sir, but we 
think we can manage it. 

This is the goal that we have set that we think is required. 

Mr. Vorys. Take agricultural experts. They are your top priority, 
over 1,000. How do you get them? As I understand it, there are 
about 3,000 county agents in the United States. 

Mr. Anprews. And 48 land-grant colleges, which are putting out 
new county agents every year. 

Mr. Vorys. You are not going to send out any kids? 

Mr. Anprews. We are taking the older fellows from the counties. 
There are thousands of those in the United States. Those fellows 
make very good people in these areas, where the small vocational 
schools scattered all over the United States get down to the grass 
roots and make fine people for this work. 

Mr. Carnanan. And you have a number of people under the 
veterans farm program. [| imagine a lot of those people could come in. 

Mr. Anprews. You do have the problem of getting the fellows 
with just the right psychology, the right humility, and all of that. 
We are getting lots of applications. 

Mr. fase I will bet you are getting plenty of applications. 

Mr. Anprews. Primarily they are coming through the colleges. 
Actually, the Department of Agriculture recruits them. The Depart- 
ment of Agriculture staffs these technical missions, and they grab 
them out of the colleges. 

Chairman Ricnarps. Most of the ones I have seen are pretty good. 

Mr. Anprews. I want to say I was over in the Middle East. I 
am going down through Latin America. In the programs in opera- 
tion out there I only found one sour apple. They said, “‘ This guy is 
going to have to go home.”’ But the rest of them are hitting the ball. 

There are so many things to do, you are away from home, there 
is nothing else to do but start to work. It is really encouraging 
when you look at it that way. 

Mr. Smirx. How many point IV missions are out over the world 
today, Mr. Bingham. 

Mr. Bineuam. Thirty-one, I believe, are in active operation. 

Mr. Andrews says 33, but I think 31. We do not have an agree- 
ment with Syria today. We are hopeful of getting one, but we do 
not have an agreement with Yemen. We are not operating at the 
moment in Ceylon. We hope to be operating in those countries 
next year. 

They are programed, but they are not in operation today. 

Mr. Smira. Do you think the technical assistance programs would 
ba impaired if this is placed under the MSA? 

Mr. Bineuam. That is the question I would like Mr. Andrews 
to handle. 
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Mr. Anprews. It is difficult to handle these things without sound- 
ing like a bureaucrat. That is one of the banes of Washington. We 
know that. But it seems to me there is an advantage in having an 
administration which is primarily driving at this village element, the 
people’s element, rather than being tied up in too big an investment 
and in too big a money program. 

The facts are that if you go into a country with considerable money 
it overshadows what you must do in this other business. 

By trying to hold this down to economic aid in support of a definite 
technical assistance program, I think there is some advantage. I am 
not saying it cannot be operated under anybody, if you really wanted 
to do it. I will not go that far. 

I think there are advantages though in having a group to recruit 
technicians to do what I call a low-pressure, long-time program. If 
we keep it that way, I think there will be real advantages. But I do 
not want to tell you that if we keep adding to point IV a lot of things 
that mainly is not that, but it is thought it ought to be met because 
of a particular situation, | think it is bad. 

Mr. Smrru. I can anticipate when this reaches the floor there is 
going to be the question raised as to duplication of effort. 

Mr. Anprews. There is no duplication of effort, sir. As has been 
explained here before, we are staying out of each other’s territory. 
It is merely one agency and one country. ~ 

There might be some duplication here in Washington in the over-all 
direction. I would not want to say. I do not think there is a dupli- 
cation of effort in the field. 

Mr. Brncuam. Could I comment on just one thing, which does not 
have to do necessarily with the operation of the program, but with 
the feelings of the people who are interested in this program. 

Referring again to the group of organizations, of the people who 
met at the Shoreham Hotel in this conference, I think there would 
be a great deal of distress among the church groups if the point IV 
program, which they are particularly interested in, if it was completely 
merged with a military defense or support type program. 

They have expressed concern to us already, the kind of questions 
that Mr. Carnahan was directing to me, about the degree to which we 
have become already absorbed by military or defense support 
operations. 

I think there will be many of the church groups whose cooperation 
and support we would lose, and that is terribly important, that we 
retain that cooperation. 

Mr. Sairn. I would be inclined to agree with you. I would have 
some apprehension, too, because I think we are overdoing military 
all the way along the line. 

Have we had a breakdown of the TCA projects offered for the 
record? Is that information available? 

Mr. Brncuam. You have your staff study, which, I think, Mr. 
Chairman, was an excellent study, which Mr. Westphal made. You 
had the complete report which your subcommittee made on the Latin 
American programs. There is a summary of the programs in my 
statement. We have submitted a variety of tables and figures for 
the use of the staff. We can supplement those in any way that is 
necessary. 
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To give an actual project-by-project breakdown of all that is 
planned to do would take several volumes, Mr. Smith, because each 
one of these requires some description, and figures, and so forth. 

We have those in our working papers, but we have not made any 
attempt to give you all the details. 

Mr. Vorys. Will the gentleman yield at that point? I have sum- 
mary tables on technical and economic cooperation programs for 1953, 
confidential security information. It gives the full information. I 
wonder why that would be classified as confidential security infor- 
mation? 

Mr. Bincuam. Mr. Vorys, if those are the tables dealing with our 
program, they can be regarded as being available to the committee, 
and such use of them made on the floor as you desire. They can be 
regarded as declassified. 

We have asked that the country figures not be released to the press 
at this time, because it can cause embarrassment if they come out 
prematurely before we know how much money we are going to have, 
so that any adjustments that have to be made can be made without 
all of that having come into the open. That is up to the committee. 

If you feel it is necessary to refer to any of these figures in the dis- 
cussions on the floor, that 1s up to you, sir. We are not keeping them 
classified. They have been classified up until their submission. 

I would like to correct the record, if 1 may. Mr. Andrews was 
right. We do have programs in 33 countries, not 31 countries. 

Mr. Smrru. Would you care to give a definition of ‘technical 
assistance’’? 

Mr. Brncuam. I think the words “technical cooperation” are more 
meaningful than “technical assistance,’ Mr. Smith. If you refer 
simply to technical assistance, I suppose you would include only the 
services of experts, without any supplies and equipment to go along 
with it. 

We have always, in all of these programs, to the institute and in 
oint 1V, from the beginning, as I said this morning—there has always 
een, in addition to the services of the experts, supplies, and equipment 

to make their work effective. It is something that I think varies from 
country to country, depending on the situation, on the urgency of the 
problem, how much time you have, what the resources of the country 
are. 

The area in which we are proposing to devote the largest amount to 
the supply and equipment component is India. But India itself is 
doing a tremendous amount, as I indicated this morning. I would 
like to give you some specific information on that, because I think it 
puts it into perspective. 

The total Indian national budget is about $1 billion. 

The Indian Government is proposing to spend next year about 
one-quarter of a billion dollars, $250 million, on capital development. 
In addition to that, they propose to use $100 million in the sterling 
balances, which is their property. 

In addition to that, the Indian States are expecting to contribute 
$150 million. On top of that, Canada and Australia, and other 
countries in the Colombo plan, will be contributing about $25 million. 
So that you have there $500 million all told that is coming out of 
Indian property. 
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As against that, we are proposing to give them aid totaling $115 
million. That gives you some idea of the effort they are making on 
their own. 

We feel the segment that we can assist them with is a*vitall 
important segment. Without that their total program might fail, 

I might mention that this proposed figure of $115 million for our 
program was approved by Dr. Bennett before he went on his fatal 
trip, for submission to the Bureau of the Budget. I might also call 
your attention to the fact that we are not requesting the $250 million 
which Ambassador Bowles has told the Senate committee, and $I 
lange told this committee, he felt was necessary for the coming year 
in India. 

We have reduced his requests way below what he thinks is enough, 
is sufficient. We may be wrong. He may be right. It is the best 
judgment of the executive branch at this time. 

Mr. Sir. The reason I asked this question about what technical 
assistance is, is that you said this morning, I believe, you have nothing 
to give but advice. 

Mr. Bineuam. To the individuals, not to the countries. We give 
more than advice to the countries. 

Mr. Smirx. You do furnish this supporting aid? 

Mr. Bincuam. Yes. 

Mr. Smita. To fulfill the over-all objectives of the program? 

Mr. Brncuam. That is right. 

Mr. Smiru. Where have you found evidence of reluctance on the 
part of some of these countries to accept what we offered? 

Mr. Brneuam. I would not call it reluctance, once they understand 
what we are talking about. I think in some instances, when they 
understand that they might make some requests for assistance, they 
may at first ask for things, for instance, a steel mill, and many of 
these countries feel a steel mill would be a nice thing to have, without 
looking into whether they have ore, coal, or transportation. 

I think you can compare that a little bit with the process that goes 
on with a bank. The banker never loans money except on request, 
but he may loan money for quite a different purpose when he gets 
through exploring with the businessman what his needs are as com- 
pared to what the businessman originally came in requesting. 

With the exception of those countries where we have not worked 
out an agreement, in Syria and Yemen, I would say we are making 
progress with all of the countries and they are vitally interested in 
the program. 

We are in discussion with them as to the emphasis of the various 
parts of the program. 

Mr. Suir. Did I understand that you actually go out and suggest 
to these countries that you are in a position to furnish certain aid to 
them, certain advice? 

Mr. Brnauam, No, sir. They have heard about the point IV pro- 

am. They know that the Umted States has given assistance of this 
cind. The request always comes from them. 

Mr. Smirx. That was at least the theory of the legislation when we 
started. I thought we were getting off on a tangent and actually 
soliciting business today. 

Mr. Bixcuam. No, sir. Mr. Andrews, do you care to answer that? 
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Mr. Anprews. There has been so much noise about this business. 
Usually the country approaches our Embassy and raises some ques- 
tion about it, and our Embassy, I do not know whether they sell them 
or what they do, but it eventually approaches a point of negotiation. 

When you say, “reluctance of countries to accept this money,” I 
think you are referring to the impression that is out in some places 
that the top side of the Government goes pretty slow on signing one 
of these contracts, and that one of the reasons they go slow is that 
they are very anxious to know what they are buying as to, particu- 
larly, the obligations they assume. 

Most of the countries we are operating in are new sovereign states 
with a terrible passion to at least be independent and neutral to some 
extent. When you put one of these big documents down, and we 
have to as Government people, and you translate that document, 
written in English, into French and then Arabic, and back again, you 
get quite some wild ideas of what is in it. 

They are scared to death they will be tied up in some military com- 
mitment. Being new and independent, having their sovereignty for 
once in their lives, they are awfully slow in signing up to anything 
unless they are absolutely sure. 

Once you get through this top negotiation with the technical min- 
ister, they are screaming all the time. In countries on my recent 
trip, the technical ministers would come to me and say, “Is there not 
some way you can come with technical assistance without our having 
to wait for this top over-all agreement?”’ 

That is generally true. Those top over-all agreements come slow. 
You are dealing with government to government and that is pretty 
technical. 

It goes through the diplomatic channels and all. When that is 
Pad they are after you right now. 

Mr. Sarru. In South America our program has been in effect for 
some time has it not? 

Mr. ANprReEws. Yes, sir. 

Mr. Siru. I have been in South America and have seen some of 
those projects. I thought they were very good. In South America 
have we not followed a plan of investing so much and then eventually 
the recipient country gradually takes over the program? 

Mr. Anprews. That is the theory, and it has worked out well in 
South America. 

Mr. Situ. Is it not possible in other parts of the world? 

Mr. AnpreEws. It is, or the thing fails. 

Mr. Smirn. We are not working along that line, are we? 

Mr. ANnpreEws. Yes. 

Mr. Smiru. In what way? 

Mr. Anprews. In the simple fact that the recipient country has to 
put up and match our funds. As the program develops they put up 
more and more. 

In the case of India, we put up $50 million; they put up $50 million. 
But they are actually putting a great deal more in this program than 
we are. That is the way the thing goes. Unless you do have that, 
why, we are just taking on obligations. That would be fatal. You 
have to have this where we can quit and they can go on, or you have 
just caused more trouble. 
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The whole basis that you start with is that each country puts in 
as much as it can. As you go forward, if that program is sound, the 
country will put in more and more all the time. It it is not sound, 
they will not. That is the time to quit, as I see it. 

Mr. Sairu. I think you are right. I think we ought to be careful 
about this being developed into a great international WPA. 

Mr. Anprews. It must not be. 

Chairman Ricnarps. Will you tell us something about this title V? 
We do not know what you want to spend that money for. 

Mr. Woop. Title V consists first of the amount of $17 million, as 
already testified to by Mr. Bingham. That is the $17 million we 
contribute to the United Nations and the Organization of American 
States as our share in support of their technical-assistance programs. 

The next item is support for the program to promote the emigration 
of surplus manpower from Europe. As I think the members of the 
committee know, last year the Congress authorized and appropriated 
$10 million for dealing with the surplus manpower of Europe through 
an international organization, consisting of states where surplus 
manpower exists and states to which that manpower could move. 
There was a conference at Brussels of the various states concerned, 
and they formed the Provisional Inter-Governmental Committee 
for the Movement of Migrants from Europe, known as ““PICMME” 
from the initials of the words of its title. 

It is requested that Congress this year again authorize and appro- 
priate an equal sum, namely, $10 million, for contributions to that 
organization or any successor organization. 

Chairman Ricuarps. What percentage of contribution do we make 
under that? 

Mr. Woop. As I recall it, the total program calls for about $41 
million, I believe. The contributions of other countries are not, of 
course, in American dollars. Often they are in the form of payment 
for the transportation of these people, or of contributions from coun- 
tries to which the migrants are moving, in the form of tools and land, 
and that sort of thing. 

Jack, do you want to add to that? 

Mr. Brncuam. In the United Nations’ programs and the specialized 
agencies, we are following a rule that our contributions should not 
exceed about 60 percent of the total. Mr. Ingram is here. He could 
give us that figure. 


STATEMENT OF GEORGE INGRAM, DIRECTOR OF INTERNATIONAL 
ADMINISTRATION, DEPARTMENT OF STATE 


Mr. INGRAM. It is approximately 60 percent. For this current 
12-month period there has been a total of $18 million pledged by 60 
nations. Our contribution to that is $11.4 million. 

Chairman Ricuarps. That is what percentage? 

Mr. InNGram. That is 60.1 percent. 

Chairman Ricuarps. They have the 33% percent formula down 
here on the floor. 

Mr. Woop. That is the United Nations Organization itself. 

Mr. Incram. That is the regular assessed contribution, 
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Chairman Ricwarps. And you need $2.8 million? 

Mr. Woop. That is for the payment of ocean freight on the ship- 
ments of voluntary relief packages by CARE and the voluntary 
agencies. 

That is the estimate as to what would be required in the coming 
year to cover that then. 

Mr. Vorys. Before you leave the $40 million, you possibly heard 
Mr. Walter the other day ask that the language, ‘“‘or to any successor 
organization”’ be stricken out. 

Mr. Woop. I was not here at the time. 

Mr. Vorys. He was our delegate, one of our delegates, at the 
Brussels meeting. 

He urged that the $10 million be supplied, but suggested that those 
words, ‘‘or to any successor organization”’ be stricken out. 

Mr. Woop. The reason we recommended that, Mr. Vorys, is that 
this is a provisional and temporary organization. Our thought was 
that if a more or less permanent organization is set up as a successor, 
it would presumably be along the same lines. If it was not appro- 
priate in our view, we would not of course recommend using the 
money. 

It did seem to us desirable that if a more permanent organization 
is set up as a successor, and it is operating along the lines that are 
consistent with the policy of the Congress in supplying this money, 
it would be desirable to be able to contribute this money to that 
successor organization. 

Mr. Vorys. The problem there would be that “‘or to any successor 
organization’? would, in effect, repeal the restriction put on the 
authorization last vear. 

Mr. Woop. The fact that no organization with Communist 
membership—— 

Mr. Vorys. Yes. 

Mr. Woop. It would seem to me, but, of course, the committee 
would decide, that that could be made perfectly clear in the report 
of the committee. 

Chairman Ricuarps. Have you got any more loose ends that you 
want to talk tous about? We are going to wind this up this afternoon. 

Mr. Woop. I have a number of loose ends in respect of some of the 
amendments to the basic legislation that have been proposed. We 
have covered some of them. 

For example, in connection with this $2.8 million for voluntary relief 
packages, we have an amendment we are proposing which would make 
it possible to pay for the freight upon such shipments to any area or 
country in which this act is applicable. 

There are a lot of things of that sort. There is an amendment to 
raise the ceiling on reimbursable military aid. There is another one to 
raise the ceiling on the amount of excess military property which can 
be transferred. 

1 think if I could have an hour or so with the committee I might save 
your time, if I could run over these and explain them on the record 
so that the purpose of these various suggestions would be fully under- 
stood. 

I have also thought it might be advisable to put in the record, and 
to give the committee a thumbnail sketch of the actions of the adminis- 
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tration in compliance with provisions put into the law last year. 
pote ata it is for the committee to decide whether they wish this to 
e done. 

Chairman Ricuarps. I would like to have that statement put in the 
record. I think you did it voluntarily, or we requested it. You got a 
very fine statement on that, a compliance with certain requirements 
last year. Without objection, I would like that put in the record. 

(The following statement is offered for insertion in the record by 
the Associate Deputy Director for Mutual Security, in order to sup- 
plement his oral testimony before the House Foreign Affairs Com- 
mittee on certain points as to which detailed information had been 
requested: ) 

MUTUAL SECURITY PROGRAM 


I. Recorp or Compiiance Wir Certain Speciric REQUIREMENTS OF THE LAW 
AND EXPRESSIONS OF CONGRESSIONAL INTENT 


1, JOINT UNDERTAKINGS FROM COUNTRIES RECEIVING MILITARY OR ECONOMIC 
ASSISTANCE 


Section 511 (a) of the Mutual Security Act of 1951 requires that countries 
receiving military, economic, or technical assistance in furtherance of military 
effort must have agreed to— 

(1) join in promoting international understanding and good will, and 
maintaining world peace; 

**(2) take such action as may be mutually agreed upon to eliminate causes 
of international tension; 

**(3) fulfill the military obligations which it has assumed under multilateral 
or bilateral agreements or treaties to which the United States is a party; 

“(4) make, consistent with its political and economic stability, the full 
contribution permitted by its manpower, resources, facilities, and general 
economic condition to the development and maintenance of its own defensive 
strength and the defensive strength of the free world; 

(5) take all reasonable measures which may be needed to develop its 
defense capacities; and 

““(6) take appropriate steps to insure the effective utilization of the 
economic and military assistance provided by the United States.” 

Other countries, receiving economic or technica] assistance which is not fur- 
nished in order to further military effort must, under section 511 (b) have agreed 
to “* * * join in promoting international understanding and good will, and 
in maintaining world peace, and to take such action as may be mutually agreed 
upon to eliminate causes of international tension.” 

Section 511 “is intended .to insure that any type of assistance given pursuant 
to authority contained in this bill shall contribute to the security of the United 
States and shall be based on the principle of mutuality of effort’? (Senate Report 
on the Mutual Security Act of 1951, p. 50). 

Congress recognized that in many cases section 511 assurances had in effect 
been previously given in mutual defense assistance and economie cooperation 
bilateral agreements, as well as in various multilateral treaties and agreements. The 
eligibility requirement was therefore worded so that, as a matter of law, it was not 
absolutely necessary to demand a reiteration of these pledges where the recipient 
country ‘‘has previously agreed to commitments along the lines set out’’ in section 
511 (Senate Report on the Mutual Security Act of 1951, p. 50). 

It was, however, decided by the executive branch that because of the concern of 
Congress in enacting the new legislation, it would be desirable to obtain at least a 
reaffirmation of previous undertakings, preferably in the exact language of section 
511. It was also considered advisable to approach all countries with the statutory 
language because lack of uniformity of treatment might induce suspicions of 
discrimination. To the extent that new agreements were legally required, it 
was necessary, under section 531, to consummate them within 90 days, following 
the approval of the Mutual Security Act, i. e., by January 8, 1952. 

The following countries have given necessary assurance under section 511 (a) :! 


1 In the case of Brazil, Chile, and Peru, agreements incorporating the assurances of sec. 511 fa) have been 
negotiated and signed but have not yet been ratified or have not yet become effective. In the case of certain 
other Latin-American Republics, negotiations are still proceeding. 
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Date of reply note or Date of reply note or 
Country. agreement Country agreement 
Belgium... -_- ~~ --- Jan. 7, 1952. ESOC Apr. 24, 1952. 
Chie. oes Jan. 2, 1952. a ara aes Jan. 7, 1952. 
Colombia_---- - - - - Apr. 17, 1952. MOOORs ok Do. 
Geese 26s aut Mar. 7, 1952. Luxemburg_---___ Jan. 8, 1952. 
Denmark___.____- Jan. 8, 1952. Netherlands. _____ Do. 
Eeouador. - . ..._-- Feb. 20, 1952. Norway-.......-- Do. 
France-_--------- Jan. 5, 1952. Philippines -_ - _-—__ Jan. 7, 1952. 
I ice cn wi cs Ss Jan. 8, 1952. a Jan. 8, 1952. 
Teeland__—-_____-- Jan. 7 and 8, 1952. | Thailand_____-___- Dec. 27 and 29, 
Indochina: 1951. 
Cambodia__.. Dee. 28, 1951. Turkeys lcs. Jan. 7, 1952. 
hetesuscts 2c Dee. 31, 1951. United Kingdom__ Jan. 8, 1952. 
Vietnam _ - - -- Jan. 3, 1952. Yugoslavia_ —._____ Nov. 14, 1951. 
Indonesia __ . ___-- Jan. 5, 1952. 
The following countries have given section 511 (b) assurances: 
Date of reply note or Date of reply note or 
Country agreement Country agreement 
Afghanistan _ _ _ __- Jan. 24, 1952. igi seus site Jan. 5, 1952. 
Austria. _.._...-- Jan. 6, 1952. ees wack bsd Do. 
Bolvids Colt Jan. 2, 1952. on) beg ey pee at Feb. 21, 1952. 
nets ee Jan. 8, 1952. Rise Sek cudiice Dec. 7, 1951. 
SES Cr ore Feb. 9, 1952. POM od. 2 Jan, 5, 1952. 
MS USS Ary Jan. 7, 1952. Lebanon _ - ..-_---- Do. 
Colombia__....... Dee. 27, 1951. Oe ee Jan. 7, 1952 (re- 
Costa Rica. ___--- Dec. 20, 1951. ceived Jan. 22, 
Cuba__._.......- Jan. 8, 1952. 1952). 
Dominican Re- Jan. 5, 1952. Libya Te _. Jan. 21, 1952. 
public. Mexico - - - - - - .-- Jan. 22 and 23, 
dg aa Feb. 21, 1952. 1952. 
FE] Salvador__._.___ Jan. 7, 1952. MONMIuS. Cok SL Jan. 8, 1952. 
Eritrea__......... Jan. 8, 1952 (with | Nicaragua__._._._._. Dec. 24, 1951. 
United King-| Pakistan_________ Jan. 8, 1952. 
dom). Panama__-___-_-_-_- Jan. 7, 1952. 
Ethiopia - - - - -- _. Jan. 8, 1952. Paraguay__....... Jan. 5, 1952. 
Germany. .-------- Dec. 28, 1951. Perul:..-.......2 Jan. 7, 1952. 
Guatemala - —__-_- Jan. 8, 1952. Saudi Arabia______ Jan. 8, 1952. 
Haiti______- Ieigs eee Do. Uruguay. ._....-. Jan. 3, 1952. 
Honduras - - -_- --- Jan. 3, 1952. Venezuela________ Jan, 8, 1952. 





Section 511 (b) assurances were not sought from Trieste, which is governed 
by a representative of the United States and British Governments. Trieste 
remains eligible for economic assistance without adherence to section 511 (b). 

Failure to give necessary assurances occurred in the following instances, with 
results here indicated: 

a. Military assistance 

Tran.—When it became apparent that Iran would probably not agree to the 
section 511 (a) assurances, preparations were made to suspend military assist- 
ance to Iran on January 8, 1952. The Department of Defense halted shipments 
of all materials which were not off the pier by midnight of January 8. Similarly 
no new Iranian students were accepted for training after January 8. However, 
on April 24, Iran again became eligible for military assistance and measures were 
initiated to lift these suspensions. 


b. Economic assistance 
Burma.—When on January 8 Burma failed to give the necessary 511 (b) 
assurances, MSA took the following measures: 
(a) No new procurement authorizations, technical assistance authoriza- 
tions, or letters of commitment were issued obligating new funds. Nor did 
MSA make or approve further contracts under outstanding procurement 
authorizations, technical assistance authorizations, or letters of commitment. 
(b) MSA did not reimburse or pay for any dollar commitments made by 
Burma after January 8, 1952. 
(c) MSA instructed United States Government procurement agencies to 
place no further contracts or orders and make no shipments of MSA-financed 
supplies not yet loaded aboard ship. 
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(d) Use of counterpart already encumbered went forward as planned but 
no new approval of counterpart projects was given. 

(e) No Burmese trainees were sent to the United States or any other area 
under MSA financing after January 8 and no additional United States tech- 
nical assistance personnel were sent to Burma after that date except those 
hired pursuant to preceding contracts entered into by the Burmese Gov- 
ernment. 

On February 9 the Burmese Government gave the assurances required by 
section 511 (b) and the suspension was immediately lifted with the aid program 
resuming as normal. 

Treland.— Assistance to Ireland has been furnished under the provisions of the 
Economie Cooperation Act of 1948. Section 115 (b) of that act requires that a 
country, as a condition of assistance, must express its adherence to the ~~ 
and policies of that act. These purposes were amended by section 
Mutual Seeurity Act of 1951 to ieakate the purpose “‘to strengthen the mutual 
security and individual and collective defenses of the free world, to develop their 
resources in the interest of their security and independence and the national 
interest of the United States and to facilitate the effective participation of those 
countries in the United Nations system for collective security.’”’ In conformity 
with past practice, each country with which there was an economic cooperation 
agreement was asked to amend that agreement in order to adhere to the new 
purposes. Ireland had done this on February 18, 1950, and again on June 7, 
1951, by notes stating that reference in the economic cooperation agreement to 
the Economic Cooperation Act of 1948 should mean that act as theretofore 
amended. This year, the Government of Ireland was unwilling to express its 
adherence to the purposes of that act as amended by the Mutual Security Act 
of 1951. 

Ireland was willing to sign the undertakings required by section 511 (b) of the 
Mutual Security Act of 1951, but these were additional to, not a substitute for, 
the other requirement. Under the circumstances, suspension of aid to Ireland 
was required by law. 

The following consequences of such suspension continue to this date in view 
of the fact that the necessary agreement has not been concluded: 

(1) By January 8 the commodity program of $146 million, including $128 
million in loans and $18 million in grants, was substantially completed, 
but approximately $150,000 remained to be actually disbursed. This re- 
mainder related to contracts entered into by Ireland before January 8 and, 
in view of the fact that refusing to make further disbursements would compel 
Ireland to spend her own dollars for goods she had become liable for in reliance 
on a United States promise to bear the expense, this disbursement was made. 
Ireland will, however, be required to make repayments on certain past pur- 
chases which have been found not to conform to EVA regulations (i. e., 
excessive price) and these funds will not be reprogramed for Ireland. 
The amount of such refunds is yet undetermined since audits are not yet 
completed. 

(2) Of a total of approximately $1,350,000 in scheduled technical assist- 
ance, about $350,000 had been completed by January 8, 1952. Of the 
remaining $1 million, approximately $100,000 had been contracted for. It 
was considered legally permissible to make payments against this $100,000. 
The balance of approximately $900,000 of technical assistance projects that 
had been planned but not contracted for, was suspended. 

(3) Approximately $18 million of counterpart deposits remain in the 
Special Account and are unencumbered. No new release of this counterpart 
can be made without the approval of Congress. 


c. Technical cooperation 

On January 8, 1952, the Technical Cooperation Administration was confronted 
with this situation: there were a few countries, of the many in which technical 
cooperation operations were in progress, which had not given the assurances 
required by section 511 (b). However, in each of these instances negotiations for 
such assurances were in progress and there was strong reason to believe that satis- 
factory assurances would be received at a relatively early date. In each of these 
cases cables were sent to the missions in these countries informing them of the 
necessity of suspending the programs in those countries until the assurances were 
received. However, in view of the probability, that negotiations would be 
successful, concluded within a matter of days and because of the expense to the 
United States involved in the return to the United States of the technicians at 
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work in those countries, the technicians were instructed to remain at their posts. 
Instructions were issued to suspend new dollar expenditures for commodities or 
equipment, and to refuse to accept new trainees who had not vet departed for the 
United States from the participating country. Recruiting of additional personnel 
in the United States for these countries continued and such personnel were given 
the required orientation and permitted to depart for their duty stations when it 
appeared that the assurances would be received before their arrival at destination. 
New program or project agreements were not undertaken until the assurances 
were received. 


2. ANTI-ATTACHMENT PROVISION 


Section 515 of the Mutual Security Act provides that: 

“All countries participating in any United States aid programs or in any inter- 
national organization receiving United States aid shall be required to so deposit, 
segregate, or assure title to all funds allocated to or derived from any program so 
that the same shall not be subject to garnishment, attachment, seizure, or other 
legal process by any person, firm, agency, corporation, organization, or govern- 
ment when in the opinion of the Director any such action would interfere with 
the attainment of the objectives of this Act.”’ 

The conference committee report (p. 27) explained the purpose of this provision 
as follows: 

“Under section 604 of the House bill all countries receiving United States 
assistance are required to take steps to protect aid program funds and property 
from court attachment or seizure in connection with other matters, as in the 
Belgian case. The Senate amendment contained no such provision. 

“The conference agreement contains the House language with modifications. 
The original House language might have been interpreted to mean that a farmer 
with an ECA tractor could not be sued by a creditor for failure to pay for the 
tractor. 

“This was not the intention of the House language; the provision was designed 
to prevent diversion of assistance funds for other purposes. The conference 
agreement assures this principle.” 

In compliance with this section, assurances have been obtained from all coun- 
tries receiving United States military or economic assistance that they would 
protect the aid funds from attachment. This assurance generally appears in the 
recent exchanges of notes amending the various bilateral agreements, and is based 
on the language of the statute. The provision typically states: 

“The two Governments will establish procedures whereby the Government of 
..----.--...-.. Will so deposit, segregate, or assure title to all funds allocated to 
or derived from any program of assistance undertaken by the Government of 
the United States of America so that such funds shall not be subject to garnish- 
ment, attachment, seizure, or other legal process by any person, firm, agency, 
corporation, organization or government when in the opinion of the Government 
of the United States of America any such legal process would interfere with the 
attainment of the objectives of such program of assistance.” 

In the case cf Burma this paragraph has not yet been incorporated in an 
exchange of notes on the assurance of the Burmese Government that funds in 
Burma allocated to or derived from any assistance given to Burma by the United 
States are already so segregated that they are not subject to garnishment, attach- 
ment, seizure, or other legal process. 

As for technical assistance, some of the program agreements entered into 
under the act for international development provide only for the furnishing of 
services of technicians to the other government, but most of the program agree- 
ments provide for furnishing both the services of such technicians and also some 
grants in the form of money, materials, or equipment to support their opera- 
tions. An anti-attachment provision such as is provided for in section 515 is 
not required in the case of the first type cf agreement, since under such a pro- 
gram there are no funds which are subject to attachment, but is required where 
grants are to be made available in aid of the work of the technicians. 

Prior to the enactment of the Mutual Security Act of 1951 program agreements 
had been executed with the governments of every Latin-American country except 
Argentina and Cuba, under which grants were to be made available in addition 
to the services of technicians. None of the agreements with governments in the 
Near East, Africa, or Asia provided for the furnishing of such grants. The 
Technical Cooperation Administration therefore determined that it would nego- 
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tiate an exchange of diplomatic notes with the Latin-American governments to 
incorporate the required antiattachment provision in the program azreements 
already in effect with those governments, and thereafter would insert such a 
provision in all new agreements to be negotiated under the act for international 
development where grants are to be made available in addition to the services 
of technicians. 

Late in 1951 instructions were sent to the American Ambassadors to all the 
Latin-American Republics with which such program agreements are in force to 
arrange for the required amendment to the program agreements. The results 
are as follows: 

(a) An antiattachment provision has been added to the existing program 
agreements in Bolivia, Brazil, Colombia, Costa Rica, Cuba, the Dominican 
Republic, Ecuador, El Salvador, Guatamala, Haiti, Honduras, Nicaragua, 
Panama, and Paraguay. 

(b) In the case of Chile and Uruguay, the necessary amendment has been 
aeyouere and signed by the two governments, but the amendment will need 
to be submitted to the national legislatures for ratification. 

(c) In the case of Mexico, Peru, and Venezuela the amendments are still 
under negotiation, but are expected to be signed in due course. 

Since the enactment of the Mutual Security Act of 1951, an antiattachment 
provision is being incorporated in every program agreement that provides for the 
making of grants in addition to the services of technicians. Such provisions have 
been included in the program agreements signed in the following countries: Iran, 
India, Israel, Jordan, and Pakistan. 

The provision has also been included in program agreements now being ne- 
gotiated with other countries in the Near East, Africa, and Asia. 

No further cases of attachment or other seizure of United States aid funds have 
been reported since the passage of the Mutual Security Act of 1951. 


3. THE BENTON AMENDMENT 


Section 516 of the Mutual Security Act provides: “It is hereby declared to be 
the policy of the Congress that this Act shall be administered in such a way as (1) 
to eliminate the barriers to, and provide the incentives for, a steadily increased 
participation of free private enterprise in developing the resources of foreign 
countries consistent with the policies of this Act, (2) to the extent that it is feasible 
and does not interfere with the achievement of the purposes set forth in this Act, 
to discourage the cartel and monopolistic business practices prevailing in certain 
countries receiving aid under this Act which result in restricting production and 
increasing prices, and to encourage where suitable competition and productivity, 
and (3) to encourage where suitable the development and strengthening of the free 
labor union movements as the collective bargaining agencies of labor within such 
countries.” 

The three subsections each require somewhat different approaches and different 
lines of action. In each field specific activities under the Mutual Security Act 
have been developed to supplement and iatensify continuing longer range pro- 
grams leading in the same direction which have been embodied in United States 
foreign policy for a considerable period. 


a. Encouragement of private enterprise and investment 
(1) Summary 

Conditions of military and political insecurity and economic instability around 
the world are the major current deterrents to expanded private enterprise, ex- 
panded international trade and private foreign investment. Thus, all the major 
steps taken under the Mutual Security Act and other United States efforts to 
increase security and confidence and discourage inflation contribute directly to 
creating more favorable conditions for private enterprise activity. Specific deter- 
rents to such activity are found in particular aspects of national legislation in 
various countries and in barriers to free international trade. On the former 
aspect continuing intensive studies are being made of the effect of various specific 
restrictions and continuing efforts are being made through negotiation to secure 
favorable changes. The United States program within the European recovery 
program and under the GATT to secure progressive reduction of such barriers 
are well known. Assistance to specific private investments is given under the 
MSA industrial guaranty program and under the materials development program. 
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(2) Specific activities under the Mutual Security Act 
(a) Coordination of studies and Agency activities 

The director for Mutual Security has initiated efforts to seek out new and 
increasingly effective ways of carrying forward the policy of encouraging private 
enterprise and investment pursuant to section 516 (1) of the Mutual Security 
Act. As a first step he has set up an Interagency Advisory Committee of repre- 
sentatives from the several Departments and Agencies of the Government engaged 
in activities whose interests and programs are closely related to carrying out the 
policy expressed in section 516 (1). This Interagency Committee consists of 
representatives of the Departments of State, Treasury, Defense, Interior, Agri- 
culture, Commerce, Labor, Export-Import nk, Defense Materials Production 
Agency, Mutual Security Agency, and Technical Cooperation Administration. 
The International Bank for Reconstruction and Development is also represented 
on the committee. 

The committee has under its purview all activities and programs affecting 
private investment abroad, including local private investment and investment 
from third countries. Seven working groups specializing in different fields of 
activity have been established in order to develop, in consultation with private 
individuals and organizations, specific opportunities for encouraging private 
investment. The fields in which these working groups are specializing are as 
follows: Manufacturing and distribution, minerals development, agriculture, 
finance, treaties, taxation, and procurement. 


(b) Special programs of the operating agencies 

(i) Production assistance drive: Technical assistance.—The production assist- 
ance drive referred to in greater detail in connection with section 516 (2), together 
with programs of technical assistance and technical cooperation constitute im- 
portant vehicles for carrying out the objectives of part (1) of section 516. The 
successful carrying out of these programs can contribute greatly to creating a 
more favorable climate for and the kind of conditions which will attract, private 
investment in participating countries. Conversely, a substantial investment 
program is necessary in order to achieve the expanding economy objectives set 
forth generally in the production assistance program. 

(ii) Materials development——The materials development program is largely 
directed toward the encouragement of private enterprise to develop new sources 
or increase existing sources of basic materials needed for the defense effort. 
Private capital, both United States and foreign, is encouraged to participate in 
exploration and development undertakings. 

(iii) Guaranties—The industrial guaranty program is directed by statute 
toward facilitating and maximizing the use of private channels of trade and provides 
a useful incentive for the investment of United States capital abroad. Through 
April 29, 1952, 39 industrial guaranties in the amount of $37,728,554 had been 
issued. Of these 37 guaranties in the amount of $36,451,154 covered the risk 
of inconvertibility of foreign curreney receipts and 2 guaranties in the amount 
of $1,277,400 covered the risk of loss through expropriation or confiscation. As 
of April 29, 1952, there were pending 41 additional completed applications for 
convertibility guaranties in the approximate amount of $44,000,000 and 19 
applications for expropriation guaranties in the approximate amount of 
$17,000,000. 

(iv) Small business.—Through various media of information the MSA Office 
of Small Business has contributed materially to the encouragement of private 
enterprise and private investment abroad, 

(v) Offshore procurement.—The procurement of military end-items is a respon- 
sibility of the Department of Defense and this includes that portion procured 
offshore. While offshore procurement is carried out through the three military 
departments, there are many ways in which other agencies can be of assistance. 
Small special staffs have been established to develop defense production capacity 
in Europe, through commercial arrangements, such as licensing, exchange of 
patents and know-how between United States manufacturers and foreign firms, 
arrangements for providing capital required by foreign firms to enable them to 
accept defense orders, and arrangements leading to the establishment of subsidi- 
aries of United States firms in foreign countries to provide required defense pro- 
duction capacity. While this program is just getting under way several large 
scale private arrangements of this type have already been worked out. 

(vi) Agriculture.—In the field of agriculture, policies and activities carried out 
have made a major contribution to the strengthening and encouragement of 
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private enterprise and to improving the basic conditions for attracting private 
capital. Technical aid and transfer of American know-how to all areas now 
benefiting from United States economic assistance have as a direct consequence 
strengthened private enterprise in those areas. Programs of land reform, in 
Formosa and Italy, for example, have been carried out involving the transfer of 
State lands to private ownership and the providing of security of tenure under 
conditions which guarantee the farmer owner a fair share of the fruits of his labor. 

(vii) Treaties—The negotiation of treaties of friendship, commerce and navi- 
gation with foreign governments gives assurance of non-discriminatory, fair and 
equitable treatment of private capital and private enterprise on a reciprocal basis. 
Since 1948 new treaties have been worked out with Italy, Uruguay, Ireland, 
Colombia, Greece, Israel and Denmark. 

(viii) Financing economic development.—The general field of financing economic 
development is given extensive consideration within the United States Govern- 
ment and the United Nations. Active support is given to the efforts of specialized 
agencies such as the International Bank for Reconstruction and Development to 
stimulate private participation in economie development. Within the United 
Nations and with the support of the State Department extensive studies have been 
made of the factors affecting foreign private investment and the mobilization of 
local private financial resources for development purposes in Latin America, 
Asia. and the Far East. 


(c) Work of other agencies 

The policy expressed in section 516 (1) is also being carried out by other agencies 
and departments not directly responsible for the administration of the Mutual 
Security Act. Thus, much of the work of the Department of Commerce is 
directed toward fostering the flow of private United States capital into foreign 
countries. The Department of Defense assists in the implementation of this 
policy by placing contracts in such a manner as to comply with the spirit of this 
provision. The Treasury Department has been active in the field of tax provisions 
to benefit private United States investors in overseas enterprises. The activities 
of the Export-Import Bank are directed to supplementing and encouraging private 
capital, and their loans in many instances have been directed toward the creation 
of basic conditions favorable to the subsequent establishment of private enterprise 
and the entrance of private capital. 


b. Competition and productivity 

In developing a program under section 516 (2) of the Mutual Security Act it 
has become apparent that certain prevailing activities and practices are to be 
discouraged—specifically cartel and monopolistic business practices which result 
in restricting production and inereasing prices. On the other hand, certain 
favorable aspects are to be encouraged—specifically competition and productivity. 

(1) Specific Program To Discourage Restrictive Practices. 

(i) Bilateral agreements.—Specifie provisions are included in the MSA bilateral 
agreements with participating countries in Europe and southeast Asia calling for 
governmental action against private restrictive arrangements whieh interfere 
with the objectives of the programs. Under this provision, various cases of 
restrictionism have been brought to the attention of foreign governments in an 
attempt to obtain remedial action. The proposed formation of a coke cartel in 
Western Europe was successfully opposed by the United States under this provi- 
sion. A French-German abrasives cartel was terminated through invoking 
Allied anticartel laws in Germany and through invoking a provision in the 
French ECA bilateral agreement. 

(ii) Encouragement of national anticartel legislation— MSA and the Department 
of State have sought to encourage passage of anticartel legislation in all partic- 
ipating countries. Special study teams in the field of national legislation to 
control cartels and monopolies have come to the United States under United 
States Government auspices from the United Kingdom, Germany, Italy, and 
France. The United Kingdom has established an Antimonopoly Investigating 
Commission, and Sweden has established a Monopoly Investigating Bureau. 
Several other countries, including France, Italy, Germany, and Belgium are now 
actively considering the establishment of legislation designed to deal with restric- 
tive business practices. 

(iii) Administration of guaranty and strategic material programs.—The MSA/- 
ECA guaranty program, which permitted that agency to guarantee in certain 
aspects private investments abroad, has also been operated in line with the 
United States anticartel policy. Applications for guaranties are screened to see 
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that proposed investments do not contain restrictive provisions or potentialities. 
In the program for the procurement of strategic materials abroad, steps have 
been taken by various agencies to develop sources of supply free of cartel control 
and is assisting through the United States aid program in loosening the ties of 
restrictive agreements. 


(2) Specific programs to encourage competition and productivity 


(i) Restoration of productive facilities.—The basic Marshall plan task of restoring 
productive facilities in Western Europe has contributed in an important way to 
creating basic conditions necessary to the development of a more dynamic econ- 
omy. Extensive modernization of equipment has taken place and over-all 
productivity rates have increased significantly. 

(ii) Production assistance drive.—The production assistance drive is based on 
the concept that significant and lasting increases in over-all productivity can take 
place only in a dynamic expanding economy geared to high turn-over, high wages, 
low unit profits, and low prices. Establishment of such an economic climate is 
essential if Europe is to be able to achieve economic and political stability without 
continued need of American aid. 

Consequently, in certain key European countries MSA with the active coopera- 
tion of the Departments of State and Defense, has worked out an intensive 
program for peodeatrne improvement with appropriate measures being taken to 
insure that the benefits are shared equitably among: Ownership, through larger 
volume with lower unit profits; workers, through higher wages; and consumers 
through lower prices. Under this program the recipients of assistance will enter 
in advance into commitments for sharing of benefits of increased output. This 
program is expected to operate initially in Austria, Belgium, France, the Federal 
Republic of Germany, and Italy. Special intensive programs are being developed 
for each of these countries, adapted to local industrial and commercial conditions, 
designed to stimulate productivity, and at the same time (1) improve marketing 
and distribution practices, (2) eliminate restrictive and monopolistic trade 
practices, (3) improve the status of the worker, both as to conditions of employ- 
ment and earnings, (4) offer the consumer a wider choice of goods at lower prices, 
and (5) focus pubiic attention on the necessity for higher productivity and in- 
creased total production. In these countries too, agreements are being negotiated 
with each participating government under which it will: (1) Affirm its support 
of the benefit-sharing aspects of the program mentioned above, (2) agree to set 
aside funds for the support of a strong and effective productivity agency and 
provide for productivity loans to participating firms, (3) take appropriete action 
to prevent interference with the program by restrictive business practices, and 
(4) take appropriate steps to support the program. 

Through these means the program intends to help the independent businessman 
break away from the entrenched restrictive cartel approach which dominates 
so much of European economic life. By providing workers with an opportunity 
to raise their living standards through collective bargaining, it will also strengthen 
free trade unions in their fight against communism that has successfully appealed 
to workers who are dissatisfied with their economic lot in such key countries as 
France and Italy. 

While we can encourage and assist the Western European countries in increas- 
ing their productivity, the job itself is one that they must do themselves. In 
view of this, MSA is vigorously supporting the establishment of a strong produc- 
tivity agency in each of the participating countries in which progressive-minded 
management, free trade unions, consumers’ groups, and the Government will be 
represented and be in a position to play an effective role. It is throvgh these 
agencies that MSA will provide engineering and technical aid at the plant level. 
At the same time, MSA is encouraging the setting aside of adequate local funds 
and counterpart to finance operations and provide for productivity loans. In 
addition, the program will have first call on MSA technical assistance facilities. 
The basic principles of the production assistance drive will also be applied to the 
maximum extent feasible in all productivity and technical assistance programs 
aided by MSA. 

The past 6 months have been a period of development in terms of organizational 
and financial arrangement and legislative provisions for this productivity pro- 

ram. This process is in varying stages of development in different countries. 
The development of the program is most advanced in France where the govern- 
ment has been considering a series of legislative and tax provisions designed to 
encourage shared benefits of productivity. In France and in most of the other 
important European countries, some form of produetivity agency with multi- 
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partite representation has been established. However, these agencies are not 
yet equipped to carry out the intensive program envisaged. MSA is currently 
making efforts to strengthen these agencies in line with the program’s objectives. 

Perhaps the strongest possible testimony to the present and potential success 
of the program in contributing to the objectives of the free world is the fact that 
opposition to this program has become a number one target of the Communist 
propaganda and efforts. 

(ttt) Technical assistance.—ECA/MSA’s technical assistance program is the 
primary vehicle by which the United States is able to assist Europe in its military 
and essential civilian productivity improvement efforts. From the beginning of 
the technical assistance program in December 1948 to date, 7,800 European in- 
dustrial, agricultural, and labor leaders have been brought to the United States 
to observe and study the operation of industries and agricultural production. 
Approximately 825 American specialists have been sent to Europe to study pro- 
duction problems at first hand and to make on-the-spot recommendations for 
increasing productivity. Such projects in Europe are performed both in indi- 
vidual plants and on an industry-wide basis. In agriculture the assistance nor- 
mally covers large areas of production such as wheat, corn, or cotton production, 
Pa 3 institutional development such as the establishment of extension service 
acilities. 

The technical-assistance program in the fiscal year 1953 will require expendi- 
tures of approximately $22 million, an increase of $6 million over the estimated 
obligations for the fiscal year 1952. The increase reflects new requirements for 
military and Yugoslav technical assistance as well as extensive needs for the de- 
velopment of demonstration plants and projects in Europe to illustrate the shar- 
ing of benefits of increased productivity among ownership, management, labor, 
and the consumer. In addition to the requirements for regular technical assist- 
ance operations, it is estimated that $20 to $25 million in economic-aid funds will 
be needed to purchase small tools and equipment in America pursuant to tech- 
nical assistance recommendations. In many cases, very substantial increases in 
productivity can be achieved through very small capital expenditures for these 
purposes. In those instances in which the recommended tools and equipment 
are available only in the United States, dollar procurement of the necessary items 
will be authorized. 

Until November 1951, ECA was not authorized to operate a technical assist- 
ance program in the military field. During the 6-month period since then a 
substantial beginning has been made, and it is rapidly becoming one of the 
important technical assistance operations of MSA. 

The agricultural production assistance program will continue to stress increased 
agricultural production with primary emphasis on putting existing scientific in- 
formation into practical effect. The major fields of agricultural emphases are: 
improvement in land utilization and management; organization of extension 
services; land ownership reform; seed improvement; and feed and livestock 
improvement. 


(3) Related programs 

(i) Intergovernmental agreements.—United States Government policies and aetiv- 
ities for discouraging restrictive business practices include a number of broad 
efforts extended over a period of years at the level of intergovernmental agree- 
ments. These programs date from the negotiation of the lend-lease agreements 
during World War II. The United States Government under Department of 
State leadership initially sponsored chapter V of the International Trade Organ- 
ization Act which provided that the 54 signatories would take measures to elimi- 
nate harmful restrictive business practices in international trade. However, since 
the charter never went into effect, the United States introduced a resolution in the 
last session of the Economie and Social Council of the United Nations calling for 
the development of an international agreement against restrictive business prac- 
tices. This resolution was passed with only the Soviet countries opposed and 
work is proceeding for the development of an international agreement. 

In the General Agreement on Tariffs and Trade, the Organization for European 
Economie Cooperation and through the European Payments Union, the United 
States has pressed for the reduction of trade barriers between Nations and con- 
vertibilitv of currencies. These efforts have resulted in exposing various European 
industries to the invigorating force of international competition. 

In bilateral negotiations the Department of State has included in the Draft 
Treaties of Friendship, Commerce, and Navigation a provision against restrictive 
business practices. Such a provision has been successfully negotiated with all 
countries with which we have signed treaties since 1948. ' 
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(it) Public loan policy.—The United States public loan policy, as set forth by 
the National Advisory Council and approved by the President in 1948, establishes 
that ‘credits should not strengthen or extend business arrangements or practices 
(whether engaged in by public or private commercial eaterprises) affecting inter- 
national trade which restrain competition, limit access to markets or foster monop- 
olistic controls.’ The policy outlined in this document also indicates that the 
United States will seek to discourage private investments which strengthen inter- 
national private cartels, 

(iti) Occupation programs,—The United States, during the occupation of west- 
ern Germany and Japan, instituted programs to discourage restrictive business 
practices and cartels in both these countries. 

(4) Prospective programs.—A positive program is being developed by the United 
States which could be undertaken by NATO with the aim of eliminating restrictive 
business practices which interfere with defense production or increase the cost of 
the joint defense effort. On another front, efforts are being made to intensify 
the program under the Defense Materials Procurement Agency in order to avoid 
cartel or monopoly control over raw materials needed for defense or the stockpile. 
In the offshore procurement program, the Department of Defense has sent guid- 
ance to all its procurement officers to assist them in avoiding the operations of 
cartels and monopolies and minimizing the possibility that the cost of the procure- 
ment program will be increased by them. It is planned to assist countries 
receiving aid in devising and effecting banking and credit reforms in order to 
provide sources of capital free of monopolistic control. Removal of legislative 
and administrative barriers to free entry into trade will be encouraged. 


c. Strengthening of free labor unions 

The encouragement of free trade unionism in both Europe and the under- 
developed areas has been an important part of the policy of this Government for 
several years. The aid program had contributed significantly to setting an at- 
mosphere favorable for growth of the free unions and other democratic institutions 
in Europe by helping keep factories running, restoring war-damaged plants and 
equipment, and enabling ever-increasing output from industry and agriculture. 
Our aid has contributed substantially to the Giidetemiant of higher living standards 
and employment levels than would otherwise have prevailed in the disorganized 
postwar period. With our aid, special programs of direct benefit to labor were 
developed in many countries in regard to workers’ housing, labor training, migra- 
tion, emergency employment, and aid for refugees. These programs will be 
eoenert as part of the basic economic underpinning of the Mutual Security 
effort. 

(1) Relations with free trade unions.—In recognition of the importance of direct- 
ing aid in such a way as to help free trade unions, the Administration has from the 
beginning of the aid program relied on the advice of the American trade union 
movement and on the assistance of labor advisors and other labor specialists in 
Washington and in cur diplomatic and MSA missions abroad. The responsible 
United States labor staffs have maintained and are now maintaining close rela- 
tions with and have initiated and carried out programs to strengthen the free trade 
unions in Europe. The free trade unions in most Western European countries 
have advisory committees maintaining official contact with their governments in 
carrying out the aid program. At the OEEC level such liaison is provided by the 
ERP-Trade Union Advisory Committee (ERP-TUAC) which represents the free 
trade union federations in the participating countries. Informal relations have 
been established recently by free trade union groups with NATO and a proposal 
is now being considered to regularize these contacts. 

(2) Technical assistance.—Technical assistance, provided under the United 
States foreign aid program, has afforded an opportunity for many European free 
trade union leaders, technicians, and rank-and-file members to observe first-hand 
the operations of unions and constructive collective bargaining in the United 
States. During 1951 over 120 European free trade unionists including many top 
leaders, have participated in technical assistance missions to the United States to 
observe trade union operations or labor-management relations. Many additional 
trade unionists participated in industry productivity teams which also included 
management representatives and technicians. 

The technical assistance program has, during the past year, also sponsored the 
missions of several American trade union leaders and labor specialists to Europe 
to further the same objective of strengthening the free trade unions in the frame- 
work of more productive economies, 
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Most recently, a potions udy training program has been undertaken by MSA to 
enable selected Western European wo hn and technicians to spend a year work- 
ing in American industry and attending special evening classes. 

Additional programs, designed to meet the same objective as MSA’s technical 
assistance, are provided by a special project for German trade union leaders and 
for labor participants in the Smith-Mundt exchange program. The latter is also 
noteworthy in regard to programs for labor leaders from underdeveloped countries. 

(3) Information programs.—In recognition of the importance of promoting 
better understanding of United States policies and objectives among free labor 
groups in Europe, special information programs have been directed to this group. 
American and European labor information specialists have been carrying out 
programs which have utilized all the major informational media—radio, press, 
graphic displavs, and motion pictures—which reach workers in Europe. 

(4) Production assistance drive.—The participation of worker representatives 
at all levels and the concept of “sharing out” benefits of productivity in the 
production assistance drive, referred to above, will contribute much toward the 
achievement of the labor objectives of the Benton amendment. This program, 
ealling for increased productivity and expanding market is designed to permit 
higher wages at the same time that prices can be lowered. The result should 
be to weaken Communist influence which thrives particularly in France and 
Italy, on social unrest arising out of low living standards or unemployment or 
lack of hope in the future. In raising output, the production assistance drive 
will avoid ‘“‘speed-up” and “stretch-out” techniques that workers have found 
lead to job lay-offs. In effect, the program in raising output will result in less 
physical effort by relving largely on improved work methods, better plant layout, 
good industrial relations, and modern marketing methods. 

Free trade union leaders, who are supporting the productivity program in 
face of Communist boveott and active opposition, will be strengthened if the 
program yields tangible economic benefits for workers from such participation. 
Collective bargaining for supplementary wage agreements which are related to 
productivity rises will lead to improved, more mature industrial relations. In 
addition, free trade union participation in the national multipartite production 
assistance agencies will lend prestige to the unions, provided, of course, that the 
program fulfills the promise of increased real wages. In those plants where 
labor and management request aid in developing more satisfactory collective 
bargaining procedures, the services of United States labor consultants will be 
provided under the Mutual Securitv Agenev technical assistance program. 

(5) Offshore procurement.— Adeauate consideration cf labor factors in the place- 
ment ef effshere precurement in Furepe can help materially in implementing sec- 
tion 516 (c) cf the Mutual Security Act, and at the same time assure uninterrupted 
preduction cf material with a minimum danger cf sabotage. Under OSP instruc- 
tions already sent cut by the Department cf Defense, ccuntry teams and their 
labor cfficers will be ecnsulted by precurement cfficers in regard to the labor 
aspects cf contract placement. In erder to advise procurement officers on the 
relevant labor factors, in respect to firms bidding for cffshore contracts, missions 
and country teams will consider such criteria as working conditions, the trade- 
union situation, laber-management relations and the vulnerability of the labor 
ferce to Communist influence. Plant capacity and the availability and qualifi- 
cations ef the labor supply will also be considered. 

(6) Underdeveloped areas.—An exchange of technical skill and knowledge de- 
signed to help the underdeveloped areas to improve their governmental labor 
functions has been in cperation under the point 4 program since 1950. Groups 
of trade-unionists interested in the twin aims of studying both the structure of 
American trade-unionism and the industries of their own particular competence 
have heen breught to the United States as trainees. In fiscal year 1951, approxi- 
mately 100 trainees were brought from underdeveloped areas to the Un ited States 
fer such training. To complete the two-way flow, a small number of American 
technicians have gone abread to help solve some cf the more pressing labor and 
manpower problems in these areas. Instructions relating to Benton amendment 
labor objectives are being communicated to the technical cooperation missivns in 
the field and include suggestions for development of specific programs designed 
to implement the labor objectives of the Benten amendment. Mutual Security 
Agency has recently assigned labor advisers to STEM missions in the Philippines 
and Indonesia and a labor economist, with similar functions, is being sent to 
Burma. There advisers assist the chiefs of missions in all matters relating to 
labor and give technical advice to participating governments as requested. 
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4. RELIEF FROM TAXES 


Section 521 of the Mutual Security Act provided that certain title I funds were 
not to be expended for taxes. The conference report on section 521 stated: 

“The committee of conference considered prohibiting direct or indirect payment 
of taxes. They realized, however, that taxes go into the price structure of every- 
thing that is purchased in Europe or the United States, and therefore that it would 
be impossible, administratively if not literally, to buy anything or hire anyone on 
a basis that would preclude the possibility of having part of the funds going 
ultimately for taxes. The conference also learned that direct taxes are never paid 
by our authorities and that negotiations are in progress to eliminate ‘twilight zone’ 
transactions. Therefore, it was felt thet the limitation against the use of funds for 
payment of taxes was sufficient.” 

Negotiations to achieve agreements for relief from taxes were started in Novem- 
ber 1951. A special tax delegation was sent to Europe. <A copy of the report 
of the delegation was forwarded to the chairman of the committee by the Honor- 
able Jack McFall, Assistant Secretary of State, under cover of a letter dated 
March 31, 1952. 

As an interim measure, pending the completion of the agreements, withholding 
arrangements were effected, insuring that no tax payments be made in connection 
with United States financing of multilaterally financed infrastructure. These 
arrangements applied also to offshore procurement contracts with other countries. 

Formal tax agreements have now been concluded with France, the United King- 
dom, Italy, the Netherlands, Luxemburg, Belgium, Denmark, and Iceland. 
Agreements are now in the final stages of conclusion with the other European 
NATO countries, with the exception of the two newest NATO members—Greece 
and Turkey—where negotiations have recently been commenced. 

That it was possible to accomplish these agreements in such a short time speaks 
for the full cooperation which the NATO countries are extending to our defense 
effort. The technical problems with which they were faced in accomplishing this 
tax relief might otherwise well have involved far greater delay. 

In some cases, parliamentary action is going to be necessary to implement these 
arrangements fully, but it is anticipated that this will be taken speedily, and 
appropriate withholding arrangements govern the situation in the interim. 


5. REQUIREMENT THAT AT LEAST 10 PERCENT OF ASSISTANCE BE IN THE FORM OF LOANS 


Section 522 of the Mutual Security Act directs that not less than 10 percent of 
the assistance made available under the applicable provisions of the Economic 
Cooperation Act shall be provided on credit terms. 

The allocation of loans was determined in consultation with the National 
Advisory Council on International Monetary and Financial Problems, pursuant 
to section IIT (ec) (1) of the Economic Cooperation Act. 

The following countries are to receive as of April 30, 1952, the indicated amount 
of their assistance for fiscal year 1952 on a loan basis, subject to minor adjustments 
that may be necessary at the time negotiations with some countries are finalized: 


Millions 

Country of dollars 
RNIN ee ids oe Bb BS oe ai is oe. halt. 3. 7 
fo Rae ie parcenr eee es S) Awowiis Tiassa Jon Jew 32 ib See 43. 2 
Garmiauy (Pedeustied Mewutiiie) x... oo ee ak cece. es 16. 9 
A) eld 2 eS is ed OS ees Stee. Us WL dhe ad enddes 1.0 
IR Sa Age egier yorker a ae al Mek.: SU a APM RET: CEbte oa ldate anes 22. 6 
PENN o> at .0aiud J bess abe tuiet secon sbi 16. 0 
RNs 2 fee 2g: me Soud uel ce ee Ls ols 2.4 
Gre oe eto poduss Ge oe cd Sd dee et act 11.2 
United Kingdom__________-__. idol sic. oe Borie Belay 47.9 
Various strategic materials development loans_____-____-__-.------ 1.5 
POR ian nn ecb se selG. 20 SSS EeU URL Bee ee Ca 166. 4 


The following countries are to receive all of their fiscal year 1952 assistance on 
grant basis (with the exception of advances that may be made for certain strategic 
materials development): Austria, Greece, Trieste, Yugoslavia, Jordan, Republic 
of China, Indonesia, Indochina, Philippines, Burma, Thailand. 
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6. USE OF COUNTERPART FOR MILITARY PURPOSES 


Section 523 of the Mutual Security Act directs the Administrator “* * * 
to make eements with respect to the use of funds deposited in the special 
accounts of ‘participating countries’ * * * and any other countries receiving 
assistance * * * in such a manner that the equivalent of not less than 
$500 million of such funds shall be used exclusively for military production, con- 
struction, equipment, and matériel in such countries.” 

Negotiations for the use of counterpart funds for military purposes were initiated 
immediately after enactment of the act in October 1951. As of March 31, 1952, 
MSA had approved specific programs for the military use of counterpart funds 
totaling the equivalent of $535.9 million. Negotiations in process, commitments, 
and agreements reached, but under which specific programs have not been com- 

leted, indicate that a total of far more than $500 million would be earmarked 
or military use—in fact, the total will be at least about $850 million. 

The approved programs for $535.9 million are divided by country as follows: 





Dollar equio- 

alent in 

Country: millions 
OE een eer! RL Sees Soe eape | OL Aes ipa Soe Pek ere Oe ee 100. 0 
NI eS i dso ato hah DUNG & rh can disk gare ch ia a hws edn ano 5. 3 
Turkey “ESR OR FL TA SOAS AE RET POLY te LR RS eR TEES NTT. IN 60. 4 
NE RR EG OW Set AON Sp aa UE Ree EES, See oe 66. 1 
A FUPENIOEE SRUUNNI  S ain inie cil dadaa ort ak Ske acaid neptalerrdin Hie & cuen' 275. 9 
Ta a aie ote aie Gps aude th 28. 2 
ERIE i sstin tw ischial dank eo a end, Cotes Vie. ee 535. 9 


Following are pertinent data on the amounts of counterpart (generated from 
MSA grant aid through fiscal 1952) earmarked by agreements which have been 
consummated or are under consideration: 

Denmark.—Agreements under consideration call for the earmarking of an 
estimated 70 million kroner (equivalent to $10 million) for military purposes. 

France.—A total of 79 billion francs (equivalent to $227 million) of French 
95 percent counterpart funds has been earmarked for military construction, pro- 
duction, and matériel. This is equal to all of the MSA grant aid to France in 
fiscal 1952. It is estimated that the bulk of the funds released for military pur- 
poses will be withdrawn by June 30, 1952. The balance of the counterpart ear- 
marked for military purposes is to be utilized during the last 6 months of calendar 
1952. 

Greece.—The amount of Greek counterpart to be earmarked for military pur- 
poses is still under negotiation with the Greek Government. 

Italy.—There is under consideration a program for the use of 33.8 billion lire 
(equivalent to $54 million) of Italian 95 percent counterpart for military con- 
struction, production, and matériel. This is equal to about one-half of the 
counterpart to be generated from fiscal year 1952 MSA grant aid. 

Netherlands.—Under an agreement reached between MSA and the Netherlands, 
306 million guilders (equivalent to $81 million) of counterpart funds has been ear- 
marked to date for extrabudgetary military production. It has been further 
agreed that an additional 294 million guilders (equivalent to $77 million) of 
counterpart will be used for military purposes through June 30, 1954. 

Norway.—Agreements for the use of Norwegian counterpart funds for military 
purposes call for the use of approximately 184 million kroner (equivalent to 
$25.7 million). The agreed upon program earmarks for military construction 
(a) 25 million kroner (equivalent to $3.5 million) of counterpart deposited prior 
to June 30, 1951, (6) 109 million kroner (equivalent to $15.2 million) of counterpart 
deposited during fiscal year 1952, and (c) 50 million kroner (equivalent to $7.0 
million) deposited during fiscal year 1953. The latter is equal to all of the 95 
percent counterpart accruing from fiscal year 1952 allotments. 

Turkey.—Agreed programs call for the use of 270 million liras (equivalent to 
$96 million) of Turkish counterpart for military purposes. 

United Kingdom.— MSA and the United Kingdom have agreed, subject to NAC 
concurrence, to earmark the bulk of the 95 pereent counterpart generated from 
grant aid furnished from fiscal year 1952 funds for military purposes. The 
estimated program totals over 100 million pounds sterling (equivalent to $280 
million). Under the current aid program, more than 85 million pounds (equiva- 
lent to $240 million) of counterpart will be generated from regular grant aid fur- 
nished during fiscal year 1952, and 17 million pounds (equivalent to $48 million) will 
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accrue from the counterpart deposited for dollar payments made by the United 
States under the Katz-Gaitskell agreement. These latter funds will be used at 
the first suitable opportunity for military purposes; however, they are to be held 
in @ suspense account until June 30, 1952, in order to permit adjustments of the 
deposits in the event that payments are reversed. 


7. RETURN OF EQUIPMENT 


Section 524 of the Mutual Security Act requires that the President make ap- 
penpitese arrangements with each nation receiving assistance on a grant basis 
under the Mutual Defense Assistance Act of 1949, as amended, for the return to the 
United States of “any such equipment or material as is no longer required for the 
ee for which originally made available.” 
his prevenan contemplates the return of: 

(a) Materials which are no longer in functioning condition, but which can be 
used for scrap, and 

(6) Materials which remain in usable condition, but which are no longer re- 
quired by the recipient country for the purposes for which they were originally 
made available. 

Even before the enactment of section 524, all military assistance bilateral agree- 
ments prohibited the recipient country from using assistance furnished by the 
United States for any purposes other than those for which they were furnished 
without the consent of the United States Government. 

To supplement this provision, the United States has negotiated with each of the 
countries which is receiving assistance under the MDAA, an assurance along the 
following lines: 

“The two governments will establish procedures under which equipment and 
materials furnished by the Government of the United States under the Mutual 
Defense Assistance Act of 1949, as amended, or by either Government under the 
Mutual Defense Assistance Agreement of (date), other than equipment or mate- 
rials furnished under terms requiring reimbursement, and no longer required for 
the purposes for which originally made available will be offered for return to the 
government which furnished such assistance for appropriate disposition.” 

Comparatively small amounts of equipment have already become unusable or 
surplus to contemplated requirements. As a result, only a small amount of 
material has so far been declared excess by recipient countries. This material 
has generally been found to be required by other countries covered by the Mutual 
Defense Assistance Program, and redistribution has been effected by the Depart- 
ment of Defense as part of the end-item assistance furnished to these countries. 


8. REIMRURSARLE AID 


Section 525 of the Mutual Security Act amends section 408 (e) of the Mutual 
Defense Assistance Act of 1949. It permits countries to utilize in U. N. actions 
equipment received from the United States on a reimbursable basis. It further 
raised the limitation in the amount of contractual obligational authority which 
could be outstanding at any one time for contracts let on the behalf of foreign 
governments to $500,000,000. 

As of July 1, 1951, contracts in the amount of $98,118,102 were outstanding 
against the $500,000,000 authorized. By December 31, 1951, outstanding con- 
tracts increased to $273,415,301. As of December 31, 1951, additional requests 
for the use of $13,055,899 were awaiting dependable undertakings, as required 
by section 408 (e) (2) (A) of the Mutual Defense Assistance Act of 1949, as 
amended, from the governments concerned, 


Status of reimbursable aid transactions as of Feb. 29, 1952 





| 
| | 











Active re | . | 
quests Funded | Shipped 
Ree eh Etats pate, Se ES eA LE mh re $1, 044.6 | 534.1 | 73.9 
Title I, Europe.-._.....- soregy nant wipeemes (eisahnwest 620.4 | 441.8 | 61.2 
Title II, Near East and Africa_..____.- RRA PIGSS anor 131.9 | 1) 0 
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Title IV, Latin America. _...-_..-..-..--..----- 2.22... 24 195.0 | 37.0 | 9.6 
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9. EXCESS EQUIPMENT 


Section 526 of the Mutual Security Act amends section 403 (d) of the Mutual 
Defense Assistance Act of 1949. As amended, the law permits the transfer of not 
to exceed $1 billion worth of stocks that are excess to the needs of the Military 
Establishment. This includes not only material transferred as grant aid without 
charge to we phe peer funds, except for the cost of repair and rehabilitation, but 
also material sold at a fair value under section 408 (e) of the Mutual Defense 
Assistance Act. The total amount of excess material programed in fiscal years 
1950, 1951, and 1952 is $853.9 million, of which $201.9 million has been programed 
for sale to various eligible countries at a fair value under the provisions of section 
408 (e). Excess equipment with an acquisition cost of $529.0 million has been 
transferred to recipient countries; $122.0 million of this total has been transferred 
to various countries at a fair value under the provisions of section 408 (e). It is 
anticipated that considerable additional excess equipment will be programed in 
fiscal year 1953. The military departments estimate a minimum of additional 
excess equipment will be available for transfer in the fiscal year 1953 under section 
403 (d) of Public Law 329, Eighty-first Congress, as follows: 





Million 
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10. FAIR LABOR STANDARDS 


Section 528 (b) of the Mutual Security Act, amending section 407 of the Act 
for International Development, requires that in carrying out the point IV 
program: 

Participating countries shall be encouraged to establish fair labor standards of 
wages and working conditions and management-labor relations.” 

This section is closely related to section 516 (the Benton amendment) referred 
te =" phn and to a considerable extent implementation of the two goes hand in 

and. 

TCA missions are being instructed fully in the purposes of the section, and 
negotiations are being made with special reference to staffing, use of technical 
cooperation facilities in fields such as industrial training, safety, labor laws, labor 
conditions, labor-management relations, and trade-union structure, and encourage- 
ment of government action along these lines. 

Under Publie Law 402, Eightieth Congress, and earlier legislation about 250 
rants were awarded to Latin-American trainees to study in the Department of 
zabor. An exchange of technical skill and knowledge, designed to helo under- 

developed areas to improve their governmental labor functions has been in onera- 
tion under po‘nt IV since 1950. In fiseal year 1951, approximately 100 trainees 
came from underdevelonred areas for special training in labor and mannvower 
techniques under point IV. To complete the two-way flow, a small number of 
ee technicians have gone to Latin-American countries, to Iran, and to 
ndia. 

So far only a few governments of the underdeveloped countries in which point 
IV programs are being carried on have specifically requested assistance in the 
labor field or have shown interest in having assistance in this field. This is to be 
expected as long as the chief focus of the point IV program is on increasing food 
suprly and providing ass‘stance in bas‘e public health measures and educational 
activit’es. Interest in labor problems on the vart of the governments will undoubt- 
edlv grow as there is further economic development. It is recognized, however, 
that the TCA miss‘ons are resvonsible for carrying on all point IV activities in 
such a wav as to further the objectives of section 528 (b), and to assure that 
economic development tends to reduce rather than increase the exploitation of 
workers and does not result in preventable social and labor problems. 


ll. TRANSFERS 


Section 101 (b) of the Mutual Security Act authorizes not to exceed 10 percent 
transfer of funds between military and economic appropriations in title I, upon 
determination of the President. Pursvant to this provision, $478,160,000 of 
appropriated for military assistance have been transferred to th 
for economic assistance to European countries. 


funds 
e appropriation 
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Section 202 of the Mutual Security Act authorizes not to exceed 10 percent 
transfer of funds within title II of military assistance to nations other than 
Greece, Turkey, or Iran. No such transfer has been made to date. 

Section 513 of the Mutual Security Act authorizes not to exceed 10 percent 
transfer of funds between titles in order to furnish, to a different area, assistance 
of the kind for which such funds were available before transfer. No such transfer 
has been made to date. 


12. LATIN-AMERICAN MILITARY PROGRAM 


Congress appropriated $38,150,000 under authorization of section 401 of the 
Mutual Security Act of 1951 for grant military assistance to the other American 
Republics. This assistance was to be furnished only after it had been determined 
that (1) it would be furnished in accordance with defense plans found by the 
President to require the recipient country to participate in missions important 
to the defense of the Western Hemisphere; and until after (2) an agreement, de- 
signed to assure that the assistance will be used to promote the defense of the 

estern Hemisphere, had been concluded between the United States and the 
recipient country. These agreements are fully consistent with the Inter-American 
Treaty of Reciprocal Assistance (the Rio Treaty). 

The President on December 14, 1951, made the finding necessary to avthorize 
the inclusion of certain countries in the military grant aid program for Latin 
America, paving the way for an approach to be made for several Latin-American 
countries to enter into negotiation of bilateral military assistance agreements 
related to defense plans important to the defense of the hemisphere, and the 

rovision of United States assistance in the preparation of units of their armed 
orces for that purpose. 

Bilateral negotiations have been carried on with Brazil, Peru, Ecuador, Chile, 
Colombia, Cuba, Mexico, and Uruguay. Negotiations with Mexico have been 
suspended. Except for adaptations pertaining to the Western Hemisphere 
character of the program, the agreements which have been or are being negotiated 
are similar to those concluded with the NATO countries; and the defense tasks, 
would, in most cases, involve missions similar to those which the United States 
had to perform in World War II and which we would otherwise have to perform 
in any future emergency. 

Such bilateral agreements have been signed with Ecuador (February 20), Peru 
(February 22), Cuba (March 7), Brazil (March 15), Chile (April 9), and Colombia 
(April 17). ‘the agreements with Peru, Brazil, and Chile required ratification 
by the legislative bodies of those countries; that with Peru having already been 
ratified. ‘lhose with Brazil and Chile have been put before the legislatures of 
those countries. 

13. MSA EMPLOYMENT 


As of August 31, 1951, there were 2,402 United States personnel employed by 
the Mutual Security Agency from administrative funds. By January 1, 1952, the 
necessary reductions had been made, and on February 29, 1952, actual Mutual 
Security Agency employment from administrative funds, excluding 8 Rattle Act 
employees, amounted to 1,976 personnel, (January 1, 1952, figures have not been 
computed. However December 31, 1951, figures which must have been substan- 
tially the same are 2,012 for the Mutual Security Agency, excluding 7 Battle 
Act employees.) The actual reduction exceeded the 10 percent directed by the 
Congress to an extent greater than the employment necessary to staff the new 
Office of the Director for Mutual Security (50 persons excluding 1 Battle Act 
employee on December 31, 1951, 67 persons excluding 3 Battle Act employees, on 
February 29, 1952), even though the latter office was not under the statutory 
ceiling. ‘Lhe above figures do not include certain persons engaged in providing 
or arranging technical assistance requested by governments receiving aid. ‘lhey 
are not paid from administrative funds, but from the aid allotments made to the 
countries concerned or from program funds earmarked for technical assistance. 
Such technical assistance persons numbered 409 on August 31, 1951, 514 on De- 
cember 31, 1951, and 566 on February 29, 1952. Increasing requests for technical 
assistance aid under programed funds is expected to require further increases in 
this category. 

. e 
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II. ORGANIZATION FOR THE CoNpucT OF THE PROGRAM 
1, STATUTORY FRAMEWORK 


The Mutual Security Act authorizes assistance to four general areas: in 
(title I), the Near East and Africa (title II), Asia and the Pacific (title IIT) and the 
American Republies (title IV). In general the operations of the Mutual Security 
Program are handled by the Departments of Defense and State and by the Mutual 
Security Agency, to which organizations unified direction is given by the Director 
for Mutual Security. 


2. THE DIRECTOR FOR MUTUAL SECURITY 


The responsibilities of the Director for Mutual Security are set forth in sections 
501 (a) and 502 (b) of the Mutual Security Act. 

Under section 501 (a) the Director is charged with (1) continuous supervision, 
general direction, and coordination of the assistance programs; (2) preparation and 
presentation to Congress of future foreign, military, economic, and technical 
assistance programs, and (3) preparation of reports to Congress on foreign-assist- 
ance programs. 

In carrying out the terms of part (1) of this section the Director considers his 
responsibilities to include the following: 

‘o assure the development and adoption of policies, procedures, and practices 
which may be necessary to bring about coordinated operation between and among 
the programs. 

To assess and evaluate the progress of programs toward defined objectives; 
institute remedial action where progress is unsatisfactory; review, from time to 
time, the adequacy of and the desirability of continuing or modifying each aid 
program; and maintain central control and accounting records for the entire 
operation. 

Within the limits fixed by Congress, to allocate funds required to implement 
approved programs. 

‘o assure that the foreign grant aid program and the foreign loan program are 
properly related to one another. 

With respect to the responsibility for (2) above, the Director’s responsibilities 
include the following: 

To direct and supervise the development and presentation and subsequent 
revision of the annual Mutual Security Program. This includes assuring: 

That well-defined and intelligent objectives are formulated for each pro 
aid program and for the foreign-aid program as a whole—objectives which take 
into account our political, military, and economic aims and policies. 

That priorities are established among programs proposed for, or being operated 
in, different countries and areas. 

That resources and funds sought from and/or made available by the Congress 
for foreign-aid purposes are properly distributed among the various programs and 
the various countries in order to conform to established priorities and to attain 
the objectives. 

That appropriate political, military, and economic guide lines and policies are 
developed and made available to the operating agencies as a framework for the 
formulation of specific programs. 

hat each program developed is in line with the established objectives and is 
coordinated with other programs directed toward the same or related objectives. 

That appropriate negotiations are conducted where necessary as a condition 
precedent to operating a program, 

With respect to the responsibilitv for (3) above the Director has prepared the 
first semiannual report of the President as required by section 518 of the Mutual 
Security Act, and intends to assure the preparation and submission of other 
reports as may be required bv the President or the Congress. 

Under section 502 (b) the Director is responsible for heading a new independent 
agency, the Mutual Security Agency, to exercise the functions formerly vested in 
the Economic Cooperation Administration. 

In order to carry out this responsibility most effectively, the Director placed 
the Deputy Director for Mutual Security in active charge of the new Agency 
and delegated to him the necessary authority fo manage the Agency. This has 
provided a clear-cut division between the Director’s coordinating responsibility 
and staff in the Executive Office of the President and his responsibility for 
administering the operating programs of the Mutual Security Agency. 
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An additional responsibility given the Director for Mutual Security is the 
administration of the so-called Battle Act (Mutual Defense Assistance Control 
Act of 1951) which is an entirely separate piece of legislation designed to “preserve 
and maintain peace by developing maximum strength by utilizing all * * * 
reserves in cooperation with other free nations’ and “to impede the ability of 
nations threatening the security of the United States to conduct military opera- 
tions.”” To administer this law a small staff has been established in the Office of 
the Director for Mutual Security and an advisory committee structure estab- 
lished with extensive interagency representation devoted to the objective of 
denying those goods which feed the war potential of the Soviet bloc, without un- 
duly depriving the free world of the essential supplies of fuel, food, and timber 
which it obtains in the bloc and which cannot now be readily obtained elsewhere. 


3. ROLES OF THE PARTICIPATING AGENCIES 


The roles of the participating agencies consist in part of operation and in part 
of advice and guidance. As indicated above, the major operating agencies are 
= Defense Department, the Department of State, and the Mutual Security 

gency. 

Close liaison and consultation are maintained between the Director for Mutual 
Security and the operation agencies with the Department of the Treasury on 
aspects of financial policy involved in the programs; with the Office of Defense 
mobilization on aspects of matériel policies involved; with the Export-Import 
Bank on questions which touch upon the foreign-lending operations of the United 
States Government, and with various other agencies concerned with specialized 
aspects of the programs. 


a. Department of Defense 

Section 506(a) of the Mutual Security Act assigns to the Secretary of Defense 
the primary responsibility and authority for: 

(1) The deierminetion of mii'ary end-i‘em requirements.— Military end-item 
cee are determined by the military departments from military item 
deficiency lists submitted by the United States Military Assistance Advisory 
Groups (MAAG’s), who carefully screen the list of deficiencies against the JCS 
established military objective and force-level requirements for each ceuntry and 
the generally applicable screening criteria which constitute the guidance as to 
items which are eligible for programing. In the case of the NATO nations an 
intermediate screening ageney, the Joint American Military Advisory Group 
(JAMAG) in London, provides central coordination and screening of the re- 
quirements submitted by the several NATO MAAG’s and recommends final 
action thereon to the Department of Defense. 

(2) The procurement of military equipment in a manner which permi’s its integra- 
tion with service programs.—Procurement of military equipment for MDAP is 
integrated with the military departments’ procurement programs by expanding 
existing production lines where similar items are required to satisfy both United 
States forces and MDAP; the total requirements are reflected in the service- 
production schedules. Such integration has resulted in MDAP contributing to 
the broadening of the United States industrial mobilization base. 

There are two distinct types of procurement for military assistance, viz., 
domestic and offshore procurement, the latter including the important auxiliary 
requirement of encouraging and assisting in the utilization and development of 
foreign production facilities. 

To reduce competition and any adverse effects on the United States economy, 
the quantitative and monetary relationship of the integrated domestic and offshore 
procurement programs are subject to continuous monitorship by the Department 
of Defense from the development of MDAP deficiency requirements to the receipt 
and allocstion of military equipment from production. Through this medium, 
the progress of the integrated United States and MDAP procurement programs 
can be determined and sensitive areas requiring remedial action can be recognized. 

(3) The supervision of end-item use by the recipient countries—When American 
equipment arrives in the recipient country, the MAAG personnel take action to 
insure that the equipment is properly received, serviced, distributed, and utilized. 
Periodic reports sre submitted by the several MAAG’s to the Department of 
Defense on the utilization of the end-items. 

(4) The supervision of the training of foreign military personnel.—The Secretary 
of Defense exere’ses his responsibility and authority for the training of foreign 
military personnel under the Mutual Security Act through the existing agencies 
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of the military departments. The Military Assistance Advisory Groups (MAAG’s) 
are the field agencies directly charged with the supervision of training activities 
and the establishment of training requirements, to assure proper maintenance, 
operation, and support of MDA equipment furnished under the MDAP. The 
MAAG’s operating through service channels arrange for the required training 
under the supervision and policies established by the Secretary of Defense. 

(5) The movement and delivery of military end-items.—The movement and de- 
livery of military end-items is accomplished through the supply procedures of the 
three military departments. The basis for requisitioning is the approved end- 
item program. quisitions are prepared by the country MAAG and forwarded 
to the appropriate supply point. In the case of certain major items or controlled 
items, requisitions may be prepared by the headquarters in Washington of the 
service concerned. 

Section 506 (b) of the Mutual Security Act of 1951 states that the Secretary of 
Defense shall determine the establishment of priorities in the procurement, de- 
livery, and allocation of military equipment. 

Thé priorities applied by the Vepartment of Defense in allocating finished 
munitions to United States Forees, and to forces of friendly nations receiving 
military assistance are derived from the policies established by the President in a 
letter to the Secretary of Defense on January 9, 1952. Briefly stated, this pro- 
vides that those forees which, in case of war, are most likely to be first engaged 
with the enemy, shall have priority in the receipt of equipment, subject to the 
overriding priority for combat consumption requirements. 


b. Department of State 

The Department of State has as its principal operating responsibility the de- 
velopment and administration of programs under the Act for International 
Development. This task is handled by the Department’s Technical Cooperation 
Administration. In addition, the Department is charged with United States 

articipation in the United Nations Palestine Refugee Program, the United 
vations Korean Reconstruction Program, the Provisional Intergovernmental 
Committee for the Movement of Migrants from Europe, the Organization of 
American States, and the United Nations Technical Assistance Program, all of 
which functions are covered by the Mutual Security Act of 1951. 

The Department of State gives foreign-policy guidance with respect to the 
Mutual Security Program as a whole. It also has primary responsibi.ity for 
conduct of international negotiations affecting the whole program and each of its 
components. 


ce. Mutual Security Agency 

The Mutual Security Agency was established by the Mutual Security Act of 
1951 to administer those functions of the Economic Cooperation Administration 
which were continued after the abolition of the latter agency as of the end of 
the calendar vear 1951. In accordance with legislative mandate (see. 502 (c) 
of the Mutual Security Act) a statement has been forwarded to the Committee 
on Foreign Relations of the Senate and the Committee on Foreign Affairs of the 
House of Representatives indicating that the powers transferred to the Director 
for Mutual Security which had been conferred upon the Administrator for Eco- 
nomic Cooperation should be continued except for the following: Crestion of a 
corporation (sec. 104 (d)); consultation with the Secretarv of State in the specific 
manner prescribed in section 105 (b): consultation between the chief of the 
special mission and the chief of the United States diplomatic mission in the 
specific manner prescribed in section 109 (b) ; guarantee of invest nents in enterprises 
producing or distributing informational media (sec. 111 (b) (3)); procurement 
and increased production in participating countries, under sections 115 (i) (1) 
and 117 (a), of materials which are required by the United States as a result of 
deficiencies or potential deficiencies in the resources within the United States; 
and purchase, under section 115 (i) (2), of strategic and critical materials in any 
participating countrv; promotion and developnent of travel bv citizens of the 
United States to and within praticipating countries (sec. 117 (b)); payment of 
ocean freight charges of relief supplies and packages (sec. 117 (d)). 

The Mutual Securitv Agency is presently responsible for the administration 
of the United States defense support program and related negotiations on financial 
and economic matters in Europe, and for econonie and technical assistance 
programs in the Far East and southeast Asia. Without defense support the 
countries associated with us in the North Atlantic Treaty Organization and other 
mutual defense arrangements will not be able to achieve the maximum use of 
their own manpower and resources for the common defense effort. Because of 
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the special situations in certain Asiatic countries which are not receiving United 
States military assistance, an amendment to.section 302 (a) of the existing legisia- 
tion has been requested which would authorize MSA to continue economic and 
technical assistance programs in this area. This request is made in view of the 
internal insecurity of the area, the importance of such programs to the stability 
of these countries, the fact that a change from MSA to TCA in these countries 
would entail substantial expense and administrative complications, and the 
further fact that, as indicated below. it has proved an administratively sound 
practice to have only one agency, either MSA or TCA, operate economic and 
technical assistance in any one country. 
d. Division of responsibility between TCA and MSA 

To avoid duplication of personnel and to simplify operations, responsibility to 
conduct economic and technical assistance programs in any given country has 
been given to a single agency—TCA or MSA. The firm policy has been one 
country, one program, The Technical Cooperation Administration has been 
assigned respCnsibility for the technical cooperation program in Latin America, 
the Middle East, four countries in north Africa, and south Asia (India, Pakistan, 
Afghanistan, Nepal, and Ceylon). Responsibility for technical assistance as well 
as defense support and economic aid administration has been assigned to the 
Mutual Security Agency in the Philippines, Formosa, Indochina, Thailand, 
Burma, and Indonesia. The MSA also administers technical assistance in the 
European countries and their dependent overseas territories, as an integral part 
of its defense supporting activities. 


4. OVERSEAS ORGANIZATION~—-EUROPEAN REGION 


The President, on January 12, 1951, appointed Mr. William Draper, Jr., as 
the United States Special Representative in Europe, with the statutory rank of 
ambassador. At that time he was assigned the function of acting for the Director 
for Mutual Security in his coordinating capacity and of supervising Mutual 
Security Agency activities in Europe. 

Following the reorganization of NATO agreed upon at the Lisbon meeting 
the Special Representative was given the additional responsibility of United 
States Permanent Representative to the North Atlantic Council. He is now 
thus responsible to the Government as a whole for both NATO and mutual 
securlty matters. 

The Special Representative also serves as United States representative on such 
other European regional organizations as the Organization for European Eco- 
nomie Cooperation and the United Nations Economic Commission for Europe. 
In addition, he maintains liaison with other specialized regional organizations, 
and is responsible for certain regional aspects of east-west trade controls. 


5. COUNTRY LEVEL ORGANIZATION 


The agencies concerned with the administration of the Mutual Security Program 
work together in a country as ateam. Typically the team consists of the United 
States diplomatic mission, the MSA mission and of the military assistance advisory 
group (MAAG) in the country concerned. The team operates under the leader- 
ship of the chief of the diplomatic mission. 


6. EXECUTIVE ORDER 


Executive Order No. 10338 establishing coordination procedures in the coun- 
tries along the general lines above indicated has been issued in accordance with 
the directive contained in section 507 of the Mutual Security Act. 


7. FUNCTIONING OF THE ORGANIZATION IN DEVELOPMENT AND EXECUTION OF THE 
PROGRAM 


The dezree of leadership to be exercised by the Director for Mutual Security 
in the ad ninistration of the Mutual Security Program was broadened by Execu- 
tive Order 10300. This order delegated to the Director a substantial number of 
the functions conferred upon the President by the Mutual Security Act, the 
Mutua! Defense Assistance Act and the act of May 22, 1947, as amended. 
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a. Policy formulation 

The policy objectives of the Mutual Security Program are determined within 
the context of the basic security objectives of the United States. These objec- 
tives are determined principally through the National Security Council, where 
United States domestic, foreign, and military requirements are weighed and bal- 
anced and Presidential decision is secured. The Director is a member of the 
Council and participates in its activities as well as in other informal and formal 
Cabinet-level and idential discussions, and thereby is in a position to par- 
ticipate in the determinations of policies necessary for the formulation of the 
Mutual Security Program. Decisions regarding Mutual Security Program policy 
are made by the Director after consultation with other interested agencies with 
the aim of assuring within the limits of his powers the accomplishment of the 
basic security objectives. 

The next major step after the determination of basic policy objectives is the 
development of estimates of military requirements by the Department of Defense 
evaluation of defense support needs by the Mutual Security Agency and review of 
foreign policy considerations by the Department of State. These must be co- 
ordinated among the directly concerned agencies and also with those agencies with 
collateral interests in order that they may form a part of a unified program and be 
directed toward the same over-all objectives. These combined programs are sub- 
sequently submitted to the Director for Mutual Security for review and approval 
after which appropriate programing directives are issued to the agencies. These 
programing directives are then implemented by the agencies in accordance with 
their respective responsibilities under the Mutual Security Act. 


b. Programs of military assistance 

Within the context of the basic policies and directives developed in accordance 
with the foregoing decisions, the Department of Defense is primarily responsible 
and has authority for the development, submission, and execution of programs of 
military assistance. The precise form and procedure for the submission of 
military end-item assistance programs are prescribed by the Department of 
Defense after consultation with the other interested agencies. In general the 
submission must show for each country to which it is proposed to provide 
assistance: 

(a) The military objective toward which the assistance is provided and the 
extent to which the proposed program will accomplish that objective. 

(b) The total amount of United States assistance required for the country 
(total country requirements minus indigenous production). 

(c) Illustrative breakdown, total amount by services and major categories of 
equipment. 

(d) The best estimate of the phasing of deliveries. 


c. Programs of defense support and economic aid 

Within the context of basic policy decisions, the Mutual Security Agency is 
responsible for the administration of the defense support program in Europe and 
economic support in Austria. In the Far East, it is concerned with the strengthen- 
ing of the economic foundations of the participating countries by (1) aiding in 
the development of strong stable governments, (2) supporting the build-up of 
military and internal security forces, (3) by development of food supply and other 
economic resources, and by (4) furthering the development and export of materials 
needed by the rest of the free world. 

In individual European countries, the MSA mission, as part of the country 
team, works with the participating country government in the evaluation of the 
financial and economie capabilities of the country, development of defense sup- 
porting grant or loan programs, negotiation of economic aspects of the bilateral 
negotiations, and analysis of economic, financial, and production measures the 
country should take to meet its mutual securitv or NATO commitments. In the 
development of the defense support program, the MSA mission consults with the 
MAAG for guidance on military matters. The mission also attempts to influence 
Furopean governmental policies and actions in the economic and production field. 
It is also responsible for reviewing program execution in particular countries. 

Whereas the European missions are largely concerned with the bilateral aspects 
of program development and execution, the office of the Special Representative 
in Paris is concerned with the Mutual Security Program’s multilateral aspects, 
and with the review of the European program viewed as a regional whole. In 
addition to its other duties, it is responsible for representing the United States 
Government on a day-to-day basis on the economic and financial aspects of the 
North Atlantic Treaty Organization, the Organization for European Economic 
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Cooperation, the United Nations Economic Commission for Europe, and certain 
specialized agencies. It also works on certain regional aspects of east-west trade 
controls. 

The techniques for the administration of the Far East programs are in general 
similar to those for the administration of the former ECA programs. 

The principal role of MSA/Washington is the formulation and interpretation 
of economic policy in coordination with the Departments of State, Defense, and 
the Office of the Director of Mutual Security. MSA prepares final recommenda- 
tions as to country allotments, and is responsible for approval and arrangements 
for procurement and technical assistance authorizations. 


d. Bilateral negotiations 

Negotiations must be conducted with each of the countries receiving mutual 
security aid. These negotiations are for the purpose of defining the commitments 
of the participating countries, the relationship of the effort to NATO programs, 
the compliance with United States legislation conditioning the receipt of aid, and 
such other factors as are considered to promote the purposes of mutual security. 
Primary responsibility for the conduct of these bilateral negotiations outside the 
United States falls upon the Ambassador in each country, and are participated 
in by the MSA and MAAG mission chiefs in their respective areas. The role of 
the Director for Mutual Security is to assure that coordinated negotiating instruec- 
tions are promptly transmitted to the Ambassadors. 


e. Program review 

Except for European countries, all review of country proposals is conducted at 
the Washington level by the interested agencies. For European countries, both 
military and economic programs are examined by regional United States personne! 
to assure appropriate consideration of NATO and other regional factors. In the 
case of military assistance, JAMAG is the regional reviewing office, and MSA/ 
Europe reviews the defense-support programs. Regional comments upon the 
country proposals are forwarded to Washington agencies for consideration in the 
development of final proposals. 

At the Washington level, the agenev with primary responsibility for a particular 
aspect of the program is charged with presenting fully coordinated proposals to 
the Director for Mutual Security. In addition to examining country proposals 
for conformity with their own policies, these agencies are instructed to coordinate 
such proposals with all other agencies of interest. This procedure expedites 
action, assures completed staff work on the part of all agencies concerned, and 

rovides for the early referral of conflicting views, if any, to the Director for 
Mutual Security for resolution. 

The Director for Mutual Security reviews the proposals of the several agencies 
for conformity with existing policy, consistency among the programs, and for 
adequacy of coordination. He is also responsible for making, obtaining from the 
President, or otherwise assuring decisions on those questions which must precede 
the formulation of definitive programs. Based upon the above process, final pro- 
posals on budget, program, and legislation are made to the President for action 
prior to their recommendation to the Congress. 


jf. Program execution 

After legislative consideration and action, a progra’n-execution process, similar 
to that for program development, takes place, with refined programs developed 
by the operating agencies being Pome or to the Director for approval. 

The Director for Mutual Security allocates all funds based upon specific requests 
of the operating agencies. The requests of the operating agencies must be sup- 
ported by complete programs and plans, adjusted to meet the policies and amounts 
approved by the Congress. These programs frequently need to be reviewed 
again at the country and regional level to assure balance and a maximum return 
for the funds to be requested. Again the processes of country, regional, and 
Washington coordination may have to take place prior to final action and release 
of funds by the Director for Mutual Security. 

In the course of review by the Director, all requests must be examined to 
assure compliance with all provisions of law and administrative and other estab- 
lished policy. Recommendations are made to the President regarding the re- 
quired Presidential findings, and after he has approved the appropriate notifica- 
tions to Congress are made. 

Upon receiving approval of the specific programs and their financial plans, 
requests for the apportionment of funds are prepared and justified to the Bureau 
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of the Budget. When the apportionment is approved, the Direetor for Mutual 
Security allocates funds to the respective operating agencies. 

Programs are never static and adjustments are necessary from time to time. 
It is the established procedure that the operating agencies may deviate from 
approved programs without the approval of the Director for Mutual Seeurity 
unless (1) there is a change in objectives; (2) the change is significant in size; or 
(3) an increase in a functional program for a given country is involved. 

Mr. Woop. I gather there are a number of matters which have been 
touched on but which the committee would wish to examine into 
further. For example, we have left hanging in the air somewhat the 
question of whether or not the Administrator has complied with the 
provision concerning the cut in personnel of 10 percent. There are a 
lot of loose ends of that sort, which perhaps in one session we could 
cover and thereby clarify the situation. 

Chairman Rickarps. You have a statement on that in the record 
already. 

Mr. Woop. I think Mr. Harriman testified briefly on it. 

Chairman RicHarps. Can you give a comprehensive statement of 
the cuts and where they were? 

Mr. Woop. Yes, sir. 

Chairman Ricuarps. For the record? 

Mr. Woop. Yes, sir, for the record, I can do that. 

Chairman RicHarps. What over-all percent is cut? Mr. Harriman 
said something like 10 percent. 

Mr. Woop. It is weil over 10 percent in the administrative per- 
sonnel. I think that Mr. Vorys and others raised the question, and 
I believe the staff raised the question, which I would be eager to discuss 
with the committee, as to whether all these technicians which Mr. 
Vorys so kindly added up for us, and I think it was a useful thing to 
do, should be regarded as falling within the purview of that reculation. 

I would welcome an opportunity to discuss the background of that 
with the committee, which I do not think has been by any means 
adequately done. 

I feel there are some questions in the minds of various members of 
the committee on that subject. Our cut in the administrative per- 
sonnel has been well over 10 percent. 

Mr. Vorys. The original figures given were incorrect; is that not 
right? 

Mr. Woop. The original figures given were incorrect. 

Mr. Vorys. The MSA was over three people as of January 31; is 
that not right? : 

Mr. Woop. Not in the administrative personnel. If you add in all 
the technical-assistance technicians which are not paid from adminis- 
trative funds, which are hired at the request of the Government and 
go out and do a technical-assistance job, then we are overceiling. 

It has been our view, and I would like to raise this flatly with the 
committee, so as to get 

Chairman Ricnarps. We do not have many of our committee left, 
and I am going to wind up these hearings this afternoon. Probably 
we could call you back on points like this when we are considering the 
bill. You will be available? 

Mr. Woop. I will. 

Chairman Ricnarps. Will you state what the over-all cut has been 
and place it in the record here, and the statement you wish to make 
on it? 
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Mr. Woop. On August 31, 1951, which is the base date for purposes 
of this legislation, there were on the administrative staff payroll of 
the Mutual Security Agency all over the world 2,402 employees. On 
December 31, 1951, there were 2,012. And there were on February 
29, 1952, 1,976. 

We estimate that by the Ist of July we will be up to 2,066 Americans 
on the administrative payroll. So we will be well below the amounts 
stipulated by the Congress. 

As a matter of fact, we also have two other organizations where 
Americans are employed which, however, in the view of our legal and 
administrative people, do not come under this. One is Mr. Harri- 
man’s office itself, and the other is these parts of Mr. Draper’s office 
in Europe, which do not deal directly with the defense-support and 
economic-aid program. 

However, it is our administrative intention, and I hope we can do 
it, to keep within the limit of that 10 percent, including Mr. Harri- 
man’s office itself and the staff Mr. Draper needs in exercising Mr. 
Harriman’s coordinating function. We are within that limit now. 
We do not include the small staff of employees working on the entirely 
separate Battle Act—none on August 31, 1951, 8 in December 31, 
1951, 11 on February 29, 1952. 

Mr. Vorys. But not if you include technical-assistance people 
who are on the payroll for technical-assistance purposes? 

Mr. Woop. That is correct, Mr. Vorys. 

Chairman Ricwarps. Will you put that in the record? We will 
want to ask you some questions when we consider the bill. 

Mr. Vorys. I got into this last night in going over the figures. I 
think the totals are not classified. If they are not, | hope this can be 
for the record. I understand this fiscat vear, 1952, there were expendi- 
tures through Department of Defense sources in Europe in connection 
with infrastructure, and so forth, in the sum of $698,339,000, and it 
is estimated that these expenditures for fiscal year 1953 will be 
$1,008,543,000. 

Those amounts, it seems to me, should be considered by this com- 
mittee just exactly the same as offshore purchases or any other activity 
of our Government that simply puts our dollars right smack in the 
middle of Europe to help meet their balance of payments. 

Mr. Woop. May I say, Mr. Vorys, that I think Mr. Cleveland has 
testified as to how we arrived at the amount of assistance required in 
this area. We take into account fully as assets, in the form of dollars, 
those dollars which will actually be expended by the Department of 
Defense, by tourists, by everybody who spends dollars in Europe. 
Those are fully taken into account in making our estimates. 

Mr. Vorys. I think that the amounts expended in the course of 
the Mutual Security effort should be earmarked in our own minds 
and in the public mind and in the mind of Europe. It may be that 
these figures came out at a time when I was not here, but as I under- 
stand the amounts per country are classified, but the totals are not 
classified ; is that not correct? 

Mr. Woon. I think that is correct, sir. 

Mr. Vorys. You see, this year we have a bill something like $3 or 
$4 billion coming along later for bases, and that sort of thing including, 
according to the newspapers, a couple of billion dollars to be spent 
overseas. 
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I would imagine a substantial amount of that would be spent in 
these various countries that are involved in MSA. Are these expendi- 
tures included in any way in the estimates of dollar aid to Europe? 

Mr. Woop. They are included as receipts of dollars by Europe. 
Therefore, you have to apply them as deductions from our estimates 
of assistance required. 

Mr. CLEVELAND. May I supplement that in one respect: A good 
deal of the money spent for bases, Mr. Vorys, for example, in Morocco, 
and so on, takes the form of payments made by the Defense Depart- 
ment to the contractors, to the New York office of the contractor, who 
then goes out and does the work. So a lot of those dollars do not 
actually see the light of day in the foreign exchange position of a foreign 
country. 

To the extent that they do see the light of day, to the extent that 
they represent payments to local workers or in some other way wind 
up in the possession of the French Government, then they are counted, 
because they are available to buy imports with. 

But to the extent that they do not wind up in such a way to buy 
imports with, they do not have any relevance to the central problem 
we were discussing here in hearings, namely, the purchasing of imports 
of dollars. 

Mr. Vorys. What I wondered was whether in this estimate of 
$1,008,543 ,000, such dollars as are to be spent abroad are included or 
not. 

Mr. CLevetanp. That part of that figure, if that is the figure for 
the total United States military expenditures in Europe—I am not 
sure what the figure is—if that is a figure for total United States 
military expenditures in Europe on some basis and for some time 
period, that part of it which represents accruals to central banks in 
Europe, which is worked out country by country, on which we have 
quite detailed studies, does count as an earning, a part of their total 
net earnings on their nonmerchandise accounts before any calculation 
which results in an aid figure which we bring into this committee. 

Mr. Vorys. Do vou recognize the figure I am using? 

Mr. CLEVELAND. I recognize the $800 million figure. 

Mr. Vorys. The $1,008 million? 

Mr. CLEveLanp. That I do not recognize. There is about $800 


million of earnings by the Europeans from various types of military - 


expenditures this fiscal vear, both representing dollar payments on one 
account or the other in Europe, the buying of Danish bacon for our 
forces in Germany, and so on, plus offshore procurement. 

This fiscal 1952 is an adjustment of that figure. The $1,008 
million appears to be a comparable figure. 

Mr. Woop. Where does that come from? 

Mr. CLeveLanp. Sam Efron. That has not gone through one or 
two of the adjustments before they are included in the figures that we 
showed you. 

Mr. Vorys. I got the figure from the staff memorandum the other 
night. 

Mr. Butiocx. Those were specifically cleared when they were 
given to me. 

Mr. Cieveianp. There is still a question of what they mean in 
terms of accruals to central banks and availability of those dollars 
to buy imports with. I think the adjustment would actually bring 
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them down a little from the figures you have there. I would be glad 
to reconcile these figures with the figures that we have used in our 
import and export tables, if that would be helpful. 

r. Vorys. It seems to me it is an extremely important figure. 

Chairman Ricwarps. What is the figure you were talking about? 
Is that the one we were talking about when I went out? 

Mr. Vorys. The $1,008 million which is to be dollar expenditures 
through the Department of Defense sources in certain European 
countries. 

Mr. Woop. If we could have that statement, I think we would like 
to put into the record the commentary on it related to the question 
that you haveasked. We would reconcile the figure you have with the 
amount we have put into our computations, which have been worked 
out with the Defense Department, for dollar earnings from this source 
by the European countries. 

Mr. Vorys. I would be glad if it would be put in the record. 

(The matter referred to follows:) 

The figures which Dr. Bullock provided Representative Vorys of $698 million 
for fiscal vear 1952 and $1,008 million for fiscal year 1953 represent all United 
States military expenditures in Europe, except for United States payments for 
offshore procurement and NATO common-use infrastructure. 

The figures which MSA has been using for European Central Bank dollar 
receipts from United States military expenditures are based upon the same figures 
Dr. Bullock has submitted, plus United States expenditures for offshore procure- 
ment and NATO common-use infrastructure. These total United States military 
expenditures have then been adjusted to allow for the fact that not all of the 
dollars spent abroad by the United States military establishments actually accrue 
to the European central banks, as for example in case of direct dollar payments 
to American or foreign suppliers and contractors. These adjustments vary 
country by country depending largely on the types of United States expenditures 
and the local currency arrangements. MSA has therefore adjusted these military 
expenditure figures, and has estimated that European central banks will receive 
$542 million in fiscal year 1952 and $1,052 million in fiscal year 1953 as a result of 
United States military expenditures. These dollar earnings have been taken into 
account, along}with all other European dollar earnings, before computing Europe’s 
residual dollar needs on which the request for defense support is based. 

Chairman Ricnarps. I do not know if you have caught up with 
all the data that has been requested for the record or not. There 
will be a couple of days’ lag where that can be gotten up here. You 
might check up on it. é, 

Mr. Wood, we will want you on that matter. There will be a point 
about these amendments, and so forth and so on when we get to 
writing the bill. We will want you available so we can call you up 
for that and other points on the general over-all thing. It may occur 
to you that there are some other matters that should be put in. I 
believe that can be taken care of under the unanimous-consent request 
that Mr. Vorys made at the time the hearing started. 

Mr. Vorys. That was granted by unanimous consent by a full 
committee, just as we have at the present time, authorizing our 
chairman to use his discretion and good judgment in putting in or 
taking out anything he wanted. 

Chairman Ricnarps. Provided you agreed to it. 

Mr. Woop. If you are winding up the hearings, there is one further 
thing I want to say on this matter of technical-assistance personnel 
which I think it is desirable to get in the record. 

For what it is worth, it does seem to me that it would be negativing 
the fundamental purposes we are trying to accomplish through this 
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Mutual Security Program if the committee should apply this limita- 
tion of personnel to those technicians whose main purpose is to increase 
the efficiency and effectiveness with which the foreign recipients of 
our aid use and develop their own resources. 

It is along that line that our best hope for reducing their dependence 
on us lies. When you find a situation where a technician can be hired 
for a few months or longer, who can contribute to the effectiveness of 
the use of their own resources by these countries, it does seem to me 
to be coming pretty close to cutting off our noses to spite our faces 
if we limit rigidly— 

Chairman RicHarps. We got your viewpoint on that. What other 
viewpoint do you have? 

Mr. Woop. I do not have any other. There are a number of things 
that the committee has not thoroughly gone into, such as compliance 
with the provision that none of the funds shall be used to pay taxes 
abroad. 

I am ready with reports on that, on the Benton amendment, and 
all sorts of things. As I said, we are ready with explanations on the 
various amendments that have been proposed; many of them have 
not been discussed. Some of them are fairly technical. 

I am sure I could save the time of the committee, if you would 
wish—— 

Chairman Ricuarps. You testified, did you not? 

Mr. Woop. An hour with me—— 

Chairman Ricuarps. We will want to ask you a good deal more, 
maybe, while this is being written. If vou want to put a statement 
in the record on that, that is fine. 

Mr. Woop. I do have a statement on each one of the proposed 
amendments. If the committee would like me to put those in the 
record, I will be glad to do so. 

Chairman RicHarps. What about that, John? Do you want to do 
that? 

Mr. Vorys. We have to have at least a working memorandum on 
that. 

Chairman RicHarps. We have a working memorandum which was 
supplied when the bil! was first sent up here. We have a memorandum 
of what each amendment does. 

Mr. Woop. That is quite brief. This is longer and is more in- 
formative. 

Chairman Ricuarps. I think it should be in the record, and I 
think we will want to hear you on the same thing. 

Mr. Woop. I could save the time of the committee by answering a 
few questions. 

Chairman Ricnarps. You can put it in the record. 

Mr. Vorys. Could I say this to the chairman and to the full com- 
mittee: If we had gotten to work with this team about 4 weeks ago 
instead of hearing cumulative general statements on the matter, I 
think we would have gotten along much faster. 

Mr. Woop. I would at some point like to discuss with the committee 
this question of unexpended balances. 

Mr. Vorys. Have you a memorandum on that? 

Mr. Woop. No; I have not. I could get up a memorandum on 
that easily, Mr. Vorys. I think the main trouble is that the language 
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of the bill as it stands has, I think, quite understandably led to some 
confusion. 

As you and I discussed it the other day in your office, and as Mr. 
Westphal pointed out to the committee, it is not necessary under the 
law to get approval or extension of the authority to expend money 
previously appropriated and obligated prior to the end of the fiscal 
year in which appropriated. The law allows you to spend those 
funds in the two succeeding fiscal years, providing the obligations 
have been made prior to the end of the fiscal year in which the money 
was appropriated. 

If it would help, we could substitute in this legislation, wherever 
the authority to carry over unexpended balances is requested, the 
language that was used in the Economic Cooperation Act of 1948, 
which asks only for those things which are really necessary under law. 

The reason we put it as “‘unexpended balances’? was that it was a 
simple way to take in all those things for which we do have to ask 
authority. All you need to ask authority for is to carry over 
unobligated balances. 

Chairman Ricuarps. You ought not to ask for any more authority 
than you absolutely need. 

Mr. Vorys. Here is the point, if I can interrupt. Whether you 
particularly needed to word your bill that way or not, it was a per- 
fectly honest and proper way to bring it here, because what this 
committee and the Congress should consider is the total available. 

I hope, wholly aside from the technical legal question involved, 
that we can be furnished—again, it is in the record some place—lI 
would like to be furnished with the unexpended balances, let us say, 
as of March 31, or April 30, and contemplated unexpended and .un- 
obligated balances. 

Mr. Woop. That is in the record. 

Mr. Vorys. For all titles? 

Mr. Burusson. We are likely to catch the Coudert-Smith amend- 
ment to this bill. 

Chairman Ricwarps. Let me ask about that now, the Smith 
amendment. I do not know whether they would try that in an 
authorization bill or not. Would that thing be in order for an au- 
thorization bill, just as it would be for an appropriation bill? 

Mr. Burieson. | think it would. 

Chairman Ricuarps. That was an appropriation bill. I have never 
heard of it being done. 

Mr. Burreson. As a matter of fact, I am inclined to think it would 
be more in order for an authorization bill than an appropriation bill. 
It is legislation and therefore germane to an authorization measure. 

Mr. Woop. I might just say, Mr. Chairman, that the estimate of 
unobligated balances at the end of the fiscal year is $400 million, 
which would all be in the Department of Defense field. 

Mr. Lovett has testified as to why, due to engineering changes, 
price changes, and so on, it will be necessary to have about that much 
unobligated. So it is necessary to ask for the $7.9 billion, plus the 
authority to carry over what is estimated to be about $400 million. 

Then, there is another problem that is a little more complicated, 
which is that there are always some items for which funds were 
obligated prior to the end of the fiscal year, and then some design 
change or some fall-down in the case of one manufacturer takes place. 
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In such cases you want to shift either to buy the improved item or 
to place an order for the same thing in another factory, so you have to 
deobligate the funds involved and reobligate them for the same 
essential purpose. That, under the law, also requires authority from 
the Congress. 

We could put it, if you like, in this form: Instead of asking for a 
carry-over of unexpended balances which we really do not need to 
ask for, we could say, “Any additional balances of any appropriations 
heretofore made pursuant to this paragraph unobligated as of June 
30, 1952, or subsequently released from obligation are authorized to 
be continued available for obligation for their original purposes 
through June 30, 1953, and to be consolidated with the appropriation 
hereby authorized.” 

It is estimated that that later deobligation and reobligation will 
amount to no more than $200 million, which, added to the $400 
million, is $600 million, added to the $7.9 billion. 

I want to make one qualification to that latter statement. It is 
possible that if, for example, a very hot fighting war broke out some- 
where and our troops were heavily engaged, it might well be necessary 
for the war material ordered with funds from this appropriation for 
delivery to our allies to be diverted to our own troops, and the only 
way to do that would be to deobligate these funds and let the Defense 
Department pick up the deliveries with their funds. 

Under those circumstances, you might find a very large deobligation. 

Chairman Ricuarps. I think so far as I am concerned, | intend to 
propose that amendment. But the point is we have two or three 
members here, and at the time that amendment is proposed we will 
want to hear you and what you have to say about it. 

Mr. Vorys. When Chris Herter gets back from Massachusetts, we 
are going to have quite a to-do about the billion that can be swapped 
back and forth. That involves this same problem. But there is no 
use trying, even with the full committee, except Mr. Herter, to do that. 
I think we ought to delay action. 

Chairman Ricuarps. Is there anything else you want to put in 
that you can think of right now? 

Mr. Woop. Nothing that I think of right now, Mr. Chairman. 
You have already asked me to put in the record what we have done in 
compliance with the various provisions of the law passed last year and 
the fuller explanations of the amendments requested. I cannot think | 
of anything else. 

Chairman Ricnarps. I want to say this: You have done a good 
jcb in marshaling your witnesses, and marshaling the facts this time. 
Of course, I do not pretend to understand all of this, and it is difficult 
to follow because of its scope. You brought us plenty of facts. 

I want to say that all of you did a good job, Mr. Wood, Mr. Bing- 
ham, Mr. Andrews, Mr. Cleveland, and the others who appeared 
before us. 

This committee stands adjourned sine die. 

Mr. Woop. May I thank the committee for its tolerance. 

(Whereupon, at 5:17 p. m., the commmittee adjourned, subject to 
the call of the chairman.) 
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Mutua. Security AGENcy, 
Washington, D. C., April 4, 1952. 
COMMITTEE ON FoREIGN AFFAIRS, 
United States House of Representatives, 
Washington, D. C.: 

Attached is a copy of a memorandum received from the Maritime Administra- 
tion in answer to Representative Fulton’s question during the hearings before your 
committee on March 19. (See p. 129.) 

A copy of this memorandum has been sent to him directly. 

Grorce W. Lawson, JR., 
Chief of Staff, Congressional Presentation. 


DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington, D. C., March 29, 1952. 


Memorandum for: Col. Arthur G. Syran, Director, Transportation Division, 

Mutual Security Administration. 

Subject: European shipbuilding versus sale of American reserve ships. 

Referring to your informal memorandum of March 20, 1952, in the form¥of an 
extract from the transcript of the discussion between Mr. Averell Harriman and 
Mr. J. G. Fulton, of the House Foreign Affairs Committee, on the possibility of 
transferring to foreign flags cargo ships of our own national defense reserve fleet 
for the purpose of obviating the use of potential defense materials from foreign 
ship construction to permit the use of these materials in other defense projects, I 
would like to comment as follows: 

(1) The ships in the “moth ball’’ fleets are part of the national defense reserve 
and are not surplus. The extent to which this fleet has been needed to support 
military operations in Korea and the requirements for the military security 
programs and the ECA programs during the past winter are clear evidence of the 
value of these ships to the national policy. They have been invaluable not only in 
support of military but emergency economic political needs which have demon- 
strated beyond peradventure the authenticity of the identification as a “national 
defense reserve fleet.” 

(2) It is true, however, that the great bulk of this national defense reserve"fleet 
consists of Liberty ships which were a marginal type when they were built in the 
first years of World War II and that they have depreciated in military and 
economic value and that we would like to replace them with more modern ships 
of higher capabilities. Advantage would accrue therefore if these ships could - 
disposed of but in my opinion only if they can be replaced with better ships_of 
equal effective cargo-carrying capacity. 

(3) If, as a result of reevaluation of possible total needs for the reserve fleet by 
the interested agencies and particularly the Military Establishment it developed 
there is some actual surplus of ships, it is doubtful if ships of the type and size 
which might be found in excess would have any attractiveness to a foreign friendly 
nation for a long-range utilization. 

(4) Opening up the question of foreign disposal of vessels would inevitably 
open also the question of further availability for sales to prospective United States 
purchasers. Extended controversies, both foreign and domestic, will unquestion- 
ably arise if anv attempt is made to reopen the availability of ships for sale to 
transfer to any foreign nations and particularly to certain selected foreign nations, 
In any event the whole problem of additional ship disposals is a very complicated 
one and could be equitably considered only after full public hearings before the 
appropriate committees of Congress. 

The above views are, of course, informal and of the broadest general nature. 
If more details and more specific statements of our views are required, such can 
be supplied upon further request as may be necessary. 

E. L. Cocurane, 
Maritime Administrator. 
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(The following information has been submitted by the Mutual 
Security Agency in reply to a question asked by the Honorable Jacob 
K. Javits; see p. 531.) 

APRIL 18, 1952. 


Activities UNDER THE MurtvaL Security ProGram Direcrep Towarp 
EXPANDING THE Economic Basr IN Evropr 


One of the clearest lessions of our experience during World War II, and in the 
present defense mobilization, is that a defense program adequate to meet present- 
day needs can be sustained only by a modern highly productive economy. In 
order to carry through the defense build-up in Europe, therefore, and to maintain 
adequate defensive forces in the period after the initial build-up without eon- 
tinuing large-scale external aid, requires a substantial expansion of the volume 
and improvement in the efficiency of European production. This is what has 
happened in the United States in recent years, and it is the foundation of both 
our military and our economic security. 

The demands imposed by the present defense program on European production 
and manpower could not be met if there had not been a very substantial expansion 
of the economic base under the ERP. It is now largely up to the Europeans 
themselves to continue the advances made during this period. The countries 
represented in the OEEC have recognized this in setting for themselves a 5-year 
target of a 25-percent increase in their total output of goods and services. United 
States support can be of considerable importance in this effort, and certain aspects 
of the Mutual Security Program are directed specifically, although not exclusively, 
toward aiding in its accomplishment. These include (a) the production-assistance 
drive; (b) promotion of European economic integration; (¢) counterpart-invest- 
ment programs; (d¢) offshore procurement of military matériel; and (e) develop- 
ment of basic materials. 

(a) The production-assistance drive.—One of the most important ways by which 
the United States can help to further the economic expansion that is so necessary 
in Europe is through the production-assistance drive undertaken by the Mutual 
Security Agency. The aim of this program is to foster an economic and social 
climate that will encourage economic expansion and provide strong incentives to 
private initiative and investment. It centers around a positive concept of pro- 
ductivity—involving not only the promotion of larger individual output but also 
a better distribution of the increased production and an equitable sharing of its 
benefits among management, through a greater volume of sales at lower unit 
cost; workers, through inereased wages; and consumers, through lower prices. 
The production-assistance drive intends to help the independent businessman 
break away from the deeply entrenched restrictive cartel approach that dominates 
so much of European economic life. By providing workers with an opportunity 
to raise their living standards, it will also strengthen free labor unions in their 
fight against communism that has successfully appealed to workers who are dis- 
satisfied with their economic lot in such key countries as France and Italy. 

The program is being developed mainly in Austria, Belgium, France, Germany, 
and Italy. It is to be carried out through national productivity agencies repre- . 
senting progressive-minded management, free labor unions, and consumer groups 
as well as the local government. The role of MSA is to stimulate, guide, and 
assist the development of the national programs. As suitable country programs 
are developed, MSA will encourage the setting aside of adequate local funds for 
the operation of the country production-assistance agencies and for productivity 
loans to participating firms. In the agreements made between MSA and the 
countries on the use of counterpart funds, this purpose will have a top priority 
among nonmilitary objectives. In addition, this program will have first call on 
MSA’s technical assistance which will help provide needed engineering and other 
productivity aid at the individual participating-plant level. 

These programs, emphasizing the equitable sharing of increased productivity, 
will be geared to the particular country situation. This approach in promoting 
industrial efficiency, will at the same time (1) improve marketing and distribution 
methods and policies that will lead to a larger turn-over, (2) help eliminate 
restrictive trade practices which restrict output and keep prices high, (3) improve 
working conditions and expand productive-employment opportunities, (4) enable 
workers to increase their earnings, (5) offer consumers a wider choice of goods at 
lower prices, and (6) focus public attention on the advantages of, and possibilities 
of, achieving higher productivity and greater total production. Similar attention 
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is being given to measures to improve agricultural productivity and distribution, 
and to widen the markets for agricultural products, in order to increase Europe’s 
ability to provide for the needs of its growing industrial and military forces. 

Economic integration—A major requisite for expanding production and 
increasing productive efficiency in Europe is to break down the national economic 
barries that stifle competition and restrict the possibilities for mass production and 
efficient distribution. Without greater integration, the European economy can- 
not advance and grow, or offer its people a tolerable standard of living. This need 
is increasingly recognized by far-sighted European leaders, but advances in this 
direction are obstructed by powerful interests and inertia. Nevertheless truly 
remarkable progress has been made on the imtegration front in recent years, 
through the development of the Organization for European Economie Coopera- 
tion, the European Payments Union, the Schuman plan, and other regional insti- 
tutions. Support and encouragement of these efforts by the United States has 
played an important part in making these advances possible. The draft legisla- 
tion now under consideration by Congress calls for the administration of United 
States aid in a manner that supports concrete measures for integration. One 
such possibility is to provide assistance to a centralized European procurement 
program under the projected European defense community; centralized procure- 
ment would contribute significantly to a more efficient use of the European 
resources available for defense, by reducing the force of narrowly national con~ 
siderations in the placing of matériel contracts. 

(ec) Counterpart-investment programs.— While most of the local currency counter- 
part of economic aid to European countries in fiscal vear 1952 is applied directly 
to defense purposes, a considerable amount of the counterpart in some countries 
is being devoted to investments which expand the economic base necessary both 
to an effective defense program and to the longer-range capacity of these countries 
to support themselves. 

The following paragraphs describe examples of such investments for which 
counterpart funds are being released in fiscal vear 1952. 

1. In Greece the equivalent of about $50 million of counterpart funds are 
being released in fiscal year 1952, for wealth-producing investments, and dollar 
financing of imports of capital equipment also amounts to about $50 million in 
this fiscal year. The principal development programs financed with counterpart 
funds have been the following: 

(a) Agricultural land reclamation, drainage, reforestation, mechanization, 
education, and livestock improvement——designed to improve the efficieney of 
Greek agricultural production and to reduce the country’s dependence on im- 
ported food and increase agrciultural exports. 

(b) Electric-power development, necessary to the expansion of agricultural 
and industrial production. 

(c) Mining of lignite, to reduce Greece’s dependence on imported fuel. and 
other minerals, including baux‘te, chrome, lead and zine, mainly for export. 

(d) Communications—with United States aid, Greece’s entire communications 
network—including highways, railroads, airfields, ports and waterways, coastal 
shipping, and teleeommunications, has been rehabilitated and greatly improved. 
This program has been largely completed except for certain projects of special 
military importance now being carried out. 

(e) Industry—assistance has been provided, mainly in the form of loans to 
private enterprise, in many industrial fields, including food processing, chemicals, 
cement, building materials, paper, and many others. 

(f) Financial and technical assistance is also being provided for fisheries, public 
health, water supply and sanitation, education and vocational training, and public 
administration. 

In the current year’s counterpart-investment program the emphasis is on com- 
pleting projects that have special military significance—e. g., communications— 
which also have substantial economic value, but the other programs outlined above 
are being continued on a reduced scale. 

2. The major part of the counterpart funds currently available in Turkey are 
required for direct military uses, and necessary economic-development projects 
in that country are now financed almost entirely from Turkish resourees. How- 
ever, limited counterpart funds are still being used to provide the critical margin 
required to launch or carry forward certain high-priority economic programs. 
During the Turkish fiscal year ended February 29, 1952, counterpart releases for 
economic purposes (about 31 percent of total releases) amounted to 77.5 million 
Turkish pounds (about $28 million), principally for resettlement of Turkish refu- 
gees from Bulgaria (£T30 million), agricultural development (£T25 million), 





1060 MUTUAL SECURITY ACT EXTENSION 


ae power (£T13 million), and capital loans to private enterprises (£T7 
million). 

Some $2 million is being spent during fiscal year 1952 for technical assistance to 
Turkey, with major emphasis on agricultural improvement, but corsiderable at- 
tention to transportation, communications and mineral development as well. 
Technical assistance in these fields is extremely important to the effectiveness of 
Turkey’s whole development program; hence its significance is much greater than 
is implied simplv by the size of the funds involved. 

3. In Italy the principal economic development program assisted with MSA 
counterpart is that of the Cassa per il Mezzogiorno (Fund for the South), which 
is undertaking a long-term program of land reclamation and restoration of fer- 
tility, irrigation, and water control, development of secondary roads and assist- 
ance to agricultural processing plants in south Italy.- Apart from their long-term 
value as a means of making this desperately poor and backward region stable and 
productive, the Cassa projects are an increasingly important factor in relieving 
unemployment in the area. In the past 2 years, 119 billion lire (about $190 
million) of counterpart funds have been made available to the Cassa; Italian 
Government appropriations for the program have been 200 billion lire ($320 
million). 

4. The major use of counterpart funds in Germany has been for rebuilding and 
investment in the basic industries and agriculture, to repair the wartime devasta- 
tion and destruction and provide a firm base for broadening Germany’s productive 
capacity. Of the 3.9 billion deutschemarks ($967 million) in counterpart funds 
released as of December 1951, over DM 3.0 billion ($727 million) were utilized 
for these purposes, principally for power, coal mining, agricultural development, 
primary metals production and manufacturing of electrical and other machinery. 

In addition, DM 338 million ($81 million) were expended on housing, chiefly in 
the Ruhr area, which is an essential factor in assuring a labor force for coal pro- 
duction. In the use of fiseal year 1952 counterpart funds increasing stress is being 
placed on investments required to permit effective utilization of Germany’s ar- 
mament production potential for Western defense. 

The figures shown above do not inelude the investment program for Berlin, 
which deserves special mention. Soviet harassment and the blockade have pre- 
vented the restoration of the city’s normal economic life. To relieve unemploy- 
ment and bring Berlin closer to a self-supporting status, MSA and the Federal 
Republic have collaborated in developing a 4-vear investment program to double 
the city’s industrial output. It is financed partly by the Berlin Government and 
partly from counterpart funds. The program was started in the last half of fiscal 
year 1951 and already significant results are apparent. Berlin’s shipments of 
goods to Western Germany and to foreign countries increased by 70 percent in 
the last quarter of 1951 over the last quarter of 1950. Unemployment has been 
reduced, though it is still very high. Fiseal year 1952 counterpart releases for 
the program are expected to be over DM 600 million ($150 million). 

5. In Austria, which has no defense program, counterpart funds are used 
primarily to develop Austria’s natural resources and increase industrial and agri- 
cultural production with a view to making the country self-supporting on a sound 
basis. These counterpart investments comprise approximstely 25 percent of all. 
Austrian investment; to date they total 8,931 million schillings (about $345 
million at the present rate of exchange). In the agriculture program which has 
received about 12 percent of all the counterpart released, development and preser- 
vation of Austria’s forest resources has been stressed; land reclamation, drainage 
and irrigation systems, and land improvement projects have also been financed. 
Manufacturing and extractive industries account for 31 percent of the counter- 
part investments, for development of new industries and restoration and modern- 
ization of existing plants. A large share of the investment in this sector has been 
to develop the pulp and paper industry. Coal development has also reeeived 
substantial amounts. In the field of transportation and public utilities, aecount- 
ing for 36 percent of the total releases, the largest single application of counter- 
part has been for expansion of hydroelectric power output. 

6. Northern Norway is a highly strategic, underdeveloped and economically 
depressed area. It is proposed to use about $8.5 million of counterpart funds 
in fiscal year 1952 for development of coal and iron ore production and to extend 
the railway, as part of an intensive Norweigian development program for that area. 

7. Neither Belgium nor Portugal is now receiving economic aid. Small amounts 
of counterpart, from aid given in prior years, are available for investment. It is 
planned to apply these funds in Belgium to modernization and improvement of 
coal mining, and in Portugal (and the Portuguese colonies) to developing the pro- 
duction and transportation facilities for strategic materials. 
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(d) Offshore procurement.—One of the objectives of the program for offshore 
procurement of military equipment in Europe is to activate, modernize, and 
— the capacity in European countries for defense production, so that they 
will be increasingly able to support their own forces and to supply the continuing 
requirements of these forces for maintenance and replacement after the initial 
build-up is completed. At the same time, however, offshore procurement orders 
help to increase the total productive resources of the countries involved by 
facilitating expansion or modernization of their basic industries, and improvement 
in the operating efficiency of these industries through fuller utilization of capital 
and a more regular flow of output. 

(e) Basie materials development.—An important corollary to the required in- 
dustrial expansion in Europe is the assurance of adequate supplies of basic indus- 
trial materials. Such materials, especially certain minerals, are increasingly in 
short supply throughout the world. Present sources are inadequate and some are 
rapidly being exhausted, while requirements are increasing both in the industrial 
countries of the North Atlantic region and in the less developed countries that have 
traditionally been the chief raw material suppliers. 

The world’s largest reservoir of untapped natural resources lies in the dependent 
territories of several of the European countries, principally in Africa. Most of 
these territories are far from fully explored and little developed. They offer a 
tremendous frontier for European enterprise and economic expansion, a challeng- 
ing opportunity for European organizational and technical skills, and promise of 
great benefits to Europeans and Africans alike from their proper development. 

The Defense Materials Procurement Agency is carrying on and extending the 
program, initiated in part by ECA, to expand the output, in Europe and the de- 

ndent areas, of minerals and other primary products in short supply for the 
Jnited States. It is proposed under the Mutual Security Program to supplement 
these activities by necessary assistance (a) to projects that will increase the supply 
of critical raw materials primarily for European use; and () for improvement of 
transportation and port facilities, power installations and other auxiliary services 
needed to expand production and permit the evacuation of basic materials for both 
American and European needs. 


(The following material has been supplied by the Mutual Security 
Agency and the Department of Defense in reply to a request by 
members of the committee. See pp. 568 and 737-738.) 


Errect oF Loss or DEFENSE SupPoRT ON EvRoPEAN DEFENSE EFFORT 
CONCLUSION 


MSA estimates that defense expenditures in eight European NATO countries ! 
and Germany will be reduced in fiscal year 1953 by $3.3 billion, from $13.9 billion 
to $10.6 billion, if defense support of $1.4 billion is not provided. The Depart- 
ment of Defense estimates that a $3.3 billion cut in European defense spending, 
if applied to Army, Air, and Naval forces, might reasonably be expected to result 
in the following reduction of NATO forces: 10 European divisions, with an as- 
sumed European production of 50 percent of their initial equipment; 30 aircraft 
squadrons (750 front-line aircraft and their logistic back-up); and the equivalent 
of 40 coastal minesweepers and 30 destroyer escorts. 


DISCUSSION 


The Mutual Security Agency has made an analysis of the effect of a withdrawal 
of defense support on European defense budgets, and the Department of Defense 
has translated the reduction of defense budgets into an assumption as to resulting 
Joss of defense forces. 

The first step, undertaken by MSA, was to determine, in financial terms, the 
extent to which the European defense effort would be reduced as a result of the 
loss of the raw materials, commodities, and equipment provided through defense 
support. A separate study has been prepared on this subject by MSA. It shows 
that the “multiplier effect’? of defense support is about 2.4 times; without $1.4 
billion of defense support, defense expenditures of the eight NATO countries and 
Germany in fiscal year 1953 would be reduced from $13.9 billion to $10.6 billion, 
or by $3.3 billion. This study only considers the direct economic consequences 
of the loss of dollar imports financed through defense support. It does not take 
account of the serious political consequences of the withdrawal of United States 


! Belgium-Luxemburg, Denmark, France, Italy, Netherlands, Norway, Portugal, and United Kingdom, 
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support for the European defense effort at this critical stage of the NATO coun- 
tries’ rearmament programs. 

The next step, undertaken by the Department of Defense, was to translate the 
financial total of $3.3 billion into physical terms. It is, of course, impossible to 
predict exactly in what categories the European governments would decide to 
reduce their defense efforts if such a reduction became necessary. It was as- 
sumed that the cut would be applied in a manner roughly calculated to result 
in an arbitrary over-all monetary reduction in ground, naval, and air establish- 
ments equivalent to the proportion of equipment provided by MDAP for Army, 
Navy, and Air Force. On this basis, the reduction in Army expenditures wouid 
amount to 10 European divisions, with supporting units, including the propor- 
tion of their equipment (about 50 percent) which is produced in Europe. he 
reduction in European air force expenditures would result in the loss of 30 air- 
craft squadrons, comprising 750 front-line aircraft plus immediate logistic back-up 
of additional aircraft, spare parts, and equipment. In addition, there would be 
$400 million cut-back in European naval expenditures. This would be equiva- 
lent, for example, to 40 coastal minesweepers and 30 destroyer escorts. 


TABLE I.—Estimated cost of equipping and maintaining a United States and 
European army division for 1 year 


[Weighted averages of infantry and armored divisions] 


Ps : al BA et WS eae So ak = 
| European-type | United States 


Category | division (with | division (with 
| Support)! support) 
Rs seer Bei cae ae sR wok SIRE Ne era Ee SDS RES SS ter atlas 
Military personnel costs. _..............-- Pa __| $31,000,000 | $114, 000, 000 
| 2265, 000,000 | 355, 000, 000 


2 Major production and procurement ss aon awees : 265, 
All other operating costs _______- ; ms Ws Mp Sept X . 16, 000, 000 45, 000, 000 


312 2. 000, 000 514, 000, 000 


! European-type division costs (iicmmienin by > tinal ehintes »d-average cost of divisions from thengion, 


France, Italy, and the United Kingdom. 
2 About half of this total consists of United States MDAP equipment. 


Tasie Il.—Military personnel costs! of principal NATO countries for 1 year 


{In United States dollars] 


Total cost Total cost 
United States_.______- __.. $3, 038 | France ; $1, 097 
Canada. _-_- giece _. 2,633} Netherlands ; 894 
United Kingdom _ wits _... 1,211} Denmark___ POE NT Os 883 
pS ES ee See sc. 5, S88) Zemty K. Ale <2 sake. 744 
Netway. 2ccedss us ’ _.. 1, 108} Portugal Dae ss 374 


! Includes pay and allewances, clothing, and subsistence. Average for Army, Navy, and Air personnel. 
(The following information has been supplied by the Mutual 
Security Agency in answer to a request by Hon. James G. Fulton.) 


THE European PAYMENTS UNION 
A. PURPOSE OF EPU 


The financial mechanism established to assist in the achievement of the Euro- 
pean trade liberalization program is the European Payments Union. The major 
objectives to which the EPU contributes are the creation of a single competitive 
market in Western Europe, and progress toward general convertibility of cur- 
rencies. 

The United States objectives in setting up EPU are discussed in greater detail 


in section C below. 
B. HOW EPU OPERATES 


The EPU agreement became effective as of July 1, 1950. It is essentially an 
automatic mechanism for the multilateral clearing and settlement of intra- 
European surpluses and deficits of member countries of the Organization for 
European Economic Cooperation (OEEC), and their associated monetary areas. 
Each country is assigned a quota, amounting to about 15 percent of its intra- 
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European exports, imports, and invisible transactions in 1949. These quotas 
totaling more than $4 billion determine the maximum cumulative deficits or 
surpluses which may be financed under the EPU. 

or settlement purposes both gold and credit are used in fractions depending 
upon the proporation the intra-European payments deficit or surplus of each 
member country bears to that country’s quota. For both debtors and creditors, 
the first 20 percent of a quota involves no transfer of gold (or dollars) ; thereafter, 
separate schedules witli larger gold requirements apply. The schedules below 
indicate that incentives are provided to induce countries to avoid excessive deficits 
or surpluses: 


Debtors’ schedule Creditors’ schedule 
Quota 

Credit Gold Credit Gold 

received payment extended received 

Percent Percent Percent Percent 
First fifth- ’ . dcedatntndiniacittesasie . 100 0 100 
Second fifth , om A 80) 20 50 50 
Third fifth_- hss : Gules’. 60 40 50 | 50 
Fourth fifth mee ota AA ce RA Zs 40 60 5O | 50 
Fifth fifth E il eae 4 | 20 80 50 | SG 


For both creditors and debtors, if the whole quota is utilized, 40 percent will 
have been settled in gold and 60 percent in credits. 

In addition, a few countries—Austria, Greece, Iceland and Turkey—which are 
expected to run deficits that they could neither cover under the system nor repay 
in the foreseeable future have been given so-called special resources. Special 
resources are dollars ECA, now MSA, pays to EPU on behalf of these countries 
to assist them in settling their payments deficits with the other members of EPU 
as a group. 

With the signing of the EPU agreement by the member countries of the OLKEC 
on September 19, 1950, the United States obligated $350 million on the books of 
ECA. This amount constitutes an aid fund in free dollars designed to furnish 
sufficient convertible assets to enable EPU to fulfill its obligations in the course 
of its automatic operations. 

The Bank for International Settlements, as agent for the European Payments 
Union, calculates monthly the net surplus or deficit position of each member 
country and carries out the clearing and settlement operation. 


Cc. EPU OPERATIONS AND ACHIEVEMENTS TO DATE 


1. The encouragement of a harder system of intra-European setilements, the promo- 
tion of progress toward convertibility of European currencies and thus the reduction 
of the cost to the United States of financing intra-European trade.— During the first 
19 months of operations EPU has provided an effective clearing and settlement 
mechanism for all trade and other transactions among members. Total imports 
and exports each may be roughly estimated at around $30 billion (annual rate: 
over $18 billion), as compared to an estimated $12 billion in 1949. Total monthly 
bilateral surpluses or deficits resulting from all these payments and settled 
through EPU amounted to about $6 billion; 76 percent or $4.5 billion were 
cleared by multilateral offsetting and the operation of the cumulative principle, 
thus economizing greatly on the outside aid and monetary reserves necessary to 
effect settlements. The means of settlement through EPU of the remaining 24 
percent or $1.5 billion, which represent the total of net cumulative deficits or 
surpluses, are shown in the attached table. United States dollar assistance used 
for EPU purposes may be accurately calculated at $431 million as of today. This 
can be broken down as follows: 

One hundred and eighty-nine million dollars of “‘conditional’’ aid to intra 
European creditors; 

One hundred and thirty-five million dollars of special resources to intra- 
European debtors: 

Forty million dollars to the United Kingdom, to compensate for sterling 
used in EPU settlements; 

Sixty-seven million dollars of convertible assets used ($350 million plus 
$11.4 million of conditional aid renounced by Sweden and transferred to the 
EPU minus $294.6 million outstanding on February 13, 1952). 


96908—52 68 
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Thus, the portion of total monthly bilateral deficits and surpluses ($6 billion) 
covered by the United States was 7 percent. As compared to this, $1,280 million 
of United States aid was provided under the intra-European payments ‘agreements 
during the 21 months prior to EPU to help finance $4 billion of surpluses and 
deficits, United States aid thus covering 32 percent of total deficits. If the same 
rate of outside assistance had- been applied under EPU the cost would have been 
$1,900 million instead of $431 million. 

2. The removal of dilateralism and discrimination srom intra-European trade and 
payments.— The objective of multilateral payments within its membership is 
inherent in EPU and was achieved when EPU came into effect. Thus all bilateral 
payments agreements were discontinued from the very beginning of EPU, and 
discrimination for balance of payments reasons against Switzerland, Belgium, 
and Germany by the United Kingdom and other nations was imme diately termi- 
nated. In addition, nondiscrimination in the liberalized” sector of trade and 
invisibles was achieved at the same time. 

The general pattern of restrictions against the dollar area has fluctuated with 
the genera! dollar shortage. The basic course of this fluctuation in the degree of 
restriction against the dollar area stems from factors outside the EPU. On the 
other hand, insofar as EPU promotes a larger market and a better use of resources 
within the EPU area and increases the competitive position of Europe vis-a-vis 
the United States, it contributes to attacking the basic causes of the dollar short- 
age, and thus the basis for discrimination against the dollar. 

3. The promotion of a gradual removal of exchange and trade restrictions in 
Europe.—The general removal of restrictions in Europe has always been contem- 
plated as a gradual process, Great progress was achieved in this respect until 
world events led to a new deterioration in Europe’s position. All participating 
countries are adhering to the so-called code of trade liberalization. Belgium, 
France (until the very recent deliberalization), Italy, Portugal, Sweden, and 
Switzerland have lifted quotas on 70 percent or more of their private imports from 
Europe; the Netherlands, 71 percent; the United Kingdom, 60 percent, even 
after the reimposition of quotas last November; Denmark, 75 percent; and 
Norway has accepted 75 percent as of Mav 1, 1952. While Germany abandoned 
liberalization last February, the remarkable success in overcomine its F PU crisis 
has permitted a return to more than 60 percent liberalization. The other parti- 
cipating countries, which include some nations, such as Turkey, Greece and 
Austria, whose recovery has met the greatest obstacles, who continue to receive 
special (EPU) resources from the United States, and who do not participate fully 
in the EPU arrangements, have not yet been able to lift quantitative import 
restrictions to the same extent. 

4. The promotion of cooperative action by the Europeans themselves in tackling 
monetary and international settlements problems in Europe-—EPU has succeeded 
in promoting a far greater degree of cooperative spirit and action among the 
European countries. Concrete proposals could be brought before the Council of 
OEEC without requiring unanimity at a technical level. Private and unofficial 
advice to members has been even more frequent. 

5. The promotion of European integration.—The EPU is the first central insti- 
tution in the field of European integration. The establishment of EPU was a 
necessary step—and, as such, a highly important step—toward the ultimate goal 
of a single, large, competitive west European market within which goods and 
currencies could move freely. As against the ideal of a politically united Europe, 
EPU may seem a very modest first step. But as compared to the chaos of bi- 
lateral pavments relations that divided the participating countries before Julv 1 
1950, EPU represents the significant first stage on the road to integration. The 
progress made on this road during the first 19 months of EPU’s life has been 
greater than anticipated, despite the unexpected obstacles that have been met. 
The functioning of the managing board has accustomed the European countries 
to take fuller account of the efféct of internal and external economic policies cn 
the stability of the European economy as a whole. It has thus promoted better 
integration of European economic policies, thereby creating a better climate for 
further steps to complete integration. 
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D. THE ROLE OF EPU IN THE FUTURE 


It is expected that EPU will continue to serve as the mechanism for clearing 
and settling intra-European payments arising from commercial and other normal 
transactions. Recently EPG has played a useful role in the common defense 
effort by serving as the mechanism for handling payments for military equipment 
and materials transferred between European countries. 

The EPU agreement stipulates that OEEC undertake a general review of 
EPU operations by June 30, 1952, in order to decide upon the future of EPU. 
The EPU Managing Board is now engaged on this project. Member govern- 
ments appear to be unanimously in favor of a continued, effective EPU. Present 
indications are that no major revision is contemplated. Two points appear to 
be of particular interest to the Europeans. They feel that the powers and 
responsibilities of the Managing Board should be increased. The United States 
Government agrees wholeheartedly on this first point. They also feel that in order 
to be strong and flexible, and to inspire more confidence, EPU needs an increase 
in its convertible assets. While such an improvement in the liquidity of EPU 
appears to the United States Government to be very desirable on its own merits, 
the real problem is of course how and where to find the gold and dollars necessary 
for this purpose. Since, in its judgment there are competing and more critical 
needs for any dollars that Congress may see fit to authorize and to appropriate 
for Europe, the United States Government does not at present envisage a direct 
dollar contribution to the European Payments Union. The United States repre- 
sentative on the EPU Managing Board has communicated this United States 


position to the Managing Board. 


EPU settlement of cumulative net deficits and surpluses for each country, July 1950- 
March 1952 


{In millions of dollars] 





| 


| Means of settlement, use of 
quotas, including operation 


j } 
| 
} 


| 








erty ad | weiti- | outside quotas 
Cumvative existing | Jstion | of initial | eae go 
Country net deficit | Fesources | of special | “ered | | Gold or | wail qvota 
(—) or sur- | by (+) or | Credit | : | lative ; 
2 resources | (— —)o dollars |... allotted 
plus (+) | on (—) (-) {debit Ch) granted | paid to | 8¢co% nt- 
| country ! Salemen § | fp dip ay pees bey al 
| - | paid by . 
(+) EPU oe pt | surplus 
(+) EPL 4) | 
| | i | | | j 
CO tf —39. 6 —80.0 |... } 17.2) 17.1] 30 
Belgium eels +746.8| +15.8}.......... | +24) 4423.9) 4309.4) +733.3 331 
Denmark._._._.---| —6.4 | —5.0).........-|.-..-.----| 10.4) |} —10.4 195 
France. ..........-} ——ROy $12:0 1..-5:620.1..........]| —RO |! —82.3 —445.1 | 520 
Germany...--..--- +123. 2 A] Gea Rees J | -+117.6 +17.6 +135.1 | 500 
Greece. _...__. ere —196.0 | +1.1 —79.9 “Eel Ps --| - oa | 20 
Iceland._.......-- —8. 5 |_.._.- sot —4.5 | —4.0 | 0 : 15 
OT IE } +208.9) +425 |... ee Sue --| +146.2 | 4105.2 | 4251.4 | 205 
Netherlands_____.- ee So PTT —30.0 | +1240] +53.0! 4177.1 | 355 
Metwey........-<- —68.5 4 | Re eR weit —8.1) —8.1 | 200 
Portugal.. Last +107.9 |__. Rlnastoateneeu +613 +46.7 +107.9 70 
Sweden... _...-. +240. 6 "5 } Sree +9.8 | +149.1 +97.1 | +246.2 | 260 
Switzerland... ... +176.0 |._._. ie ee | +113.0 +63.0 | +176.0 250 
Turkey —130.3 | —1.9; —220; §—-25.0) -300;, -55.2; -—85.2 50 
United Kingdom. —747.1 | —93.1 |. | +150.0 | —622.0 | —368.2 ~—990. 2 1,060 
Total —1l, 750. 5 —100.0 | —146.0 314. 0 |—1,033.4 —§22.8 —1, 556. 2 4,011 
ane +1, 750. 5 | +100.0 |..........| 4189.2 |4+1, 135.1 | +601.9 |+1, 827.1 |.......... 





i Existing resources are bilateral pre-EPU claims which their holders may use currently as a means of 
settlement as long as they are in cumulative deficit. 

2 Initial credit balances are EPU grants that were allotted by the United States to deficit countries in 
fiscal year 1951. Initial debit balances are grants to EPU by conditional aid recipients in fiscal year 1°41. 
; 3 When Austria and Greece are debtors of the Union, their quotas shall be deemed to be zero up to 30th 

une 1952. 

4 Including $10 million in the form of loan. 

5 In the form of loan. 


Note.—The gold and dollar holdings of EPU will be $338.5 million as of Apr. 16, 1952. 
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(The following memorandum has been submitted by the Mutual 
Security Agency for inclusion in the record in reply to a request made 
by the Honorable James G. Fulton.) 


Unitep KinGpom TrapgE With Eastern Europe 


Trade data shows that during each of the past 3 vears the value of imports 
received by the United Kingdom from Russia and other Eastern European coun- 
tries has exceeded the value of the exports sold to them. Through this trade 
the United Kingdom has received important supplies of timber and grain as well 
as paper-making materials, meat, and other items. These imports comprise a 
large enough portion of total United Kingdom imports of these items to make 
replacement of these sources of supply extremely difficult in the world today. 
For instance, in the category of coarse grains, imports from Russia in 1951 
amounted to over 25 percent of total United Kingdom imports of this item. 
The reduced supplies of meat and coarse grain available from Argentina and the 
postwar balance of payments difficulties and shortage of dollars has meant that 
supplies from Russia and Eastern Europe were essential to the economy of the 
United Kingdom. This has been consistently true even though the United 
Kingdom has pressed hard to expand its domestic meat production. Shortage 
of physical resources, such as timber, has limited investment and delayed much 
needed housing construction. 

The United Kingdom already obtains what it can of these goods from other 
participating countries and from other nondollar areas. If this trade with Russia 
and Eastern Europe were eliminated, it is not clear that the total could be made 
up altogether, but it is certain that there wouid be increased requirements on 
dollar area sources, greater pressure on Western Hemisphere availabilities, and 
dollar costs would rise. The adverse balance of payments position and the heavy 
loss of reserves since the summer of 1951 have meant that the United Kingdom 
has already taken strenuous economy measures to husband its searce dollar re- 
sources to be able to provide essential goods for the economy and to support 
the defense program. Lack of the needed imports would adversely affect the 
level of activity in the United Kingdom and react unfavorably upon the defense 
program. Further drawings on the reduced reserves could not be expected when 
the United Kingdom and the whole Commonwealth have agreed on the urgent 
necessity to halt the drain and restore confidence in sterling as essential to sol- 
veney and survival. If dollar imports had to be substituted for Eastern European 
supplies to the extent Western Hemisphere availabilities might allow, the United 
Kingdom would need more dollar aid to finance vital defense supporting imports. 
It is clear that the net result would substantially affect United States interests. 

The total value of the trade with Eastern Europe has increased since 1949, 
but there have been substantial increases in the general price level since then. 
Although the value of imports from Eastern Europe has increased in 1951, the 
major share of the increase is the increased supply of timber products from 
Finland. Although the value of exports to Yugoslavia and Finland of goods 
produced in the United Kingdom rose in 1951, such exports to Russia declined by 
70 percent and to other Eastern European satellites bv almost 15 percent. The 
rate at the end of the year was considerably below the rate for the whole year. 
The value of machinery and parts exports to all of Eastern Europe fell by one- 
third in 1951. 

Exports of British-produced goods of highly strategic importance to the Soviet 
bloe are, of course, carefully limited by “‘security’’ controls as well as by the 
demands of British defense program. The increase in receipts from the trade with 
Russia reflects the increase in the value of reexports of goods produced in other 
parts of the sterling area. Shinments of these goods during 1951 reflect the sharp 
rise in prices of these commodities which reached a peak in the first half of 1951. 
Receipt of Soviet supplies hinges on Russian ability to spend sterling earnings from 
sales to the United Kingdom, especially on such sterling commodities as wool and 
rubber. 

In addition to controls on direct exports, the United Kingdom now requires 
export licenses to be obtained for strategic goods which enter British ports in 
bond, instead of being introduced into the economy. These requirements are 
understood to constitute an effective method of controlling transshipments. 
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United Kingdom trade with Russia and satellites 











{Millions of dollars] 
1949 1950 | 1951 

United Kingdom trade with Russia: | 
Eniperte 6. 4, T.5... 2.25... : aus ‘ 45.0 | 95.8 168. 4 
Exports and reexports f. 0. b___._- Hb ahedd ‘ J 2.9 39.6 66. 1 
Crude-trade balance _______-- eiemmet : —16.1 | —56, 2 | — 102.3 
— =~) ——-_« " = —————__ 

United Kingdom trade with Finland: | 
Imports ¢. i. f ssh ices : 93.8 | 94.6 | 280. 0 
Exports and reexports f. “3 Waa ae 4.0 58.8 | 93.0 
Crude-trade balance --.......-- cae Seiki andindin ; —39.8 | —35.8 | — 187.0 

United Kingdom trade with all Eastern Europe, including Yugo- ae ae 

slavia and Finland but excluding Eastern Germany: | | 
Imports c. i. f : ec aie 245.0 302. 4 567.8 
Exports and reexports f. 0. b ’ ‘ 164.3 | 165.0 237.1 
Crude-trade balance _. ~80.7 7 — 137.4 — $30. 7 


Note.—Import figures include the costs of insurance and freight. Freight charges increased substanti- 
ally in 1951, 


(The following memorandum has been supplied by the Mutual 
Security Agency for inclusion in the record: ) 


JUSTIFICATION FOR $27 Minttion Basic MaTerRIALS PropucrTion AND Support 
ProGcraM UnNper TIt.e I 


The Defense Materials Procurement Agency (DMPA) is actively engaged in 
promoting, in the United States and abroad, the development and procurement 
of minerals and other primary commodities in which the United States is in short 
supply. 

Aid to basic materials production and procurement, under the Mutual Security 
Program in fiscal 1953, will be directed toward two additional objectives: (a) 
Increasing the output of critical raw materials for European use; and (b) develop- 
ing or improving transport and port facilities, power installations, and other 
auxiliary services vital to a sustained expansion in the production and export of 
basic materials required in both Europe and the United States. Such auxiliary 
projects are an essential part of the effort to increase the accessibility, production, 
processing, and transportation of such basic materials. A $27 million fund has 
been specially earmarked for the carrying out of these aims in the title I area, 
supplementing as needed much larger investments from metropolitan and local 
sources and from public and private agencies abroad. 

In planning for the use of this fund, consideration has been given to a wide 
range of illustrative projects in the dependent overseas territories and in continen- 
tal Europe. A list of these projects, many of which have been discussed in a 
preliminary way with the European governments concerned, is attached hereto. 
Preliminary cost estimates are not vet available for all of the projects listed but 
tentative data received to date indicates that the total costs of the projects shown 
for the area of continental Europe, when received, will probably approach $100 
million (equivalent) and that those contemplated in the overseas territories 
would involve expenditures equivalent to nearly $200 million. 

It is expected that to the extent that these and similar projects are, on further 
investigation, found to be practicable and of sufficiently high priority to warrant 
the necessary allocation of resources, they will be financed mainly by public and 
private agencies in Europe and the territories, and that the external loan assistance 
required will be derived, to the extent feasible, from such agencies as the iater- 
national Bank for Reconstruction and Development, the Export-Import Bank 
and the Defense Materials Procurement Agency, as well as from private invest- 
ment sources in the United States and elsewhere. The $27 million will constitute 
a special resource to be drawn upon in cases where further supplemental aid, 
through loans or grants, is clearly necessary in order to speed the completion of 
specific projects which are designed to increase, as promptly as possible, the 
availability of urgently needed raw materials. 
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Past experience has demonstrated that such a fund can be used not only for 
the provision of supplementary aid, at critical points, to vital projects, but, also 
as a means of stimulating the use of other public and private resources on a much 
larger scale, for the enhancing of materials production and availability. Without 
such expansion the defense production programs as well as the civilian economies 
of the NATO countries would be crippled. 

Decisions with respect to the specific projects to be aided in the metropoles 
and the overseas territories will be made only after careful analysis of: The 
technical merits of individual projects as they are submitted, their relative 
urgency and importance to the defense effort, and the demonstrable need for 
supplementary financing, through loans or grants, from mutual security resources. 


ILLUSTRATIVE Basic MATERIALS PRODUCTION AND Support ProJects, Fiscau 
1952-53, IN THE DEPENDENT OVERSEAS TERRITORIES 











Projects Materials affected 
A. In south-central Africa: 

De Sn SUE Sait os nccddadekedscu eroieenbas ———. copper, wolfram, lead, zinc, asbestos, 
coal. 

2. Benguela, railroad improvements. ..........| Manganese, uranium, cobalt, copper, cadmium, 
zine. 

3. Port of Lobito, installations-_._.............-| Manganese, uranium, cobalt, copper, cadmium, 
zine. 


4. Revue-Beira, power transmission line, } Chrome, copper, asbestos. 
Mozambique. 
5. Mineral exploration and development, An- | Manganese, copper, beryl, pa tin, wol- 


gola and Mozambique. framite, Manazite, an 
6. Mabubas power station expansion __..___... Manganese. 
7. Biopio power station and transmission line-- Copper, cadmium, zinc, Manganese, uranium, 
8. Ruzizi Valley power station _..........- ea Tin, columbite, tantalite, tungsten. 
B. In ra Africa: 

Port of Memours, improvement, Algeria....| Lead, zinc, manganese. 
. Port of Casablanca, expansion..............- Phosphates, iron, manganese, lead, zine, cobalt, 
> Moroccan electric power expansion ____------ Lead, zine, iron, Manganese, co coal. 


Food a rench North Africa... .. Basic food supply. 
Cc. In jo -¥. African territories: 
1, Abidjan railroad and port improvements, | Manganese. 
French West Africa. 
2. Road and trail construction, Niger territory, | Tin. 
French West Africa. 
. Road and bridge improvement, Madagascar-_| Graphite. 
Transportation and water surveys, Maure- | Copper. 
tania, French West Africa. 
. Palm oil production, French Equatorial | Palm oil. 
Africa, Dohemy, Camaroons 
Awaso-Berekum rail extension, Gold Coast ..| Industrial diamonds. 
i —e rail improvements, Gold | Bauxite. 
oast. 
8. Kampala-Kilembe rail link, Uganda-__-_-_-- Copper, wolfram. 
9. Road and bridge 7 “apa Gabon, | Industrial diamonds. 
French Equatorial Africa. 
10. Rice production increase, Niger Valley, | Basic food production. 
French West Africa. 
D. In non-African territories: 
1. Ne i port and road improvements, New | Chrome, manganese, nickel. 
onia. 
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Report By Gen. THomas T. Hanpy, Unirep States Army, UNirep STATES 
MILITARY REPRESENTATIVE FOR MILITARY ASSISTANCE IN EUROPE ON UNITED 
States MILITARY ORGANIZATION AND PROCEDURES FOR MILITARY ASSISTANCE 
IN WESTERN EvROPE AND ON THE Miuitary DEFENSIVE PosTURE IN WESTERN 
EUROPE AND THE Errect or Unirep States MILitary ASSISTANCE THEREON 


1. Introduction 

As United States military representative for military assistance in Europe, I am 
responsible to the Secretary of Defense and the Joint Chiefs of Staff for the military 
aspects of United States military-assistance programs in the European North 
Atlantic Treaty (NAT) area. This report outlines briefly the United States 
military organization and procedures for discharge of this responsibility and 
presents my evaluation of the progress which has been made toward an adequate 
military defensive posture in Western Europe and of the part which the Mutual 
Security Program (MSP) and its predecessor, the Mutual Defense Assistance 
Program (MDAP), bh has played in this effort. My evaluation is based upon infor- 
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mation obtained by personal contact with numerous European officials; through 
my activities as a member of the Joint Chiefs of Staff Joint Representatives, 
Europe; in connection with my duties as the Defense Department member of the 
European Coordinating Committee; and from periodic reports made to me by the 
Joint American Military Advisory Group, Europe (JAMAG). 

2. United States military organization for military assistance 

(a) Responsible to me, and maintaining day-to-day contact with the planning 
and implementation of the military aspects of United States military assistance, 
is the Director of JAMAG, who with his staff, is located in London. His principal 
military assistance functions are those of equipment (end items or matériel) and 
training programing and implementation, and of providing military policy and 
operational direction for the Military Assistance Advisory Groups (MAAG’s), 
which are under my military command and which are stationed in the European 
NAT countries. The JAMAG joint (Army, Navy, Air Force) staff works very, 
closely with the other United States regional agencies and coordinates the military 
portion of the program with the Office of the United States Deputy Representa- 
tive, North Atlantic Council, for political aspects; the Office of the Special Repre- 
sentative for the Mutual Security Agency, for economic aspects; and the Office of 
the United States Representative, North Atlantic Defense Production Board, for 
matters relating to European production. 

(b) The MAAG is the military element of the United States country team 
which also includes the Embassy and the Mutual Security Agency (MSA) Mission. 
Each MAAG is likewise a joint organization. It carries out the military portion 
of the program, and is responsible for equipment and training programing and 
implementation, for requisitioning, and for receiving and turning over equipment. 
It also renders guidance and assistance to country authorities in appropriate 
military fields and keeps under constant surveillance the ability of the country 
to receive, store, maintain, and operate matériel. The MAAG works in close 
coordination with its State Department and Mutual Security Agency counter- 
parts, especially in matters related to indigenous military production. 


3. Relationship of United States military organization with SHAPE 

Entirely separate and distinct from this United States military organization 
is the international military command agency, Supreme Headquarters, Allied 
Powers—Europe (SHAPE), with its subordinate commands. We recognize that 
close coordination must exist between the United States agencies responsible for 
the military assistance program and the SHAPE organization. The need for 
such coordination has gradually increased as SHAPE’s plans and operations have 
developed. Because of the international nature of his position, however, the 
Supreme Allied Commander, Europe (SACEUR) has naturally not desired to 
assume responsibility for what is strictly a United States program. On the other 
hand, he has properly made known to us, through his United States element and 
on the basis of his foree requirements and his plans for the build-up and employ- 
ment of those forces, his views as to priorities for allocation and delivery of equip- 
ment. This information is taken into full consideration by JAMAG and the 
MAAG’s in both planning and implementing equipment and training programs. 
To this end, close informal working liaison has been developed between JAMAG 
and the United States element in SHAPE, and between the MAAG’s and the 
United States elements in appropriate subordinate NATO commands. Actual 
programing and implementation are, however, entirely United States matters, 
and final responsibilities and decisions rest with the United States. 


4. Military situation existing prior to initiation of program 

(a) Before I explain how this United States military organization for military 
assistance in Western Europe operates and outline what it has done so far, I 
think that it would be useful to sketch briefiv the military situation in that area 
before the program was initiated. First, it must be remembered that most of 
our European Allies suffered seriously during World War IT in losses of man- 
ower, resources, and productive means. Moreover, with the exception of the 
Inited Kingdom and Portugal, their military services were wrecked and their 
military equipment largely destroyed. Our allies, therefore, had a very poor 
foundation upon which to reconstruct their military forces. On the matérie! 
side, they were forced to begin their rebuilding with odds and ends of equipment 
which were salvaged after the German surrender, or were acquired subsequently 
from the United States, the United Kingdom, and various other sources. On 
the personnel side, they were faced with a shortage of officers and of NCO’s 
since relatively few had been trained since quite early in the war. 
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(b) The pressing military needs, then, were for equipment and training. Given 
sufficient time and the will, I believe that our allies could have filled these needs 
largely through their own efforts. However, with increased evidences of Soviet 
aggressiveness, time became the essential consideration. It was concluded that 
our NAT partners could not achieve the goals called for by the North Atlantic 
Treaty Organization (NATO) defense plans unless they were given substantial 
United States assistance. Such assistance included United States equipment and 
training, production knowledge, raw materials, and economic aid to support the 
basic economy upon which the military effort would rest. 


5. Principles and procedures governing equipment programing 

(a) (1) With regard to equipment assistance, let me first mention some of the 
basic military principles governing the giving of such aid, which have actually 
served to stimulate countries to make greater defense efforts themselves. These 
principles are consistent with the thought which underlies the whole program, that 
primary responsibility rests with each NAT country for raising, maintaining, and 
equipping its own forees, and for obtaining all necessary goods and services for 
those purposes. However, we must keep in mind that urgent objective of creating 
effective defense forces rapidly. The principles themselves are contained in the 
broad programing criteria which the Joint Chiefs of Staff furnish to responsible 
agencies preparatory to the development of a program for a given fiscal year. 
These criteria are: 

(a) Equipment (as well as training) needs for forces must conform to the force 
requirements approved by the North Atlantic Council and be based on the need 
for, and the ability of, the country to absorb and utilize the equipment requested. 

(b) Combat forces should be equipped so as to approach a performance cap- 
ability comparable to that of similar United States units. However, the scale 
of equipment should be related to the missions which the forces are expected to 
execute and to the conditions under which they are expected to operate. Also, 
most foreign forces are accustomed to operating on a more austere basis, as regards 
mechanical equipment and matériel to provide for the health and comfort of the 
men, than are United States forces. 

(c) Generally speaking, items supplied should be those primarily for military 
application, especially essential combat weapons. Other items, such as food, 
clothing, medical supplies and POL should be furnished only under special 
circumstances. 

(d) In general, common (commercial) spare parts, otherwise procurable by 
the requesting countries, such as spark plugs and tires, should not be provided. 

(e) Finally, but importantly, equipment should not be furnished to any country 
which can, within the time phasing called for by the Medium Term Defense 
Plan (MTDP), produce or otherwise obtain the same or comparable items within 
that country or in any other country. 

(b) (1) I feel that it would be helpful if I now reviewed briefly how we apply 
these principles in programing equipment assistance. Each country has com- 
mitments to furnish definite Army, Navy, and Air Force units in accordance 
with NATO plans, and to provide certain vital forces needed to support these 
units. On the basis of these commitments the MAAG, in collaboration with the 
local military authorities, determines the deficiencies of the particular country 
in the equipment required to place those units in combat readiness. In this 
determination, the MAAG is guided by the foregoing programing principles. 
The United States country team then makes a critical review of the deficiency 
list, and articles which it is felt the country is able to manufacture or to procure 
locally or elsewhere are deleted. A tentative program is then prepared by the 
MAAG, within anticipated monetary ceilings if available. 

(2) The deficiency list and tentative program are next reviewed at the regional 
level, where JAMAG again applies the programing principles which I have men- 
tioned. The lists are also studied by SUSREP with view to determining what 
items might be screened out on the basis of over-all European production capacity. 
In addition JAMAG, in coordination with the United States element of SHAPE, 
formulates priority recommendations for the division of such funds as may become 
available, between countries and between services in those countries. 

(3) The deficiency lists, screened tentative programs and priority recommenda- 
tions are then taken to Washington where they are further reviewed by the 
Services in the light of over-all requirements, United States production capabili- 
ties, and other considerations. When monetary ceilings become reasonably firm, 
the programs are again screened and are refined, at all levels, before being finalized. 

(c) It can therefore be seen that a given program does not represent a European 
shopping list, or a superficially considered blanket requisition for United States 
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equipment. Rather, it represents a carefully screened, integrated, and coordi- 
nated effort to determine those essential military requirements of European 
NATO forces which the countries cannot themselves provide within the time 
limits set by the Medium Term Defense Plan. 

6. Objectives, scope and status of equipment programs 

United States equipment assistance has so far been programed under three 
programs—those for fiscal vears 1950, 1951, and 1952. A proposed program for 
fiscal vear 1953 is currently under development. 

(a) The fiscal vear 1950 equipment program ($890M) had as its objectives: 

(1) Army.—To meet, to the fullest extent possible, the deficiencies in major 
items of equipment for the divisions which existed in the NATO area at the time. 
The items furnished consisted in most cases of World War II types of ordnance 
signal and engineer equipment which were available from existing Army stocks. 

(2) Navy.— 1o modernize those naval forces which existed in the title ] countries 
in 1949, by providing up-to-date combat and training equipment. Emphasis was 
placed upon antisubmarine warfare and mine sweeping through the supply of anti- 
submarine warfare vessels and equipment, and mine sweepers. 

(3) Air Force.—To equip fighter, bomber, and transport squadrons—and 
training units—of existing NATO forces by providing aircraft, spare parts, and 
aeronautical equipment—such as field and organizational equipment, electronics, 
ordnance, and other logistical support equipment. The majority of this equip- 
ment was supplied from existing Air Force excess stocks. 

(b) The consolidated fiscal year 1951 equipment program (S3.8B) had as its 
objectives: 

(1) Army.—To meet, to the fullest extent possible, deficiencies in major items 
of equipment for the divisions in being and mobilizable by D plus 15 days. Much 
of the equipment involved required new procurement and included many of the 
most modern type items adopted as standard by the United States Army, such as 
improved antitank rocket launchers and the latest medium tanks. 

(2) Navy.—Further to modernize and equip forces in being during 1951 and 
to provide ships and aircraft for the forces which the countries planned to have on 
hand by January 1, 1953. Emphasis was placed upon furnishing additional 
escorts, nine sweepers and antisubmarine warfare aircraft and upon harbor defense 
and antisubmarine warfare equipment. 

(3) Air Force-—To equip additional fighter, bomber, transport, and tactical 
reconnaissance squadrons and training units by providing aircraft and spare parts 
and other aeronautical equipment. The program called for procurement and 
provision of jet-type fighter-bomber and tactical reconnaissance and trainer 
aircraft in addition to the types supplied under the 1950 program. 

(c) The fiscal year 1952 equipment program ($4.7B) had as its objectives: 

(1) Army.—To supply certain maintenance equipment, supplementing the 
fiscal years 1950 and 1951 programs, and to furnish certain major items of equip- 
ment for forces mobilizable by D plus 90 days. Special emphasis was placed on 
the equipping of certain high priority units designated by SHAPE, and to the 
programing of certain selected major items such as tanks, which require long 
production lead time. 

(2) Navy.—To supply certain maintenance equipment, supplementing the 
fiscal years 1950 and 1951 programs, and to furnish certain major items of equip- 
ment required to round out and bring the navies into balance in accordance with 
over-all VATe ) plans. 

(3) Air Force——To supply certain maintenance equipment, supplementing the 
fiscal vears 1950 and 1951 programs, and to furnish certain additional aircraft, 
spare parts and other aeronautical equipment required to meet NATO commit- 
ments. Provision was made in this program to permit the production in Canada 
of 395 intereeptor-type aircraft for the United Kingdom, the United States 
furnishing aircraft engines and related accessories. 

(d) The objectives of the proposed fiscal vear 1953 equipment program, as 
submitted to Washington, were— 

(1) Army.—(a) To complete the equipping of the forces which the countries 
have committed themselves to raise by 1953. 

(b) To furnish a portion of the long production lead time items required for 
additional forces to be raised in 1954. 

(c) To furnish a smali war reserve of ammunition and spare parts. 

(2) Navy.—To provide essential combat equipment required by countries in 
support of the major naval units committed to the NATO defense plan. 

(3) Air Force.—(a) To provide initial unit'and peacetime attrition aircraft and 
equipment for current Air Force commitments of NATO countries, and 
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(b) To provide like equipment for an increase of country forces over current 
country commitments based upon the force requirements of the so-called Paris 
Air Plan, which integrates revised country Air Force plans for contributing to the 
Medium Term Defense Plan. 


7. Objectives, scope, and status of training programs 

(a) So far I have emphasized matériel aid; and equipment does, of course, con- 
sume the great bulk of available funds. However, I consider that the training 
program, while relatively inexpensive, is of at least equal importance. 

(6) It is obvious that an item of equipment, no matter how modern, depends 
for its effectiveness upon the ability of those who operate it to use and take care of 
it properly. Thus the primary objective of military assistance training is to 
insure proper operation and maintenance of equipment provided under the 
program. We also furnish the NATO countries certain additional training and 
technical assistance which they themselves, using their own resources and com- 
bined training facilities, cannot provide; and we assist in the establishment and 
standardization of certain training and operational procedures which can be 
supported by Allied governments when United States participation 1s withdrawn. 
Finally, this training gives the United States an opportunity to teach sound mili- 
tary doctrines and procedures, the value of which should considerably outlast 
that of many items of equipment furnished. 

(ec) (1) Training under the military assistance program is carried on in training 
installations in the United States, in training establishments and units in the 
United States Occupation Zone of Germany, and within the countries themselves 
by means of United States training teams. The countries must ask for military 
assistance training, but the MAAG’s evaluate the countries’ training needs and 
assist materially in the formulation of their requests. In performing this function, 
the MAAQ’s principally undertake to tailor military assistance training to the 
specific requirements generated by the expected deliveries of equipment. This 
is not an easy matter, in view of the general difficulty which the United States 
services encounter in making firm delivery predictions. However, every effort is 
made by United States military agencies at all levels to provide, as a minimum, 
essential quantities of training equipment required for use in country training 
establishments. 

(2) Students to take military assistance training are generally chosen because 
of their expected ability, upon completion of training, to transmit their acquired 
knowledge to other members of the armed forces at training establishments or 
in units in their own countries. The MAAG’s screen the selection of students, 
and they also check the use to which military assistance—trained personnel are 
put after the instruction has been completed. 

(3) Training for students of European NAT countries has so far been given 
under both the fiscal year 1950 and consolidated 1951 programs, and is in progress 
under the fiscal year 1952 program. As of December 31, 1951, training spaces 
which have been filled totaled 16,296, divided by services as follows: Army 3,809; 
Navy 8,581; and Air Force 3,906. Training for 12,530 of these students has been 
in the United States, and for 3,766 of them in Europe. In addition, approx- 
imately 4,500 students have been trained within the countries, through the medium 
of United States training teams assigned on temporary duty. 

(d) My over-all evaluation of the training situation, in all NATO countries 
with the exception of the United Kingdom which has required little training as- 
sistance, is that there is still much to be accomplished. However, I believe that 
there has already been great improvement and that the outlook for the future is 
good. I should add that SHAPE and its subordinate commands are playing an 
increasingly important role in the training field—their emphasis being however, 
ylaced on tactical training and training pertaining to the implementation of 
NATO plans, instead of on training devoted to the development of skills requisite 
to the receipt, maintenance and operation of equipment being supplied under the 
program. 


8. Indigenous military production and offshore procurement 

(a) Besides providing equipment and training assistance, the military aid 
programs have also given some assistance in stimulating European production. 
Primary responsibility for this activity has not been placed upon the military, 
and so I shall not treat with it except to concede its tremendous importance in 
relation to ultimate United States objectives in Western Europe. I might add 
that the role of the MAAG’s and JAMAG in this field has been confined princi- 
pally to the provision of military guidance for United States country and regional- 
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level consideration of projects for United States-supported indigenous military 
production. 

(b) (1) A related and comparatively recent activity in which JAMAG and the 
MAAG’s are to a limited extent involved is that of offshore procurement—in 
other words, the utilization of European facilities in the production of military 
equipment, when procurement from those sources is found to be in the best 
interests of the United States. In accordance with the intent of Congress 
pertaining to the use of MSP funds, the United States military services have 
initiated an offshore procurement program under which it is hoped that contracts 
can be placed in Western Europe to the value of approximately $500 million 
during fiscal year 1952, and to the value of twice that amount during fiscal year 
1953. Each of our services has designated an organization in Europe as its 
agency for the program. 

(2) It is expected that offshore procurement will result in the following 
advantages for the United States: : 

(a; Provide sources of supply in Europe. 

(b) Lay the groundwork for a greater European self-sufficiency in military 
production. 

(c) Expedite deliveries of essential equipment. 

(d) Relieve strains on United States industrial capacity and the drain on 
United States provided raw materials. 

(e) Provide savings due to cost differentials. 

(f) Contribute to a limited degree to the economy of these European countries 
by providing them with additional sources of United States dollars. 

(3) At the present time although this program is still generally in a formative 
stage, it is progressing satisfactorily. 


9. Progress made toward adequate defensive posture and role of military assistance 
therein 

(a) To turn now to the current situation in Western Furope, it is well known 
that it is as yet by no means secure. However, I feel that very substantial 
progress has been made toward the achievement of an adequate military defensive 
posture; and I am convinced that United States military aid has played the key 
role in this development. 

(b, (1) The inerease in the effective strength of the drmed forces in Europe 
during the past vear has been substantial. At the time when United States 
military aid was first given to the NAT countries, virtually no combat-effective 
military units existed. By a vear ago, a substantial base had been established 
upon which the countries could rebuild their forces, but none of the units could 
have been considered effective. Today there are available appreciably more 
units, and their standards of effectiveness have increased. Neither in quantity 
nor in quality do they yet meet SHAPE’s requirements, but progress has been 
encouraging. 

(2) This increase in strength could not have been realized without the receipt 
by the countries of substantial United States equipment assistance with which 
to arm their new forces. Furthermore, it could not have been accomplished 
without the encouragement and assistance which was given the countries by the 
United States towards increasing their own output of military equipment for 
those forces. 

(3) (a) The increase in quality could not have been achieved without the 
training provided by the United States and the constant efforts and influence of 
the MAAG’s to cause the countries to improve their military command, training, 
logistical and personnel structures and methods. 

(b) In the training field, service schools are being expanded and training centers 
improved to provide more effective use of available facilities; and more modern 
methods of instruction and training are being employed. In general, the European 
NATO countries are making good progress in the development of trained man- 
power. While the total active strength (world-wide) of the armed forces of those 
countries is at present approximately 40 percent less than that of United States 
forces, the European NATO countries could mobilize for combat—in trained 
units and within 72 hours—about 5 percent more manpower than could the United 
States. Of course, the effectiveness of these units would be dependent upon the 
availability of equipment. However, if training gains continue as anticipated 
and if equipment becomes available, present indications are that the European 
nations will, by 1954, have increased their immediately available combat strength 
by approximately 40 percent. F 

(c) In other fields, military services are being reorganized to produce combat 
units which will fit more readily into an integrated allied force, and terms of 
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military service have generally been lengthened. Also, there has been some 
improvement in conditions of military service, although I might add that those 
conditions are still generally too low to attract to the services sufficient individ- 
uals of suitable character and ability to become members of regular forces. 
Further improvement in this regard can be expected; but I consider it pertinent, 
from the standpoint of United States policy, to note that—basically due to the 
difference in standards of living of Europeans and Americans—thé cost of raising 
and maintaining European forces will probably always be substantially less than 
that of similarly providing United States forces. 

(4) (a) Not all countries have done all of these things, for progress has, of course, 
been affected by local problems, customs, and background. For example, because 
of the lack of basic military traditions and of experience with modern military 
organizations, logistics and equipment there did exist on the part of some countries 
insufficient comprehension of the real scope and quality of military effort required 
to’accomplish the NATO mission. Several countries in this category have now 
taken steps to modernize their military establishments, realizing with a growing 
sense of urgency that an ill-equipped and inadequately trained armed force can- 
not withstand the impact of modern warfare. Although their efforts in this 
direction were initially prone to be lethargic, within the last year these countries 
have steadily strengthened their military positions. Furthermore other NAT 
countries, in spite of numerous handicaps—ineluding military responsibilities in 
other parts of the world—-have made strong bids for leadership in Europe; and 
their progress toward meeting their force commitments to NATO on schedule 
is generally reassuring. 

(b) Many factors have of course contributed to this improvement, and certainly 
the influence of SHAPE has been tremendous. However, I feel that it can 
truthfully be said that, to a degree impossible to measure accurately at this time, 
United States military assistance has acted as both the spur and the inducement 
in making these improvements materialize. 

(c) (1) The morale of the armed forces of the NAT countries, including their 
willingness to recognize the threat to their security and their will to resist it, is 
improving, although it naturally varies between countries and even between 
services within countries. Several factors have contributed to this improvement, 
besides the important one of the United States having clearly revealed—through 
its prompt action in Korea—-its intention of resisting the forces of aggression. 
These factors are: 

(a) The positive proofs which the United States has given that it is whole- 
heartedly behind the NATO detense effort—through supplying modern arms 
and training to enable the countries to deploy effective combat forces, and through 
building up American military strength in Europe so as to be able to provide 
support to the Western European countries before an attack occurs and not 
after the countries themselves have been overrun. 

(b) The development of an integrated effective Western European defense force 
under a Supreme Allied Commander in Europe. 

(2) Although there can be no mathematical assessment of the attitude of the 
Europeans, those attitudes improve as the factors which I have mentioned 
approach realization. In this connection, I believe strongly in the idea that 
“strength begets strength.”” As NATO becomes stronger and our partners 
become more and more aware of that trend, I feel that there is a good chance that 
the Western European effort will accelerate, with the result that military goals 
will be attained earlier than the present position would indicate. Certainly, the 
key to this development is the continuation of substantial United States military 
assistance. 


10. Conclusion 

One final point. It is imperative—from the standpoint of the security of the 
United States—that we hold our Western European allies, who provice the man- 
power and industrial capacity which enable us to maintain a favorable potential 
balance of strength. As I have indicated, those allies are incapable, in the time 
considered to be available, of raising and equipping, unaided, the forces needed for 
a successful defense of that key area. It is my considered opinion, therefore, that 
continued military assistance to our European allies is our only acceptable course 
of action. 
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STATEMENT OF Hon. Cuarues J. Kersten, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF Wisconsin, On H. R. 7005, a Bint To AMEND THE Murua. 
Security Act or 1951 


The amendment to section 101 (A) (1) of the Mutual Security Act of 1951, 
which I sponsored last vear, provides $100,000,000 to be used for persons “who are 
residing in or escapees from the Soviet Lnion’’ and the other Communist-dom- 
inated countries. This amendment has as its purpose: 

(1) to assist those people who escape from the Communist tvranny, primarily 
by forming those who are willing into national army elements which can fight 
along with the NATO forces, and 

(2) to afford practical assistance to people behind the iron curtain who are 
working to eventually overthrow the Communist regimes. 

As the U. 8. News of January 11, 1952, pointed out, “Louder cries of alarm 
have been sounded by Russians over these dollars than over the $150 billion to be 
spent on United States rearmament.”’ 

The Soviet Union and its satellites bave protested violently to this amendment 
both to the United States Government and in the United Nations. The gist of 
their complaints is that passage of the Mutual Security Act with my amendment 
in it constituted an aggressive act and an intervention in the internal affairs of 
other countries. 

Passage of this amendment is by no means an aggressive act against the peoples 
of these countries. On the contrary this amendment signalizes our friendship with 
the suppressed peoples of the Communist countries. It is a formal clasp of friend- 
ship through the barbed wire which separates the oppressed victims of commu- 
nism from the people of the United States. Only the tyrants in the Kremlin need 
fear it. 

My amendment is in complete harmony with the expression of the basic natural 
law contained in our own Declaration of Independence. In that document, our 
forefathers set forth the fundamental God-given right of all peoples to alter or 
abolish their government and to institute a new one whenever any form of govern- 
ment became destructive of its proper ends of life, liberty, and the pursuit of 
happiness. 

The Declaration of Independence further stated that it was not only the peoples’ 
right but their duty ‘‘to throw over such government and to provide new guards 
for their future security.’ Clearly, then, sinee these unfortunate peoples have 
the right and duty to overthrow their masters in the Kremlin, the American 
people have a right to assist them in every practicable way in such an undertaking. 

The principle of nonintervention in the internal affairs of other countries is an 
excellent time-tested principle which should govern the activities of all countries. 
If the excellence of the principle of nonintervention is to be properly acknowledged 
and adhered to, it is incumbent upon those devoted to this principle to come to 
its defense when it is violated and to take positive measures to oppose and end the 
intervention of outsiders upon the internal affairs of any nation. And it is pre- 
cisely in defense of this principle, which has been so rudely violated by the Com- 
munist gangsters in the Kremlin, that the action taken by the United States in 
adopting my amendment Was so justly warranted. 

The Communist outlaws have continuously intervened in the internal affairs 
of the United States. But more particularly and more disastrously they have 
intervened in the internal affairs of Lithuania, Estonia, Latvia, Poland, Czecho- 
slovakia, East Germany, Hungary, Bulgaria, Rumania, Albania, China, and 
Korea, and the peoples of the Soviet Union itself. They improperly seized power 
in Russia and have since continued to deny all the peoples of the Soviet Union 
the exercise of their sovereign right to determine their own affairs. 

Thus, our declaration of intent to render aid to the peoples enslaved by com- 
munism is not a violation, but rather a vindication of this principle of noninter- 
vention, and of the right of these peoples to govern their own affairs without 
outside interference. 

This new program set forth in the Mutual Security Act provides a new approach 
to our foreign policy. If we courageously carry out our plan to help the people 
of the Communist countries to liberate themselves, we can secure world peace 
by ending the threat of war at its very source. 

The anguished complaint of the Soviets about the Kersten amendment indicates 
that this program of liberation hits at the vital weakness of the Communist 
tyranny. 

The extent of the Kremlin’s cries about this amendment to the Mutual Security 
Act is quite understandable if the nature of the present world conflict is properly 
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understood. In most of the conflicts of the past nations have been pitted against 
nations but each of them has had the oemek support of its own people. But the 
Communists today are trying to redefine the nature of man and make him an 
animal. Acting thus contrary to human nature the Soviet Communist regime 
has not even the support of the Russian people, much less the other peoples it 
has subjugated. It must maintain itself only through force and fear. nse- 
quently today, in contrast to past conflicts in world history, in which defections 
on either side were rare, we can expect and encourage wholesale defections from the 
enemy camp, if we take proper measures. This is demonstrated by the 100,000 
Chinese and North Korean prisoners of war who refuse to go back to Communist- 
held territory. It is the purpose of my amendment to provide our Government 
with an opportunity to take further effective measures which take into account 
this unusual but very important factor of potential wholesale defection which 
thus far has been largely ignored or abandoned. Thousands of refugees have 
escaped from the countries under the heel of the Kremlin and are now residing in 
Western Europe. Official estimates as to the number of refugees who have es- 
caped from the Communist tyranny in the past 2 years indicate that there are 
a minimum of 18,000 of such people living in Western Germany, Western Austria, 
ireece, and Turkey. I am also informed that an absolute minimum of 1,000 a 
month continue to escape despite the obstacles placed in their way by the masters 
of the Kremlin. 

I believe that any student of this problem will agree that those who have 
lived under the tyranny of Moscow not only have a strong desire to eliminate this 
universal threat to freemen everywhere, but have practical knowledge of the 
workings of communism which would enable them to make substantial con- 
tributions in the fight against it. 

President Truman expressed his views of the desirability of utilizing escapees 
from behind the iron curtain in his message to Congress on March 24, 1952. He 
likewise warned of the great loss if we failed to utilize them. Wrote Mr. Truman: 
“The miserable conditions in which these fugitives from communism find them- 
selves, and their present inability to emigrate to new homes and start new lives, 
lead inevitably to despair. Their disillusionment is being effectively exploited by 
Communist propaganda. These men and women are friends of freedom. They 
include able and courageous fighters against communism. They ask only for an 
opportunity to play a useful role in the fight for freedom. It is the responsibility of 
the free worid to afford them this opportunity. 

Joseph Stalin at the Yalta Conference made a very significant observation with 
respect to all former Soviet citizens who had been deported to Germany or fled 
there during World War II. He referred to all these people as ‘‘seeds of Soviet 
disaffection’ and demanded that all of them be forcibly repatriated by the Western 
Allies at the end of the war. Stalin was quite correct in terming these people 
“seeds of Soviet disaffection.’”” We have abundant proof of the accuracy of this 
statement in the thousands of displaced persons who have come to the United 
States under the Displaced Persons Act. They are telling the true story about com- 
munism and its evervday workings in thousands of communities throughout the 
United States. Their hatred of communism and all that it stands for in addition 
to their desire to tell everyone else their feelings has had a profound effect in bring- 
ing to light the evils of communism and the dangers it presents to freedom-loving 
people. 

Emigree groups from the Soviet. Union and her satellites are forming organiza- 
tions in every part of the free world in an effort to acquaint free pe>ple with the 
dangers of the Kremlin plan for world conquest. In the light of these circum- 
stances, it is unfortunate that we, the leaders of the free world, have failed to take 
full advantage of the great asset the escapees from Communist tyranny present 
to us. We have even failed to accord them the ordinary decencies of life after 
their escape from behind the iron curtain. As a consequence the vast majority 
of them are put to jails or camps or thrown upon an economy that can neither 
house nor feed them, nor give them any opportunity to participate in the fight for 
freedom. As a first step, therefore, it is necessary that these elementary facilities 
of reception and care be set up as border hostels in Western Germany, Western 
Austria, Italy, Greece, and Turkey. 1 strongly advocate that the necessary steps 
to this end be taken immediately and in such manner as wil] cause each of those 
countries to continue the werk they are already doing so that our contribution will 
be in the nature of a supplement—but a very badly needed one—to what they 
are already doing. 

It might be helpful to our thinking if we would take another look at this 
question—from the Soviet point of view. What would they do in a situation 
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where 1,000 people a month escaped from the free world to the animal farm of the 
Soviet Union? We can be sure they would exploit such a situation 24 hours a day. 

They would use such a situation to convince their own suffering millions that con- 
ditions in the west were so bad that refuge in the east was a gift from heaven. 
Look what they have already done with the handful of dupes, fellow travelers and 
dummies who have sought refuge in the east from the capitalistic warmongers of 
the west. 1 say “dummies” because it is no secret that the Kremlin has found it 
necessary to create characters who have escaped from the west in order to offset 
the lack of escapees from west to east. Yet, we are failing to take advantage of a 
situation which is all one-sided in our favor. 

The principal measure to be taken under my amendment and which is spelled 
out therein is the creation of national military units of escapees from behind the 
iron curtain. These military units should have their own national flags and 
emblems, their own distinctive uniforms or identifying insignia. The units 
should be attached to NATO or the American Army for command purposes. 

Free battalions of Poles, Czechs, Slovaks, Hungarians, Rumanians, Bulgarians, 
Albanians, Chinese, Lithuanians, Latvians, Estonians, Byelo-Russians, Ukrain- 
ians, and Russians would be strong magnets of defection from Stalin’s satellite 
armies and his own Soviet forces. They would weaken the will of the Communist 
forces to fight the west and might well be catalytic agents in the ultimate liberation 
of their native lands. 

As these young men come through the iren curtain they should receive first aid 
and care at civilian border hostels. From there they could be taken on a volun- 
tary basis, to military processing centers and formed into their respective national 
units. As these units would grow and strengthen the necessity for American 
troops in Europe would be greatly reduced. As one official in the Pentagon 
remarked, to me, “One Pole, Czech, Hungarian, or other battalions of Eastern 
European nationals is worth a division of American, British, or French troops in 
opposing Stalin’s satellite armies.’’ Such units would, according to a high Ameri- 
can official just returned from Europe after spending 3 years with iron curtain 
refugees, disintegrate the morale of Red-controlled armies. 

To put a hypothetical case: If America were taken over by the Reds and our 
Armed Forces were under the military control of the Soviets, what effect would 
the setting up of real American units with American uniforms and American battle 
flags on the Mexican or Canadian border? What would be the effect on the will 
to fight for Stalin on the part of the average voung American under his control? 
Would you son fight for Stalin against mine? 

The possibilities for defection exist not only among the satellite countries of 
Eastern Europe but within the Soviet Union itself. But let us assume for the 
moment that this policy of cutting away and isolating the Communist apparatus 
from the peoples it has victimized would only be successful in the satellite coun- 
tries. In the event of war let us examine how this would substantially and radi- 
cally change the picture in Eastern Europe. 

Gen. Alfred Gruenther recently stated that the Soviet armed forces presently 
consist of 175 Soviet divisions and 60 satellite divisions. The Council of the 
North Atlantic Treaty in Lisbon recently stated that NATO this vear will have 
“approximately 50 divisions in appropriate conditions of combat readiness.” 

Two hundred and thirty-five Soviet divisions against our hoped-for 50 divi- 
sions—more than 4 to 1 against us. 

But if we create these free battalions of Hungarians, Poles, Czechs, Slovaks, 
and the others, we let these people behind the iron curtain know in a most practical 
way that we are willing to assist them. Then in the event of war, the 60 satellite 
divisions, which Stalin is now counting on to fight on his side, may well turn their 
guns around and fight with us instead of against us. These victimized soldiers 
would come over to join the west singly or in groups, or by mass surrender as they 
did in the early part of World War II before the Germans mistreated them. Or 
they may create armed insurrections within their own territories. 

Look how this would change the entire picture in Europe: Stalin would lose 
60 divisions and we would gain 60 divisions. Thus Stalin would have 175 divisions 
against our 110. Only a3 to 2 ratio against us instead of the present 4to1. And 
this does not take into account the excellent possibilities for defection within the 
175 Soviet divisions themselves. 

An Associated Press report of April 13, 1952, stated that a report from Heidel- 
berg, Germany showed that only 220 European DP’s had been accepted into the 
United States Army under the program sponsored by Senator Henry Cabot Lodge. 
This program would give American citizenship to European volunteers after 5 
years of honorable service in the United States Army. According to the press 
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report, there were more than 5,000 applicants for enlistment in the United States 
Army under the Lodge plan; 750 of these were disqualified because they did not fall 
within the age limit of 17 to 35 vears. Another 1,000 did not show up for actual 
tests, although no information is given as to how long they were kept waiting 
before they were given actual tests. . Still another 1,500 failed to pass the physical, 
mental, and aptitude tests. Perhaps the reason for this was that the tests were 
given in English. But even this would leave 1,750 applicants whose applications 
were not even processed, indicating that perhaps the plan is not being properly 
executed. 

Despite the excellent idea of the Lodge plan, it has certain disadvantages, I 
believe, in comparison to that provided for in my amendment to the Mutual 
Security Act. Under this amendment there is no promise of American citizenship. 
Hence any applicant need not be screened to the same extent as would be an 
immigrant to the United States. Furthermore, the promise of citizenship in the 
United States is contrary to the very basic psychological urge inherent in my plan. 
Those most likely to join national units would be those who desire to eventually 
go back to their own countries when conditions are more favorable, not ones who 
desire to come to the United States as permanent residents. Such soldiers would 
b2 doubly valuable to us in event of war since thev would be valiantly fighting for 
the liberation of their own countries, for the rescue of their loved ones, and the 
return to their ofd homes and familiar surroundings 

Under the Lodge plan a European volunteer would be lost in a company of 
American soldiers, while under the Kersten plan they would be among their 
own countrymen, with their own friends, with a much higher espirit de corps. 
While a potential recruit might be reluctant to join under the Lodge plan, he would 
be an enthusiastic soldier in his own national unit. 

Furthermore, it is evident from enlistment figures that the United States Army 
is reluctant to take foreigners into American units—probably because it makes 
their training program more difficult. It disturbs the army routine. For this 
reason it would appear that the American Army has not promoted the Lodge plan 
very enthusiastically. I do not, therefore, believe that the number of persons 
accepted into the American Army under the Lodge plan is any way a criterion of 
what could be done un¢er he Mutual Security Act, if properly executed. 

It is my understanding that the Army has prepared a detailed plan for the 
creation and setting up of these national army units. It is my further under- 
standing that Gen. J. Lawton Collins has approved the plan and it is now being 
considered by the Joint Chiefs of Staff. None of us can predict the future. But 
in view of today’s precarious world situation, I believe it is highly important that 
we move ahead rapidly in creating these military units of escapees. Unfortu- 
nately, however, I do not believe that the Government has moved ahead as 
rapidly as it could have and should have, despite the enthusiasm of many of the 
members of the Armed Forces. 

If war should perchance break out before we have created these units, we would 
lack this potentially tremendous magnet of defection which eould undermine the 
will to fight of the Soviet and satellite troops. Perhaps this committee could 
inquire into the reasons why our Government has not moved more rapidly toward 
actual activation of these national military units. 

Some of the escapees may be more useful in the cold war in technical or scientific 
or other special activities rather than in the military units. Provisions should be 
made to best utilize such escapees, always, of course on a voluntary basis, however. 

Those escapees not suitable for military service or not possessing special skills 
should be prepared for migration and resettlement in one of the countries of the 
free world, under the program now being worked out by the various countries. 

With regard to aid to persons behind the iron curtain, I wish only to state here 
that no action is contemplated or intended under my amendment, nor should it 
be embarked upon, which would set off any premature, abortive revolts or un- 
necessarily endanger the lives of fearless patriots. 

We should, however, proceed without delay to devise concrete, practical plans 
aimed to assist in bringing about the eventual liberation of all the enslaved 
peoples. 

If the people bebind the iron curtain can be assured that plans are being made 
and are being carried into execution to help liberate them, they are more apt to 
patiently await the propitious moment for revolt, than if nothing is done. But 
if they feel that they have been abandoned they may revolt prematurely in 
desperation, rather than in hope. 

Also, this phase of the program—to aid persons behind the iron curtain—should 
not be concealed or disguised, but openly proclaimed to the world. We must 
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restore hope to these hopeless people and this cannot be done secretlv. We 
cannot assure the people behind the iron curtain of the sincerity of any attempts 
to help them unless they know that we believe in the basic freedom for everybody 
and that it is the announced, op2n, and continuing policy of the United States to 
help them. We should not, of course, reveal any of our tactics and plans used in 
the cold war battle, but we should reveal our aims and objectives. Forif we should 
openly proclaim that we have no intention to help these oppressed people, how 
can we persuade them in secret to any concrete action? 

I am pleased to see that the bill to extend the Mutual Security Act of 1951, H. R. 
7005, now being considered by this committee provides for the continuation of the 
program authorized in my amendment to the 1951 act, reappropriating any un- 
expended balances. I believe that the wording of the bil! as it was presented to 
your committee in H. R. 7005 adequately takes care of the continuation of the 
program contained in my amendment for the next fiscal year. I would like, how- 
ever, to make two suggestions to the committee: 

First, persons I have spoken to in the Pentagon about this program for forming 
military units of escapees have shown a keen and enthusiastic interest in it, but 
they have been concerned lest Congress should fail to continue to provide for such 
wilitary units. I believe that a statement in the report of this committee on the 
bill that the committee regards this program as of continuing importance would 
help to reassure some of the members of the military forces of our views on the 
matter. 

Second, it will be noted that although my amendment is included in title I, 
dealing with Europe, it was clearly expressed in the debate on this amendment 
on the floor of the House, that it is also applicable to China and any other countries 
absorbed by the Soviet Union. I suggest that in order to avoid any possible con- 
fusion or doubt on this point, that a similarly worded provision be inserted in title 
ILI of the act, dealing with Asia and the Pacific. Such amendment would properly 
be included in section 5 of H. R. 7005. 

The importance of this amendment to section 101 (A) (1) of the Mutual Security 
Act, in helping to secure peace and justice in the world, with respect to one area of 
activity contemplated by the amendment, was expressed in a letter from Mr. 
Averell Harriman to President Truman on March 20, 1952. In this letter Mr. 
Harriman asked the President to approve of the allocation of $4.3 million of the 
fund in order to “improve the reception and treatment and secure the resettle- 
ment of qualified people who escape from the iron-curtain countries.”’ Said 
Mr. Harriman: ‘‘It is the unanimous opinion of the departments concerned that 
this program is of immediate and utmost importance. I concur in this opinion 
and recommend that you determine the assistance planned will contribute to the 
defense of the North Atlantic area and to the security of the United States.” 

Mr. Truman thereupon acted in accordance with Mr. Harriman’s request and 
did determine that such assistance was in the interest of the defense of the North 
Atlantic area and to the security of the United States and allocated the $4.3 
million requested. 

While this action of the Mutual Security Director and the President in imple- 
menting one phase of activity contemplated under my amendment, is a start, it 
is my understanding that a clear, definite pian from Congress would acc :l rate 
the further implementation of section 101 (A) (1) of the Mutual Security Act. 

Here are, in summary, the minimum basic actions which should be carried out 
in order to properly implement this section: 

1. The establishment of adequate reception facilities for escapees from 
communism. 

2. The establishment of machinery which will guarantee that the individual 
assets of each escapee will be recognized and taken advantage of. 

3. In the classification methods of the camps particular attention should be 
paid to the following: 

(a) Individuals who are physically fit and otherwise suited for military service. 
These individuals must be given the opportunity to be formed into military 
elements of NATO. 

(b) Individuals who demonstrate practical qualities of leadership should be 
trained for special tasks in the interest of the free world. The special tasks for 
which they would be trained would be of a short-range and long-range character. 
This determination should be made by the appropriate agencies of Government 
charged with the various aspects of conduct in the cold war. 

(c) Individuals who possess technical, scientific, or other special knowledge 
useful to the free world should be placed in a position where this information can 
be put to our best advantage. 
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(d) Individuals who are not suited for military service or who do not possess 
special talents or knowledge should be prepared for migration to one of the 
countries of the free world prepared to offer them resettlement opportunities. 

4. Plans should be laid for rendering practical assistance to persons behind the 
iron curtain. 

It is obvious from this outline of basic functions that the program to be under- 
taken is of a very flexible character. In no case should it be permitted to remain 
static. Dynamic, imaginative leadership must be the keynote to the suecess of 
this program. Therefore, I recommend that this highly important task be placed 
in the hands of a special commission or agency of the Government which can be 
held accountable to Congress for the dynamic, imiginative type of leadership the 
situation demands. It would be unfair to place such a task in the hands of the 
Department of State which according to the recommendations of the Hoover 
Report should not be charged with operational responsibilities. 

Ladies and gentlemen of the House Foreign Affairs Committee, I believe that 
the program I have outlined provides a positive means whereby we can break 
through the stalemate which promises to continue to dominate in the world 
indefinitely. I believe that any foreign policy which seeks to guarantee our 
security behind a Maginot line of containment is doomed to loose for us that 
very security it purports to preserve. 

Some of our Government officials speak in terms of a 20-year defense program 
behind our Maginot line, and counsel us to have steadiness and patience. They 
say that the Soviet revolution may change; that these revolutionists will modify 
their aggressive policies, and may someday accept a live-and-let-live philosophy. 
But they have advanced no factual data which would support this rosy outlook. 

The evidence rather points to just the opposite conclusion. A live-and-let-live 
policy would only strengthen the Communists stranglehold on the people and 
make less likely any modification of their aggressive policies. These govern- 
ment officials would stake a 20-year foreign policy and the fate of our country 
on this unsupported, wistful hope. 

And even if this program is 100-percent successful in its own terms it would 
still leave one-half the world in darkness and misery. It would be well to recall 
the words of Queen Juliana of the Netherlands in her address to Congress on 
April 3: “Mankind should be of one kind. A split humanity is like a split per- 
sonality; it is inclined to go from bad to worse, unless it recovers its unity of 
purpose, comes to coordinated thinking, and gains sanity and happiness. 

‘The sane part of the mind of humanity must always remember it’s responsible 
for the other part. The sound half is the one which is designated to save the 
other half.” 

Under my amendment to the Mutual Security Act it is row possible for our 
Government to launch a program which will lead the sound half of the world to 
saving the other half, and thus heal our split humanity. 

Such a program offers our own American people a foreseeable end to the con- 
tinuous drafting of our people for military service, and for the dissipation of our 
blood and resources in stalement Koreas arourd the world. ; 

It provides something better for our American people other than 20 more 
years of confiscatory taxes, 20 more years of harassing bureaucratic restrictions, 
20 more years of burdensome armaments and the possible loss of our own liber - 
ties to a socialistic gargantuan. 

It provides a means of lifting this onerous burden from the backs of the Ameri- 
ean people by destroying the Communist threat of war at its very source. 

But far more important than lifting this burden from the American people 
is lifting the infinitely greater burden of the enslaved peoples and the restoratio.u 
to them of their God-given right to freedom. The peace the world wants is not 
a negotiated peace with Stalin and his gang of criminals, but a peace of liberty 
and justice for all. s 

We will then have, not a world half-slave and half-free but as Queen Juliana 
expressed it, “One human race, under the law and the love of God.” 
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STATEMENT OF NorRMAN M. Litre i, ATTORNEY, WASHINGTON, D. C. 


(Formerly Assistant Attorney General of the United States; Chairman, Committee 
on Foreign Economie Cooperation, International Law Section, American Bar 
Association; Chairman, Committee on International Economie Cooperation, 
International Bar Association; Chairman, Committee on Foreign w and 
Private Practice, Section on International Law, District of Columbia Bar 
Association; Member, Committee on Foreign Investment and Economic 
Development, Internationa! Chamber of Commerce) 


Mr. Chairman and members of the Foreign Affairs Committee, in recent crucial 
years of American history, your committee has rendered clear, comprehending, 
and decisive service to our country and the cause of free people anywhere in 
intelligent reconciliation of political differences of opinion for the sake of far-sighted 
foreign policy. 

Narrowing the discussion to a particular issue, your services have been singular 
in recognizing and seeking to use effectively what is poteytially one of the most 
powerful instrumentalities of American foreign policy — American private initiative 
and its concomitant productive capacity. 

With about 6 percent of the world’s population, 7 percent of the world’s land 
area and 50 percent of the world’s production, I submit that the greatest achieve- 
ment of contemporary American civilization in the material sense is the virtual 
solution of the problem of production. This know-how has not thus far been fully 
utilized although standing by ready, able, and willing to serve mightily our 
objectives abroad if invited to participate on the basis of reasonable incentives 
which are the mainspring of the system. 

I know that the potentialities of this factor for increasing production, ex- 
peace employment, and improving living conditions abroad are appreciated 

y this committee, especially at a time when our enormous appropriations for 
economic aid must decline, but let me point out the increasing degree to which 
this is appreciated abroad where invitations to a point unprecedented in history 
are now available to private enterprise. 


I. STATISM VERSUS PRIVATE INITIATIVE AS MEANS OF PRODUCTION 


We need not enter into discussion of public as against private ownership. 
This is a political matter to be decided within the framework of government in 
each country. It is submitted, however, that whatever the avenues of public 
ownership may be, there are vast areas between which cannot be reduced to 
public management as a mere matter of impossibility of administration, if for no 
other reason. There is overwhelming evidence as a matter of law in free countries 
abroad of growing appreciation of this fact and of the more basic truth that 
private initiative is the key to production. Note the following summary of recent 
developments in several countries: ! 

1. Turkey 

The most striking example in contemporary history of national policy turning 
to private initiative is in Turkey. After a generation of nationalization in many 
fields of industry, the truth stated above became so palpably evident that an 
entire administration was elected in Turkey in 1950—the ‘“‘liberal’’ (Democratic) 
Party, on a platform of withdrawing from state control in the economic field and 
issuing sweeping invitations to foreign capital and private enterprise to help 
develop Turkey. Several decrees in this direction finally culminated in law No. 
5821 of August 9, 1951, offering guaranties of convertibility of currency, of profits, 
and capital gains, of the value of investments upon liquidation of the enterprise, 
protection of property, and Government guaranties of private loans from abroad 
to Turkish residents. The legal inducements to establish industries in Turkey 
are sweeping indeed. 

2. Israel 

Less surprising in a new country having much of its impetus from the West, is 
an equally farsighted law to encourage ‘‘all economic initiative and capital invest- 
ments tending to enhance the country’s productivity’? (Nisan 5710, March 29, 
1950). Sweeping assurances are given of freedom of convertibility of currency. 
and of the value of the investment upon liquidation, and of earnings and profits 





! For further detail in respect to each country na net ses address of weiter to be delivered to the meeting 
of the International Bar Association at Madrid, Spain, July 1952, to be published in the Virginia Law 
Review, October issne, 1952. 
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together with tax advantages. A most realistic pattern of incentives is offered, 
including exemptions from property taxes on industrial and agricultural properties 
and duties on imported machinery and equipment. 


3. Puerto Rico 


Within the dollar area and, therefore, free of the prime obstacle to investments 
abread, inconvertibility of local currency into the currency cf the investor, is the 
Territory of Puerto Rico, long regarded as having a desperate and unsclvable 
problem of increasing pepulation with no L maracape f of employment for most of 
the people, except in the one principal industry cf growing sucarcane. Puerto 
Rico under the leadership of its first elected Governor, Munos Marin, has defied 
the lack of natural rescurces and capitalized on its climate and available labor 
supply, Crawing industries to Puerto Rico by offering tax exempti»ns to those 
who will make investments and establish plants there. Nearly 200 industries of 
varying sizes have been established (always on the condition that an industry is 
not liquidated or closed in any State or Territcry because cf removal to Puerto 
Rico) and for the first time in history there is work and hope and zeal and increas- 
ing prosperity and the possibility of solving the basic problem of the islands. 


4. Colombia 


Under President Lauriano Gomez, Colombia, by decree of August 3, 1951, 
sought the importation cf foreign capital for industrial, farm, and mining purp»ses 
giving full assurances cf convertibility. Capital may move in and out cf the 
country on a “to order’’ basis and such accounts will have 100 percent reserve 
behind them in the Banco de la Republica. Numerous other advanta:ves are 
offered. 


5. Peru 

Under the leadership of President Odria, Peru has taken a marked step forward 
since 1950 in issuing an open invitation for the assistance of foreign capital in 
exploiting the vast rich mineral resources. These have been exploited onlv on a 
small scale by the Peruvians since the arrival of the Spaniards in tl e eerly days 
due to the leck of economic means and the technical know-how. By decree of 
July 1950 a new mining code was promulgeted offering sweeping rights of explora- 
tion on a besis of modest charges. There are also exemptions from taxes until 
1975, including export duties and tax for the benefit of the unemployed end and 
excess-profit tax, together with numerous cther advantages which cennot be 
reported in detail here. Petroleum Law No. 11780 of March 12, 1952, also offers 
favorable terms and conditions and inducements to foreign capital. 


6. New Treaties 

Treaties of friendship, commerce, and navigation have been negotiated and 
signed with Italy on September 26, 1951, Uraguay on November 23, 1949, 
Colombia on April 26, 1950, Israel on August 23, 1951, all of which are in varying 
stages approaching ratification by the Senate of the United States or respective 
representative bodies of these countries. All afford new protection to investments 
and nationals from other countries. ‘ 

While it is impossible to do more than mention developments in these countries 


in this statement, the committee should be encouraged by knowing that there is- 


such clear, decisive and legally implemented response throughout the rest of the 
world to the discovered truth which hes long been a matter of deep American 
conviction that no means of production enn supplant in effectiveness the power of 
private initiative operating on the incentive basis. In spite of the Communist 
propaganda drive to identify Americans with old imperialistic fractices of 
exploitstion, there is increased confidence in our good will. As one ambassador 
confided in the writer, ‘‘We especially wish to have American enterprises above all 
others in our country because we know you have great good will and no imperial- 
istic purposes.”’ ; 

seine pene of the countries referred to and other equally significant but less 
fully developed tendencies in the same direction in other countries, indicate an 
increased confidence that private enterprise can operate successfully to increase 
employment, improve living conditions, enhance the production of wealth and 
the flow of goods in world commerce, without returning to nineteenth century 
exploitation, 
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Il, THE AMERICAN EFFORT: SUGGESTIONS 


1. Guaranties of insurance against inconvertibility and confiscation and seizure 


In the darkest days of 1947-48 before the ECA Act was first passed ia» April 
1948 when there was a grave danger of losing Western Europe to desperate 
economic conditions and rising communism, there was vitrually no movement of 
private capital, and only two or three countries left in the world where currency 
was freely convertible into dollars, your committee originated the guaranty 
clause * of the ECA Act offering to American investors in approved projects, a 
way of hurdling this primary obstacle to investment abroad—guaranties of the 
convertibility of currency. The guaranty clause was defective in several ways, 
but was gradually expanded and revised in two successive Congresses * to the 
following form: 

“The guaranty to any person shall be limited to assuring the following: (1) the 
transfer into United States dollars of other currencies, or credits in such currencies 
received by such person as earnings or profits from the approved investment, as 
repayment or return thereof, in whole or in part, or as compensation for the sale or 
disposition of all or any part thereof; and (2) compensation in United States 
dollers for loss of all or any part of the approved investment, which shall be found 
by the Administrator to have been lost to such person by reason of ‘one or more of 
the following causes: (a) seizure, confiscation, or expropriation, (6) destruction by 
riot, revolution, or war, (c) any law, ordinance, regulation, decree or adminis- 
trative action (other than measures affecting the conversion of currency), which 
in the opinion of the Administrator prevents the further transaction of the business 
for which the guaranty was issued. * * *” 

In each instance, the Senate Foreign Relations Committee, for lack of adequate 
hearings on, and understanding of this subject, cut the clause back until the risks 
to be covered were confined only to convertilility of currency. In the last session 
of Congress your committee at last attained to a workable compromise with the 
Senate committee and added the risk of confiscation and seizure to that of con- 
vertibility of currency. The total amount of guaranties was lowered from 
300 rillion to 200 million dollars. 

While guaranties of private investments were first limited to ECA countries and 
their dependencies, in the last Congress a most significant amendment was added 
on the floor of the House by Congressman Walter Judd as a part of the Mutual 
Security Act to the effect that guaranties shall be authorized ‘‘in any areas in 
which assistance is authorized by this act,’’ namely: Europe, title I; Near East 
and Africa, title Il; Asia and the Pacific, title III; the American Republics, title 1V. 

On the part of Congress there is then a sweeping invitation to private enter- 
prise within the purposes of the Mutual Security Act “to promete the foreign 
policy of the United States by authorizing military, economic, and technical 
assistance to friendly countries to strengthen the mutual security and individual 
and collective defenses of the free world” * * *.5 

The greatest contribution from the Senate side to the encouragement of private 
initiative as a means of increasing production and employment and improving 
conditions was the Benton amendment as follows: 

“Sec. 516. It is hereby declared to be the policy of the Congress that this 
Act shall be administered in such a way as (1) to eliminate the barriers to, and 
provide the incentives for, a steadily increased participation of free private 
enterprise in developing the resources of foreign countries consistent with the 
policies of this Act, (2) to the extent that it is feasible and does not interfere with 
the achievement of the purposes set forth in this Act, to discourage the cartel 
and monopolistic business practices prevailing in certain countries receiving aid 
under this Act which result in restricting production and increasing prices, and 
to eneourage where suitable competition and productivity, and (3) to encourage 





2 Past testimony of the writer in supnort of this provision may be found in the fcllowing hearings: (1) 
Hearings before Senate Foreign Relations Committee, 80th Cong., 2d sess. 1080-1101 (1948); (2) House 
Foreign Affairs Committee, 80th Cong., 2d sess. 835-871 (1948); (3) House Foreign Affairs Committee, &1st 
Cong., Ist sess, 631-670 (1919); (4) Senate Banking and Currency Committee, Sist Cone., Ist sess. 75 (1949), 
(5) House Banking and Currency Committee, 8ist Cong., Ist sess. 83 (1949); (6) House Foreign Affairs 
yi ~ ppg Sist Cong., 2d sess. (1950); (7) Senate Foreign Relations Committee, 8ist Cong., 2d sess. 73 

1950). 

3H. R. 3748, sec. 6 (b) (5), 8ist Cong., Ist sess., passed by the Hawise on Avril 12, 1949—first extension of 
ECA Act; H. R. 7797, sec. 102 (b) (1) (i) and (ii), 8lst Cong., 2d sess., passed by the House on March 31, 
rv lesen I, second extension of the ECA Act. See committee report of January 1952 on Mutual Security 

ct 


‘ See title 22, USC, secs. 1671 and 1509. 
5 Mutual Security Act, sec. 2, 22 U. S. C. 1651. 
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where suitable the development and strengthening of the free labor union move- 
ments as the collective bargaining agencies of labor within such countries,”’ 6 


2. Suggestions 

Even though the ECA and now the Mutual Security Administration has failed 
for over a year to issue a statement of policy and clear regulations as to the 
operation of guaranties (which really constitute “insurance’’ rather than ‘‘guar- 
anties’”’) in aid of private investments, the meager authorization of $200 million 
approved by Congress as a pilot-plant operation is dwindling fast. The principle 
of the guaranty clause is not to be blamed. The administration of it is in ex- 
cellent hands, but high-level policy determinations regarding guaranties have 
repeatedly bogged down? to a point where industry to this date has no detailed 
guide.’ This intended aid to private investment abroad, by way of assuming 
certain political risks but not business risks, must come into its own—2:must be 
encouraged and developed. Why? 

There are areas of the world where no board of directors would vote to invest 
stockholders’ money due to a total absence of security, and yet in the race against 
Communist conquest, in the race against employment, poverty, and despair, in 
the race to show the ways and means to a more abundant life (or just life itself, 
for in some areas the race is with starvation itself), we cannot await the gradual 
evolution of politieal and economic concepts reflected in the advanced laws of 
the countries first discussed above. We must move—and move with less and less 
of the enormous costs of public appropriations. Private enterprise can lift an 
immense portion of this load if only the political risks are assumed on a basis of 
contingent liability to the Federal Government. No appropriation is needed for 
guaranties, but a pledge of full faith and credit of the United States. It is sig- 
nificant that no losses have been paia as yet for guaranties issued. 

There is another reason why we must hurry. The Bureau of Mines reports that 
of 38 minerals important to industrial life in the United States we are self-sufficient 
in only 9. From 90 to 100 percent of our requirements in 3 such minerals are 
supplied from domesiie production, from 80 to 90 percent in respect to 2 minerals, 
from 60 to 80 percent in respect to 4 minerals and less than 60 percent in the 
remaining 20 minerals. Our dependence upon outside sources for 7 of these 20 
is almost 100 percent. 

Manufacturing capacity in the United States expanded from 1900 to 1940 
about four times and mineral output kept pace, multiplying about four times. 
By the end of World War II in 1946 the United States manufacturing production 
had increased six times over what it was in 1899 but mineral production in the 
United States had expanded only four and a half times. Since World War IT 
mineral production has expanded slowly to about five and one-third times in 
1952 what it was in 1899 but our manufacturing capacity is seven and one-third 
times what it was in 1899. Nothing we can do will prevent our dependency on 
foreign sources, particularly when the manufacturing capacity contemplated up 
through 1953 will give us about 25 percent greater capacity than in 1950. 

Every legal instrumentality at hand should be resorted to to encourage explora- 
tion and developments abroad. Our natura! partnership in purpose with every 
country where the door is open as reviewed above, must be obvious, but in other 
countries of more turbulent political history or where Communist world con- 
spiracy produces disorder, the large investments needed must nevertheless be 
made; they will need protection, not against business risks but against political 
risks such as inconvertibility of curreney, confiscation and seizure, destruction 
by riot and revolution, and interference by a subsequently hostile government 
by anv law, ordinance, regulation, decree or administrative action which prevents 
the further transaction of the business for which investment was made. The 
guaranty clause of the Mutual Security Act should become the means of filling 
this void, leaving all other business risks where they lie with no guaranties in 
respect to them. 

I therefore submit two suggestions: 

1. Expand the guaranty clause to include all of the risks enumerated sub- 
stantially as recommended by this committee and passed by the House in H.R. 





‘ 6 Report of Committee on Foreign Affairs, House of Representatives, 82d Cong., 2d sess., p. 16, 22 
7. 8. C. 1667. 

7 There was constant opposition to the guaranty clause by Richard Bissell, princinal adviser to Mr. Paul 
Hoffman, Administrator of ECA. Freedom from government administrative controls is of the essence of 
successful operation of the guaranty clause (see the writer’s article in Fortune magazine, November 1949), 
but this concept intruded roughly into the paper patterns for reconstruction of Western Europe. Gov- 
ernment to government loans and grants ruled the day. 

§ This can soon be anticipated, however, on direction of Deputy Director for Mutual Security, Mr. W. 
John Kenny. . 

* See analysis of Stacy May, economist, International Basic Economy Corporation, entitled “ Foreign. 
Investment and World Peace.” 
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3748, Eighty-first Congress, April 12, 1949, and H. R. 7797, Eighty-first Congress, 
second session, March 31, 1950 in the ECA Acts. 

2. Increase the guaranty authorization to at least $1 billion in amount. 

Regarding the first recommendation it may not be politically expedient to 
undertake a reopening of the present compromise with the Senate until there are 
full hearings and a more enlightened attitude in the Senate toward the need for 
the guaranty clause— enlightenment which is found in full measure in such men 
as Senators John Sparkman, Wayne Morse, and Estes Kefauver, al! of whom were 
members of the Committee on Foreign Economic Cooperation of the American 
Bar Association of which the writer servea as chairman, when the guaranty clause 
was considered by the House and the Senate. (See Senator Sparkman’s address 
on the floor of the Senate.) 

The second suggestion should not wait. With Congress rapidly reducing 
economic aid abroad every effort should be made to have private sources of capital 
fill at least a portion of the void, with sound, long-range investments to keep up 
the improvement of conditions, expand employment and increase the production 
of desperately needed goods. The invitation to invest would be an earnest one if 
the guaranty limit were raised to $1 billion. It could be taken seriously. This 
step is compatible with the Judd amendment extending the guaranty availability 
to ell countries. 

Since World War II private investment funds abroad average about 1| billion 
a year—approximately 1,200 million in 1952, about 0.4 percent of our national 
income. At the height of economic supremacy, Great Britain invested a full 
10 percent of its national income overseas and over a period of 30 years its rate of 
foreign investment was almost 214 percent of its total national income." 

This is enough to indicate that a $1 billion authorization for guaranties is modest 
indeed compared with the encouragement we should offer to private investment 
to go out and find the raw materials needed for the expanded industrial machine 
of the United States, on a basis serving the best interest of the United States as 
well as of our neighbors among friendly countries abroad. 


Ill. THE POINT IV PROGRAM 


The writer has testified before this committee, and other committees on prior 
oceasions, in regard to the necessity for distinguishing between what the Govern- 
ment can do under the point [V program and what it cannot do for lack of experi- 
ence and know-how. Such fields as soil conservation, reclamation, conservation 
of wild life, fisheries, forestry, coast and geodetic survey, customs control methods, 
Federal Reserve banking, education and a number of other subjects, lie peculiariy 
within the province of Government operations and experience. When we reach 
the fields of production and business management there is no personnel within 
the Government with the knowledge and experience needed. We ought not to 
mislead any so-called underdeveloped country by sending alleged experts from 
Government personnel in the field of industrial production and management in 
which the Government is almost powerless to act effectively. The maximum 
which the State Department can do in this area is to employ experts (at best this 
is always accompanied by the grave danger of employing the friend of a friend to 
make another “survey” in a junket abroad). Even if competent experts are 
chosen from private life to go out and give advice in foreign lands, techniques of 
industries cannot as a rule be extablished by this method. 


1. Suggestions 
In view of past discussions no attempt is made here to go into further detail 
in ari subject except to renew these suggestions: 

Only by the participation of private enterprises working preferably, if 
gy in collaboration or partnership with nationals of the foreign country, 
can productive enterprises be established on a basis which will take root and hold 
their own after public support or subsidies have lapsed. Permanent outposts 
of production aaa employment which can maintain their footing in a competitive 
world should be a primary objective, and this can only be achieved by those 
who have the know-how and actual experience in creating and managing such 
businesses. As anticipated, there is an almost complete lack of this practical 
approach and little grasp of it on the administrative level of the point IV program. 

2. There should be a separate and distinct administration of all phases of the 
foreign-aid program which require a marshalling of the assistance of private 
investors and enterprises, including administration of guaranties, and such 
administration should not be subject to or a part of the administration of the 
point IV programs. Point IV administration should be confined to fields in 


10 See analysis of Stacy May, economist, International Basic Economy Corporation, entitled “‘ Foreign’ 
Investment and World Peace.” 
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which the Government has the know-how, fields in which distinguished services 
already rendered are in strong contrast to the present failure to marshall the 
resources Of private initiative in aid of our foreign policy. 





STATEMENT oF JAMES B. CAREY, SECRETARY-TREASURER OF THE CONGRESS OF 
INDUSTRIAL ORGANIZATIONS 


The CIO strongly urges Congress to reexamine the basic approach which now 
dominates our efferts to gain security for America and the rest of the free world. 
We believe that these efforts will fail unless we do more to help our allies raise 
the living standards of their people while rearming. The ability of free countries 
to defend themselves re-ts fully as much on health economies as on military 
strength. The rearmament aspects of security in the foreign-aid proposal before 
Congress must be balanced by an adequate economic program. here is urgent 
need that Congress restore the good sense and vision of the Marshall plan in the 
foreign-aid program and help complete the unfinished job of economic recovery. 

I would like to touch briefly on the question of internal resistance to totalitarian 
communism that is so clesely related to economic health of countries. We in the 
American labor movement have been in the forefront in the struggle against the 
Communist threat to democracy. We have joined with other free-labor groups 
abread in an effort to win the support of workers everywhere for the democratic 
cause. We have seen clearly that the strong positive support, critically needed in 
the struggle against communism, can only come with an assurance that the freedom 
that is to be defended must include a hope for a better life. In this struggle 
aainst communism, there is serious danger that critical countries for the security 
of the free world will fall because inadequate attention was paid to their internal 
stability. The threat to American security and that of the free world will be just 
as great if Communist agents from within accomplish Soviet objectives as it will 
if Soviet troops advance from without. 

A narrow definition of security mainly in military terms, is tempting during an 
election year. In fact, presstires seem to be mounting to cut the presently in- 
adequate portion of the Mutual Security Program that is not purely military. 
This is an economy measure and approach that we are sure the American people 
would not want to take if they fully understood the consequences. 

Unless we take positive steps to give hope for a better life to workers in such key 
European countries as France and Italy and to the poverty-stricken masses of the 
un Jjerdeveloped countries, military might will not save these areas from chaos and 
communism. The will to resist Soviet tyranny from within or without is danger- 
ously low in much of the free world. Unfortunately, the false and illusory prom- 
ses made by communism still appeal to more people in many of these countries 
than does democracy. The Communists still draw the largest single party vote 
in France and control the largest labor organizations in France and Italy. The 
successful inroads made by their promises to the landless, illiterate and hopelessly 
poor have not yet been checked in the underdeveloped areas of Asia. 

The basic goals of the Marshall plan had not yet been reached last year when 
our aid program shifted sharply to rearmament. It is true that much progress 
had been made in Europe with our aid. War-damaged plants and equipment 
had been restored, factories were kept running through supply of raw materials 
and power, and agricultural deficiencies were covered largely with the help of the 
foreign aid program. The European countries also diverted their own resources 
from consumption in efforts to make their economies more productive and self- 
supporting. Relatively large proportions of the gross national product went into 
capital formation in most European countries during the Marshall-plan period. 
In several countries—notably France, Italy, and Austria—this investment took 
place largely at the expense of workers’ earnings. These factors coupled with the 
greater demands on total output for the rising population, did not allow much im- 
provement in living standards—despite sharp increases in production. By 1951, 
production indexes had reached a level 36 percent above the pre-Marshall-plan 
period for the ERP countries as a group. However, workers’ real earnings showed 
spotty movements, generally slightly upward from the abnormally postwar lows, 
b it rarely approaching the production gains. In a couple of countries, real earn- 
ings even declined and for France, Austria and the Netherlands the levels reached 
were still below prewar. Reaching prewar standards is not a satisfactory level. 
In most countries this was a depression or near depression period. These data, 
based on official earnings statistics and cost of living indexes, give only a rough 
in ‘ication of what happened to the standard of living of European workers. (See 
Annex A.) 
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Let us examine the ability of the European countries to undertake large defense 
programs which would cut into their production. Just how much fat was there 
on the European economies, when the shift in emphasis in the foreign-aid program 
took place? The European NATO countries together with Germany and Austria 
in 1950-51 had a mean 560 gross national product on the order of $137 billion 
compared with about $309 billion for the United States—this with a population 
122 million greater than ours. Per capita gross national product for these countries 
was between one-third and one-fourth of that for the United States. For example, 
we enjoyed a gross national product over 10 times that for France with a popula- 
tion only 3% times that of France. Out of a per capita gross national product in 
France of $690, about $55 went for defense, while total Government expenditures 
represented $176. This left $514 for investment and personal consumption. 
Without taking into account well-known inequities in French income distribution, 
this does not leave much for an acceptable standard of living. 


Gross national product—1950—51 in current prices 
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These differences in gross national product are reflected in workers’ living stand- 
ards. The disparity is so great that direct comparisons have little meaning. 
Postwar figures on family expenditures for workers show that more than 50 
percent of typical workers’ budgets were devoted to food alone in countries such 
as France, Italy, and Austria. With such high proportions going for essential 
foods, not much is left for other important areas of consumption. Despite the 
large cut in family income going for food, per capita food consumption in Western 
Europe is below ours and is deficient in quality proteins. Average per capita 
calorie intake is about 2,800 for the European NATO countries compared with 
almost 3,300 for the United States. Per capita meat consumption averages about 
84 pounds a year for the European NATO countnes compared with 174 pounds 
for the United States. 

For other items of consumption, the European workers are generally worse off 
than for food in any comparison with the United States. Housing is hopelessly 
inadequate throughout much of Europe. Many war-destroyed houses are still 
not restored in France and Germany. Building has not taken care of normal 
population needs in many countries and in Germany has not met the needs of 
large influx of refugees. European workers had hardly overcome war- 
caused shortages of clothing and durable consumers’ goods when the Korean war 
caused new shortages and rising prices which put these items out of reach of work- 
ers’ earnings. 

As far as the effect on workers’ standards of living was concerned, the aid 
program generally operated on the ‘‘trickle down’’ approach. Our dollars went 
to make up for balance of payment deficits of the European countries and sup- 
ported import largely of raw materials, grain, fuel, and machinery. The counter- 
part generally went into major investment programs in baise industries, to 
reconstruction, power development, to a lesser extent housing and land reform; 
and in few cases, to debt retirement. Depending on government policy, the aid 
affected the internal situation differently from country to country. Where 
decent fiscal and wage-price policies were in force and where the trade-union 
movement is strong and independent, whatever benefits accrued were passed on 
equitably. The burdens of recovery and defense were also shared fairly. This 
was generally true in the United Kingdom, the Scandinavian countries and 
Netherlands. Where such was not the case, as in France, Italy, Germany, 
Austria, and Greece, our aid helped the rich to get richer. Little was done 
through our aid program to help correct inequities which breed discontent. 
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Thus communism was still able to maintain remarkable strength in the kev 
countries of France and Italy, despite the large sums of money which we ex- 
pended. Low workers’ morale in these countries has limited the effectiveness of 
economic and defense objectives. We passed by the opportunity of making our 
aid really effective in beating communism in these countries and gaining a maxi- 
mum of positive support for democracy. Tying conditions to aid was called 
“interference.”’ Last year, Congress recognized the need to change this approach, 
but unfortunately related the change mainly to the defense efforts. 

We believe that it is not too late to make our aid effective in defeating the 
inroads of communism and despair among peoples of the free world. The high 
level of economic activity assured by the defense effort offers an opportunity for 
Furope to strengthen its productive ability and build a better life for its people. 
We propose that defense support and economic funds in the Mutual Security 
Program be clearly dedicated to this purpose. The economic aid is more im- 
portant than the military and should not be made subordinate to it. A major 
portion of this aid should be granted only on condition that the countries carry 
out clearly defined objectives designed to raise output and standards of living 
It is only in this manner that economic and morale elements of defense against 
Communist aggression will be met. We must recapture the good will lost to us 
by our overriding emphasis on defense in the Mutual Security Program. 

One approach would be our strong backing of the recent announcement of the 
OEFC ealling for an increase in output in Western Europe to meet both defense 
requirements as well as the need for a rise in living standards. Besides its need 
for investment in productive equipment, Furope requires a basic change in 
attitudes and methods to get the full benefits of its resources. Output per man 
is one third or less than that in America. The basic reasons for the low efficiency 
and produetivity in Europe are found in low volume production and low wages 
with accompanying high unit profits and high prices. Lack of workers’ purchas- 
ing power prevents the development of mass markets and low cost. mass produc- 
tion. Management is satisfied with assured high profits in controlled markets 
and is not compelled by competition to modernize and produce more efficiently. 
Without much hope in the economie field, labor has turned frequently to political 
answers to its demand for better living conditions. We must recognize that these 
practices limit the effectiveness of our economic and defense aid and help per- 
petuate economic and political instability in a number of countries. 

Last year the CIO strongly endorsed the administration’s production assistance 
drive as one means of overcoming these obstacles to an expanding economy in 
Europe. This program promised to assist firms willing to share out the benefits 
of higher productivity in the form of higher wages and lower prices. Efforts were 
to be made to overcome restrictive trade practices of cartels. Free trade-unions 
were to be encouraged by being given constructive economic roles in carrying out 
the program. It was hoped that this program would have an impact effect in 
leading toward an expanding economy in Europe. But since the announcement 
of the program last summer this constructive approach seems to have been sub- 
merged by overriding emphasis placed on the narrowest concept of defense. We 
recommend that Congress strengthen this and similar programs by clearly allo- 
eating conditional funds for purposes such as those enumerated in section 516 
of the Mutual Security Act. 

A major objective of our defense support program in Europe must be the stimu- 
lition of free countries to overcome obstacles to economic expansion. Allocation 
of funds should be directly geared to specific measures in this direction. Workers 
and consumers must be assured an equitable share of the benefits of increased out- 
put. Our fight against communism must be identified with rising living standards 
in free countries willing to help themselves. 

In the underdeveloped regions of the world, our aid must be directed toward 
establishing an economic and political climate favorable to the development of 
free institutions, including free trade-unions. Positive evidence must be given 
to these peoples that the democratic process offers a real hope for improving their 
living conditions. Otherwise communism will be able to continue to exploit the 
economic and national aspirations of these people. Our basic aid should further 
economie development, land reform, and encourage adequate legislative standards 
on working conditions and rights of workers, 
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ANNEX A.—Real earnings trends 


[Indexes of real hourly earnings, 1938=100] 
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STATEMENT OF NATIONAL ForEIGN TrADE CouncitL, INc.—PRESIDENT’S 
RECOMMENDATIONS REGARDING Murua Security ProGram 


The National Foreign Trade Council finds it impossible to arrive at a well- 
founded judgment as regards the reasonableness or the necessity of the $7,900,- 
000,000 Mutual Security Program recommended by the President either as to its 
amount or its use. No considered judgment can be made without complete and 
dependable detailed information relating to the actual needs of the participating 
nations for the military or defense support aid called for under the program. 
The council must rely on Congress to insist that such details are made available 
to it so that it can adequately appraise the military necessity of appropriating 
the funds called for, either in whole or in part, and having determined the desir- 
ability of the requirements for specified purposes, make certain that the moneys 
ag a arrange shall be used for those purposes only. 

n order that it may be able to arrive at a reliable judgment as to the funds 
required during the coming fiscal year for military aid to nations participating in 
the Mutua! Defense Program there are certain subjects, among others, concerning 
which Congress doubtless will wish to have detailed information. For example, 
it will be necessary to know not merely the goals which these nations have set for 
themselves in their military build-up but also their present and probable rate of 
progress in achieving these goals. if will also be essential to determine whether 
the amounts requested for ‘‘defense support’”’ are actually needed to support the 
defense efforts of our partner nations and are not actually to be used to provide 
these nations with economic assistance which they could get along without or 
could obtain through American or other private enterprise channels. It will be 
necessary, further, to have adequate information as to the present and prospective 
rate of expenditures by the United States Government in providing military and 
defense support aid to these nations, and as to the amount of any unexpended or 
uncommitted funds that are available for these purposes from previous congres- 
sional appropriations. 

The council reiterates its view that the use of United States Government funds 
for economic aid not of direct military necessity can be justified only if confined 
to limited amounts for technical assistance in such areas as education, health, 
sanitation, and agricultural techniques; and that the provision of economic aid for 
all other purposes should be the exclusive function of private enterprise which has 
demonstrated that it alone has the experience and capacity to effectively increase 
the productivity of the world. 


(The following statement has been submitted by the Detroit Board 
of Commerce for inclusion in the record: 


STATEMENT OF PoLicy—tTHE MutTvat Securiry PrRoGRAM 


The Detroit Board of Commerce, hereinafter known as ‘‘we,’’ representing the 
many vast and diversified industries and businesses Operating within the Detroit 
area and whose connections, trade and investments extend throughout the entire 
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world, has for many years been concerned with the complicated postwar prob- 
lems as manifested in the instability of world currencies, so-called dollar shortages, 
periodically recurring international economic crises, the Communist threat to 
world peace and security and the efforts of this Nation in attempting to find a 
solution or solutions that will end or at least alleviate these chronic problems. 

The Detroit area is the center of mass production and the world’s largest sup- 
plier of industrial products destined for world markets. Members of this organi- 
zation export each year over $1,250,000,000 in pees to all world markets. 
This represents in most years over 10 percent of the entire United States exports. 
Detroit is likewise a major consumer of raw materials and products produced 
throughout the world. ver 300 imported items are needed for the production 
of a single automobile. 

While the economy of the United States and, to some extent, the world, is 
dependent upon the strength and continued high employment of the mass pro- 
duction industries, the economic well being of these industries, the city of Detroit 
and the State of Michigan is dependent upon a high level of international trade 
and a relatively free and competitive access to the world’s markets. Over 800 
Michigan firms are engaged in some form of world trade and hundreds of other 
Detroit and Michigan firms and industries, not actively engaged in exporting or 
importing, utilize raw materials from abroad or fabricate for firms exporting the 
finished product. It has been estimated that one out of every seven employees 
in the Detroit area is employed as a direct result of world trade. Retailers and 
wholesalers likewise depend upon the continued high purchasing power of these 
workers. , 

The administration has requested $10.5 billion for foreign aid this year. If 
Congress accepts the administration’s request, Michigan will be expected to con- 
tribute $444,000,000 or $69.70 per person and $164 per taxpayer. 

We of Detroit and Michigan fully appreciate the tremendous stake we have in 
world trade and affairs. Because of our interest and vast experience in world 
business we believe it proper that we outline our views on the Mutual Security 
Program in the hope that by so doing we may be able to contribute to the success 
of this Nation in finding the proper course of action in meeting the problems 
plagueing the world in this critical period of history. 


EUROPEAN ECONOMIC AID 


In spire of attempts by the administration to convince the people to the con- 
trary, the Marshall plan, or ECA has merely been continued under a new name. 
Nor, under present planning, is there any sound reason to believe that the pro- 
gram may be successfully coneluded in the foreseeable future. 

We cannot escape the fact that the European recovery program has failed to 
accomplish most of the objectives set forth when the Marshall plan was first 
conceived. The program had as its goal three major objectives: the relief of war 
ravished Europe; the industrial recovery of Europe to a level permitting a resump- 
eon of unfettered world trade; and the unification and economic integration of 

urope. 

When the program was first proposed the Detroit Board of Commerce readily 


endorsed the basic objectives but expressed our concern as to the type of organiza-. 


tion that would handle the program and the plans for achieving the objectives. 
At that time we stressed the following points: 

1. Concern as to whether or not we were taking on a permanent international 
relief burden or could we really bring about improvement in productivity and a 
resultant higher standard of living. 

2. Although early statements had stressed the dual objectives of relief and 
industrial rehabilitation, we were afraid that relief would be pushed at the expense 
of betterment in industrial methods. 

Let us quote one section from paragraph 3 of our original brief—‘‘Onaly by the 
improvement in standards of living can the lasting benefits be obtained. To 
obtain a higher living standard, European manufacturers, farmers, miners, etc. 
must lzarn how to produce more per man-day.” 

3. We expressed concern as to whether or not the relief organization would be 
dominated too much by the State Department and at the expense of permanent 
aid to industry. 

4. We were also concerned as to the use of the funds derived from the sale of 
our merchandise abroad which are now ec*}led counterpart funds. 

5. We felt that recovery alone would never be sufficient to accomplish the 
desired end, and we favored the use of American managemet and technical skill 
or know-how by European firms on a2 i..dustry-to-industry basis. 
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6. We felt that American industries should be encouraged to invest their funds 
abroad rather than limited, as seemed the intent at that time. 

7. We favored the greatest possible use of experienced American businessmen 
both at home and abroad in obtaining the desired ends and stressed the point that 
insofar as industrial help was concerned, the proposed organization should be 
largely a clearinghouse in order to pass upon carefully prepared reports and 
suggestions by American businessmen for aid to foreign industry. These reports 
and suggestions should be made only at the request of foreign industry groups. 

8. We also stressed the need for aid to higher education by the use of counterpart 
funds. 

In retrospect it would appear that our original fears were justified. We again 
endorse the aims of the foreign aid program and we believe that an excellent job 
has been accomplished as far as relief is concerned. Permanent industrial aid 
has, however, lagged seriously and unless changes of thinking and organization 
take place quickly, we expect that little will be accomplished in solving the basic 
problems and in making it possible for Europe to stand on its own feet without 
continual assistance from the United States. 

After extended study of our foreign aid program and the problems we face 
today, we would like to present the following comments and suggestions: 

1. We are more concerned today regarding the trends in relief versus permanent 
industrial improvements. Actual figures of expenditures or allocations to date as 
well as the type of organization now in existence in MSA, would indicate thet 

olitical considerations make relief in the form of grants or gifts the No. 1 objective. 
Taammasenl wealth can only be produced by greater and more efficient productivity. 
Without the increase in wealth-producing productivity, we can never expect 
higher living standards which are so necessary in these European countries today. 
Furthermore, without this increased productivity we are building a permanent 
relief program. 

2. We firmly believe that due largely to internal influences in ECA and MSA, 
plus pressure from governments abroad, the extension of capital or permanent aid 
to industry hes been pushed into the bekground. 

3. Althouzh the origine|! objective of ECA wss besed on e. 50—5°-perceit basis, 
our feeling is that the industrial aid has fallen far behind. The industrial section 
of the ECA was late in being organized and other than the so-called Cripps plan 
and the guarantee clause has accomplished little. We feel the program is governed 
too much in its activities by foreign governments, who are most anxious to get 
into their direct control as much of the money as possible. Businessmen and 
industrialists in these countries generally have a more intimate knowlecge of what 
is needed to bring about lasting improvement than do the governments. Further- 
more, direct loans to sound industries will ultimately be repaid whereas it is 
doubtful if any of our loans to governments will ever be repaid. 

4. We feel that the proper use of counterpart funds has been seriously neglected. 
There seems to be a lack of organization for this work in the Washington office and 
too little thought and understanding regarding the possible use of these funds in 
Europe. In addition, the methods for the allocation of these funds seem extremely 
cumbersome. Every dollar of counterpart funds, if again put to work should make 
it easier on the American taxpayer. eports as to the use of counterpart funds 
should be issued regularly by the MSA. 

The utilization of the counterpart funds in the 17 different ECA countries 
should be on a wider and more imaginative scale. These funds represent the 
money European businessmen have paid in local currencies for the purches* of 
goods which the MSA paid the supplier an equivalent in dollars. he United 
States should have had complete control over the use of these funas. In ace rrd- 
ance with the MSA Act, there is now dual control with the foreign governments. 
These funds should be utilized for the reestablishment and the promotion of 
multilateral trade, primarily in Europe and secondarily in other portions of the 
world where such trade would be beneficial to the reconstruction of Europe; 
for financing projects and making loans to European industries wherever such 
projects and loans would enhance European recovery; for meeting the expenses 
of MSA operations outside the United States; for the acquisition of strategic 
raw materials necessary for the United States defense; for the acquisition of 
raw materials and technical and industrial equipment for the production of raw 
materials necessary to the reconstruction of Europe; and for the improv nent 
and expansion of educational facilities or any other productive project. 

5. We especially stress the need for help other than money. By this we mean 
the voluntary aid which could be: given by American management in the way 
of technical help and know-how. It will always be impossible for MSA to do 


1092 MUTUAL SECURITY ACT EXTENSION 


other than act as a clearing house for industrial projects—they should be largely 
pantie on an industry-to-industry basis, the details to be worked out by industry 
itself. 

6. The original ECA Act showed that Congress fully realized the importance 
of a European industrial revival on a more efficient basis, when they specifically 
stated in the act that over a billion dollars of the first year’s appropriations was 
to be for direct loans to industry. The ECA Administration diverted these 
loans to loans to foreign governments, apparently because no industrial planning 
had been made. 

7. We approve in principle of the guaranty clause. 

8. An analysis of ECA operations indicate that there are far too few experienced 
businessmen in top positions in the Administration. We realize they are some- 
times difficult to‘obtain but without experiencea men, the results can never be 
obtained. This applies to MSA both at home and abroad. 

9. We feel that education is one field in which the MSA counterpart funds 
could be used to advantage. England, for example, has fewer students in its 
colleges and universities than does our State of Michigan and the students are 
drawn from, in most cases, the clasess that are not interested in industry. This 
broader need for education extends to engineering, the professions, and agriculture. 

10. We believe in the plans behind the organization of the Anglo-American 
Productivity Council and their intention to bring about the exchange of visits 
between British and American manufacturers, engineers, workers, etc. We do 
not believe that this in itself will accomplish the desired end as it is altogether 
too slow. We feel we must go beyond the visitation stage and bring about single 
industry-to-industry cooperation whereby American firms will individually work 
with European firms supplying our know-how, management, and sales ideas. 

11. We feel that MSA as now organized, is dominated too much by political 
considerations and would be better if it could be divided into two separate agencies 
with separate appropriations. If this is not possible, then MSA should be divided 
internally and the money appropriated should be definitely earmarked for general 
aid (political) and industrial aid. 


MILITARY EXPENDITURES 


With regard to United States expenditures for military equipment for other 
nations, we believe it is a mistake not to follow the precedent established under 
lend-lease where this Nation maintained title to these goods. Should our inter- 
national problems be solved so that many of these weapons and products would 
not be needed, some of the taxpayers money could be saved by the sale of the 
surplus materials for use or for scrap. 

In case of the disaffection of one of the nations now allied with the United 
States, we would at least have a claim on this equipment. While such is highly 
unlikely at the present time, we could not legally prevent the sale by a foreign 
power to our enemies of the material we are giving for their defense. 

By utilizing the lend-lease system we would aiso have an inventory control 
on the material our allies have received 2s a gift from the United States. This is 


of great importance in many nations where inventory control of military equipment — 


is poor at its best. Thus we would be in a better position to determine the merits 
of their requests for additional material. 

On January 20, 1949, President Harry S. Truman first enuncieted an idea for a 
new foreign-aid program designed to aid the development of the backward and 
underdeveloped nations of the world. ‘Fourth, we must embark on a bold new 
program for making the benefits of our scientific advances and industrial progress 
available for the improvement and growth of underdeveloped areas.’ As a result 
of the intense interest of the members of the Detroit Board of Commerce in world 
conditions and foreign-air programs and as a result of the vast experience of the 
businessmen and industrialists of this organization in the field of international 
trade and investments, we respectfully request all interested in the so-called point 
4 program to review the following comments and suggestions representing the 
views of the Board of Directors of the Detroit Board of Commerce. 

1. We are completely in sympathy with the proposal by the President to assist 
in every practical way possible the development of the less developed areas of the 
world. Communism is not defeated by words but by deeds. We must improve 
the lot of the peoples of the world where standards of living are below normal. 
We recognize that the point IV program derives its primarv importance from the 
national interests in the United States, as, therefore, an implement of national 


defense. 














“ 


We ww BAS 


wee Se ee 








| 
{ 
. 
i 
5 


MUTUAL SECURITY ACT EXTENSION 1093 


We further realize as the various regions of the world prosper and progress, 
they will in turn become an ever-increasing market for American products in 
proportion as their resources are developed, purchasing power increased, and 
standards of living improved. Thus a twofold benefit will accrue to both the less 
developed areas and to business and industry in the United States. A high level 
of international trade means peace and prosperity for all. 

American industry has been developed to a high standard of production. We 
have plants capable of great production which must be operated to their normal 
capacity in order to employ American labor to the fullest extent and to make 
available their products to the various areas of the world in need of these goods for 
their own development and use. To have continued prosperity in the United 
States, it is necessary to seek sales in the export field. Many of the world’s 
markets are near their peaks while others have not or have just begun to indicate 
their potentialities. In many cases they require power, water, and transportation, 
etc., before they will be desirable or of potential value to American labor and 
industry. If properly developed, the greatest markets of the world, hitherto 
virtually untouched, will rapidly become markets for American industry. 

The average citizen of Cuba purchased American goods to the amount of $98 
per person per year, according to the Department of Commerce, 1947. It is 
estimated that 2 million people in the western area where electricity, power, and 
roads are available, buy 90 percent of the imports from the United States, while 
the people in the undeveloped area are buying approximately 10 percent. 

In 1947 exports to Cuba totaled $491 million. The average purchase per 
person per year in the prosperous area is approximately $220. There are some 
2 million people in the prosperous area so they account for $440 million of the 
$491 million. If the purchasing power of the 3 million people in the backward 
areas were raised to the same level as those in the developed area, exports from 
the United States to Cuba would increase $631 million or to a total export per year 
of $1,170 million. It would seem apparent that in improving and developing 
the backward areas of Cuba the United States exports would increase $698 
million per year. 

If this can be done in Cuba for the 5 million population it would be apparent 
that the 20 million peoples of the Caribbean area, if given proper help for their 
development, would increase the amount of exports from the United States to 
approximately $24 billion. 

Je also realize that the political stability of such areas will be definitely served 
as their resources and their economy are developed. It follows, therefore, that 
it is in the interests of the United States to implement the President’s prozram. 

2. We believe that the point IV program should be thought of as an extension 
to the less developed areas of the world of American technical know-how and 
investment, such as has been going on for years. Billions of dollars of American 
capital are now at work around the world, in many instances in cooperation with 
local capital, and is achieving the very results which the President is seeking. 

We agree with the President that a new emphasis should be given to this type of 
cooperation between American know-how and capital along with the skill and 
capital of overseas countries, with particular direction toward those areas that 
have vast underdeveloped potentialities and where the need for economic de- 
velop nent is particularly great, and where raising standards of living will result 
in a stronger bulwark against the inroads of destructive political and economic 
ideolozies. 

3. We recognize that there is a sphere for Government action as well as for 
private enterprise. Only if the two go hand in hand, each to its appointed task, 
will the hopes and ambitions held for the point IV program ever be realized. 

In matters of heath, port facilities, Government, sanitation, education, and in 
other fields beyond the scope and authority of private enterprise, the United 
States Government has a tremendous field for action. 

In working out programs for the development of basic services, such as agri- 
culture, sanitation, and vocationa! training, we support the methods developed 
by the Institute of Inter-American Affairs that is, Servicios jointly staffed and 
largely locally financed. 

4. We believe that there is also a semigrovernmental field for action in which 
such organizations as the International Bank for Reconstruction and Development 
and the Export-Import Bank have and can continue to perform an important role 
in the developnent of the various areas of the world in need of their services. 

We believe that the Export-Import Bank could further serve to implement the 
pount IV program in two ways: 





1094 MUTUAL SECURITY ACT EXTENSION 


(a) By direct loans to developments in underdeveloped countries where it 
would be difficult or im ible to obtain the loans from private sources and where 
American engineering firms can prove to the satisfaction of the bank's officials 
that such loans are of a productive nature and are a good business risk. 

(b) By the encouragement of private American capital in overseas investments 
by means of the guaranty principle. That is, by freeing American foreign 
investments from the risks other than the ordinary everyday risks involved in 
domestic investments, By this we mean, (a) freedom from the unusual risk of 
inconvertible currencies, (b) freedom from the unusual risk of loss of investment 
in whole or in part on account of political contingencies such as confiscation, 
seizure, destruction or forced abandonment due to the act of any government 
which prevents the further transaction of business. 

5. We further believe that a special committee consisting of American business- 
men, industrislists and engineers, should be organized to assist the Export- 
Import Rank in its work of implementing the point IV program. The Export- 
Import Bank should not approve any specific projects under this program until 
a report on that, project had been filed by this committee. 

6. We are definitely opposed to any scheme for vast global spending on a 
Government level. We do not believe that the objectives of this program can be 
achieved merely by pump priming the world economy with additional billions of 
taxpayers’ money. While this was necessary during the immediate postwar vears 
for the providing of funds for emergency relief for the war-torn nations of the 
world, such expenditures now would accomplish little in the way of permanent 
development or progress and could have a most serious adverse effect upon the 
economy of this country which is already heavily burdened by taxation. 

7. We believe the term backward and underdeveloped is wrong for it connotes 
lack of progress, In many of these regions, to the contrary, there is creat progress. 
It is only thet this progress has but recently begun and the potentialities are so 
great. A hundred years ago the United States in comparison to other nations was 
‘likewise an underdeveloped area. There are, in fact, some areas in the United 
States todev that could vet be clessified as underdeveloped. 

We would like to point out that many ares will never develop, both for eco- 
nomic, political, and geographical reasons. To attempt to force development 
would be a costly mistake and would inevitably result in failure. 

8. We believe that this new program must be operated on a business level and 
not on a governmental level, Businessmen and industrialists in these countries 
generally have a more intimate knowledge of what is needed with regard to 
business and industry to bring about lasting improvement than do the 
governments, 

We especially stress the need for help other than money. By this we mean tho 
voluntary aid which could be given by American management in the way of 
technical help and ‘know-how.”’ It will be impossible for the United States 
Government to act as other than a clearing house for industrial projects. Such 
proiects must be handled on an industry to industry basis, the details to be worked 
out by industry itself. 

Since industrial skills and modern technology are largely the possession and 
property of private enterprise, it is submitted that the only way these talents can 
be put to work effectively is to bring the American entrepreneur into direct contact 
with his counterparts in foreign countries. 

9. We believe that the obstacle of double taxation which faces private United 
States capital when it ventures out of the United States must be ended. Every 
dollar of private capitel that goes abroad decreases by an equivalent amount the 
need for Government loans and grants. This flow of private capital should be 
encouraced rather than discouraged as is the case at the present time. 

10. We believe that some tax enducements might well be given to firms and 
individuals investing their capital abroad. For example, an arrangement might 
be worked out and authorized by Congress whereby, through appropriate treaties, 
both the United States and any country which is host to any United States foreign 
investment, would consent to accelerated amortization, for domestic income tax 
purposes, of the actual investment required. We have in mind the 5-year write 
off of war plants, privately constructed, which was provided for in tax laws during 
World War IT. 

In addition to a 100 percent write off for tax purposes, of any approved foreign 
investment, within a maximum 5 years, we would also recommend the instantane- 
ous write off of any remaining balance in the event that, due to the outbreak 
of hostilities, in the host country, or in ease of riot, revolution, administrative 
decree or otherwise, the transaction of business becomes impractical. 
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We believe that there must be changes in the United States customs and 
tariff laws. If United States firms are to invest abroad, they must import a vast 
amount of extraneous business material that always flows between the home 
office and subsidiary or branch plants. At the present time, outmoded United 
States customs regulations and laws restrict this flow of vital business material. 
The law must be changed so that this material may be imported freely into the 
United States, 

Customs laws and tariffs in the United States must be made more conducive to 
the importation of goods from abroad, If we are to encourage production in the 
world we are assuming a moral obligation to likewise open our doors to the purchase 
of this increased production, If we refuse to do this, then the entire program wiil 
falter and the worid will again find itself involved in another major depression, 

12. We believe that prior to taking any tangible steps for the implementation 
of the point [V program, Congress should pass the Meader bill which provides for 
the establishment of a bipartisan commission to investigate and report on ways 
and means that unreasonable barriers to overseas pr.vate investments may be 
removed. 

If these barriers are discovered and removed, much of the need for Government 
assistance may be dissipated. We would like to stress that business and industry 
in many of the areas in question would welcome private United States cooperation 
and investment. These same groups in many cases would object to any industrial 
or business program worked out on a government-to-government level. 

13. We believe that during the present emergency we can make a significant. 
contribution to the less developed areas by not overlooking their needs. Many of 
these regions are in the midst of great development programs. ‘Their continued 
progress depends upon obtaining from this country the machinery and other 
requisites to expansion. We must make certain that these goods are available to 
sustain their economies and development by the granting of export priorities. 


CONCLUSION 


In conclusion, we support the Mutual Security Program. We respectfully urge 
all Americans to see that as much of this program as possible is worked out on a 
business rather than on a government level. Only by so doing can the aspirations 
and hopes held for this program all over the world be realized without placing an 
undue and dangerous additional burden of taxation upon the American economy 
and the American taxpayer. 


SraTeMent or ILtinois MANUFACTURERS’ AssociATION——FOREIGN Alp PROGRAMS 


(Prepared by IMA International Trade Committee for Submission to IMA 
Board of Directors 


The Federal administration’s proposal to continue large scale economic aids to 
foreign nations and to extend programs for the development of backward areas 
of the world in addition to increasing our military expenditures, all apparently 
bevond the sound economic capacity of our country, has caused considerable 
concern among the members of the Illinois Manufacturers’ Association. 

An examination of the record reveals a wide discrepancy and conflict between 
the statements of various departments of our Government, during the past 4% 
years concerning the desirability of extending such economic assistance to foreign 
countries, and our capacity to furnish the same. 

The President, in his message of March 6, 1952, recommended to Congress that 
the Mutual Securitv Program be continued ‘during the fiscal year ending June 30, 
1953, and requested appropriations amounting to $7,900,000,000 to carry out such 
program. He stated that among the propositions on which he based his support 
for the program was that “the cost of the Mutual Security Program, together 
with the much larger costs of our military services and other defense measures, 
are well within our economie capacity”’ 

A. Harriman, as Secretary of Commerce, on November 7, 1947, submitted a 
report to the President on behalf of the committee appointed on June 22, 1947, 
to advise the President. ‘“‘on the limits within which the United States might safely 
and wiselv plan to extend economic assistance to foreign countries and on the 
relation which should exist between such assistance and our domestic economy” 
T he report contained the following declarations: 
* There is a growing realization that even a country with the resources 
and Bes at eapacity which we eujoy cannot continue to pour out its substance 
indefinitely without crippling its ability to keep its economic balance and to 
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(a) By direct loans to developments in underdeveloped countries where it 
would be difficult or impossible to obtain the loans from private sources and where 
American engineering firms can prove to the satisfaction of the bank’s officials 
that such loans are of a productive nature and are a good business risk. 

(b) By the encouragement of private American capital in overseas investments 
by means of the guaranty principle. That is, by freeing American foreign 
investments from the risks other than the ordinary everyday risks involved in 
domestic investments. By this we mean, (a) freedom from the unusual risk of 
inconvertible currencies, (b) freedom from the unusual risk of loss of investment 
in whole or in part on account of political contingencies such as confiscation, 
seizure, destruction or forced abandonment due to the act of any government 
which prevents the further transaction of business. 

5. We further believe that a special committee consisting of American business- 
men, industrislists and engineers, should be organized to assist the Export- 
Import Bank in its work of implementing the point IV program. The Export- 
Import Bank should not approve any specific projects under this program until 
a report on that, project had been filed by this committee. 

6. We are definitely opposed to any scheme for vast global spending on a 
Government level. We do not believe that the objectives of this program can be 
achieved merely by pump priming the world economy with additional billions of 
taxpayers’ money. While this was necessary during the immediate postwar years 
for the providing of funds for emergency relief for the war-torn nations of the 
world, such expenditures now would accomplish little in the way of permanent 
development or progress and could have a most serious adverse effect upon the 
economy of this country which is already heavily burdened by taxation. 

7. We believe the term backward and underdeveloped is wrong for it connotes 
lack of progress. In many of these regions, to the contrary, there is great progress. 
It is only thet this progress has but recently begun and the potentialities are so 
great. A hundred years ago the United States in comparison to other nations was 
likewise an underdeveloped area. There are, in fact, some areas in the United 
States todev that could yet be classified as underdeveloped. 

We would like to point out that many areas will never develop, both for eco- 
nomic, political, and geographical reasons. To attempt to force development 
would be a costly mistake and would inevitably result in failure. 

8. We believe that this new program must be operated on a business level and 
not on a governmental level. Businessmen and industrialists in these countries 
generally have a more intimate knowledge of what is needed with regard to 
business and industry to bring about lasting improvement than do the 
governments. 

We especially stress the need for help other than money. By this we mean the 
voluntarv aid which could be given by American management in the way of 
technical help and “know-how.” It will be impossible for the United States 
Government to act as other than a clearing house for industrial projects. Such 
proiects must be handled on an industry to industry basis, the details to be worked 
out by industry itself. 

Since industrial skills and modern technology are largely the possession and 
property of private enterprise, it is submitted that the only way these talents can 
be put to work effectively is to bring the American entrepreneur into direct contact 
with his counterparts in foreign countries. 

9. We believe that the obstacle of double taxation which faces private United 
States capital when it ventures out of the United States must be ended. Every 
dollar of private capitel that goes abroad decreases by an equivalent amount the 
need for Government loans and grants. This flow of private capital should be 
encouraged rather than discouraged as is the case at the present time. 

10. We believe that some tax enducements might well be given to firms and 
individuals investing their capital abroad. For example, an arrangement might 
be worked out and authorized by Congress whereby, through appropriate treaties, 
both the United States and any country which is host to any United States foreign 
investment, would consent to accelerated amortization, for domestic income tax 
purposes, of the actual investment required. We have in mind the 5-year write 
off of war plants, privately constructed, which was provided for in tax laws during 
World War IT 

In addition to a 100 percent write off for tax purposes, of any approved foreign 
investment, within a maximum 5 years, we would also recommend the instantane- 
ous write off of any remaining balance in the event that, due to the outbreak 
of hostilities, in the host country, or in ease of riot, revolution, administrative 
decree or otherwise, the transaction of business becomes impractical. 
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11. We believe that there must be changes in the United States customs and 
tariff laws. If United States firms are to invest abroad, they must import a vast 
amount of extraneous business material that always flows between the home 
office and subsidiary or branch plants. At the present time, outmoded United 
States customs regulations and laws restrict this flow of vital business material. 
The law must be changed so that this material may be imported freely into the 
United States. 

Customs laws and tariffs in the United States must be made more conducive to 
the importation of goods from abroad. If we are to encourage production in the 
world we are assuming a moral obligation to likewise open our doors to the purchase 
of this increased production. If we refuse to do this, then the entire program will 
falter and the worid will again find itself involved in another major depression. 

12. We believe that prior to taking any tangible steps for the implementation 
of the point IV program, Congress should pass the Meader bill which provides for 
the establishment of a bipartisan commission to investigate and report on ways 
and means that unreasonable barriers to overseas pr.vate investments may be 
removed. 

If these barriers are discovered and removed, much of the need for Government 
assistance may be dissipated. We would like to stress that business and industry 
in many of the areas in question would welcome private United States cooperation 
and investment. These same groups in many cases would object to any industrial 
or business program worked out on a government-to-government level. 

13. We believe that during the present emergency we can make a significant 
contribution to the less developed areas by not overlooking their needs. any of 
these regions are in the midst of great development programs. ‘Their continued 
progress depends upon obtaining from this country the machinery and other 
requisites to expansion. We must make certain that these goods are available to 
sustain their economies and development by the granting of export priorities. 


CONCLUSION 


In conclusion, we support the Mutual Security Program. We respectfully urge 
all Americans to see that as much of this program as possible is worked out on a 
business rather than on a government level. Only by so doing can the aspirations 
and hopes held for this program ail over the world be realized without placing an 
undue and dangerous additional burden of taxation upon the American economy 
and the American taxpayer. 


STaTEMENT OF ILLINOIS MANUFACTURERS’ ASSOCIATION—-FOREIGN Aip PROGRAMS 


(Prepared by IMA International Trade Committee for Submission to IMA 
Board of Directors 


The Federal administration’s proposal to continue large scale economic aids to 
foreign nations and to extend programs for the development of backward areas 
of the world in addition to increasing our military expenditures, all apparently 
beyond the sound economic capacity of ovr country, has caused considerable 
concern among the members of the Illinois Manufacturers’ Association. 

An examination of the record reveals a wide discrepancy and conflict between 
the statements of various departments of our Government, during the past 4% 
years concerning the desirability of extending such economic assistance to foreign 
countries, and our capacity to furnish the same. 

The President, in his message of March 6, 1952, reeommended to Congress that 
the Mutual Security Program be continued during the fiscal year ending June 30, 
1953, and requested appropriations amounting to $7,900,000,000 to carry out such 
program. He stated that among the propositions on which he based his support 
for the program was that “the cost of the Mutual Security Program, together 
with the much larger costs of our military services and other defense measures, 
are well within our economic capacity’’. 

W. A. Harriman, as Secretary of Commerce, on November 7, 1947, submitted a 
report to the President on behalf of the committee appointed on June 22, 1947, 
to advise the President ‘‘on the limits within which the United States might safely 
and wiselv plan to extend economic assistance to foreign countries and on the 
relation which should exist between such assistance and our domestic economy’. 
The report contained the following declarations: 

“* %* * There is a growing realization that even a country with the resources 
and productive capacity which we enjoy cannot continue to pour out its substance 
indefinitely without crippling its ability to keep its econcmic balance and to 
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maintain its national security. Any plan of European aid that we undertake 
should therefore be a plan for European recovery, with the major objective of 
restoring that area to a self-supporting position and. of bringing to an end the 
need for continued and indefinite assistance. * 

‘“* * * The essential task set at Paris was m pee how, given adequate 
aid from the U nited States, Western Europe could get on its feet in the next 
4 years. * * 

‘On August 23. 1951, Secretary of Commerce Charles Sawyer, in a letter to 
Senator Tom Connally, chairman of the Senate Foreign Relations Committee, 
made the following statement: 

“‘T see no benefit from deciding that ECA shall die promptly but from its ashes 
shall arise a new ECA under the name of ‘Mutual Security Administration’ with 
more permanent status, greater prestige, higher salary ranges, and more authority 
to spend money and produce conflict of foreign policy. 

“Tf I am asked what practical program I would suggest, my suggestion is this: 
First, carry out the original HCA plan and have it terminate, as Congress orig- 
inally decided, on June 30, 1952. By that time, its original function of restoration 
will have long since been magnificently performed.” 

Secretary of State Acheson, in his testimony vefore the Senate Foreign Relations 
Committee on July 26, 1951, disclosed that the current request for $8% billion 
was only the first step in a proposed long-range foreign-aid program, and indicated 
$25 billion may be needed during the next 3 years to provide our allies with 
essential equipment for defense. He aiso indicated that not until the 1955 fiscal 
year (ending June 30, 1956) would there be substantial reductions. 

The comments by Secretary Acheson that foreign military aid would be so 
heavy and would extend for such a long period were made wiihin 2 months after 
President Truman stated that the Mutual Security Program is “not a program 
under which we will carry the rest of the free world on our backs but is founded 
on the principle of mutual effort and the knowledge that we can help effectively 
only those who help themselves.” 

Taking into consideration the apparent contradictions and inconsistencies in 
our foreign-aid policies and programs, and in view of the new requests by the 
Federal administration of huge sums for such aid, the [llinois Manufacturers’ 
Association respectfully urges Congress to give serious consideration to the 
following recommendations: 

“That continuation of foreign aid on the huge scale contemplated by these 
various foreign-aid programs cannot be justified on the basis of the economic 
recovery in many foreign countries, and particularly certain countries of Western 
Europe, as reported by United States officials; 

“That continued dissipation of American assets and the continued expenditure 
of huge sums for foreign give-away plans impose unwarranted additional tax 
burdens upon the citizens of this country at a time when they are already over- 
whelmed with taxation, with the result that initiative is being stifled and our ca- 
pacity to produce our military and domestie requirements restricted; 

“That the alarming expansion of our national debt, which will inevitably 
result from the continuation of these elaborate foreign-aid programs, is placing 
a stupendous burden upon future generations and creating a condition of financial 
instability which threatens to undermine the accumulated wealth of our citizens 
and depreciate the value of the savings of our entire population; and 

“That continued conformity to vague and academic plans to distribute our 
wealth among all of the people of the wor!d will eventually bankrupt this country. 

“That before any additional funds are appropriated by Congress for foreign 
aid, a special congressional committee be created to investigate the administra- 
tion and the use of the huge funds thus far appropriated for foreign aid as well 
as the need for continued foreign aid; and 

“That economic and military aid be accorded only to nations which are willing 
to wholeheartedly participate in the struggle against communism.” 





STATEMENT OF THE GENERAL FEDERATION OF WOMEN’S CLUBS, SUBMITTED BY 
Mrs. C. D. Wricut, CHarRMAN, LEGISLATION DEPARTMENT ON THE MUTUAL 
Security ProcraM For 1953 


The General Federation of Women’s Clubs, 4 national! and international orzani- 
zation with an over-all membership in the United States of anproximately 544 
million women, has long had as a first interest the building and maintenance of 
peace in the world. Its members have consistently supported such cooperative 
efforts to promote international cooperation as the United Nations, the European 
recovery program and the North Atlantic pact. 
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We are convinced that, in the light of current world tensions, the most realistic 
and constructive effort being made today to avert world war III is the Mutual 
Security Program. We, therefore, endorse this program wholeheartedly and re- 
commend that the full measure of aid requested to finance its operation during 
1953 be approved by the Congress. 

We are deeply concerned by attempts to drastically curtail the relatively small 
sums requested for economic assistance and technical aid. 

The economic aid proposed for the NATO countries seems to us necessary in 
view of the strain imposed on their barely recovered economies by the demands of 
rearmament, coupled with the rise in prices of raw and finished materials. The 
foundation of military strength is economic strength. To withhold a small amount 
of aid to our allies to help them finance imports of materials and construction of 
ylants essential for their defense build-up would be a very short-sighted policy 
indeed for this country to edopt. Surely it is to our interest to make this invest- 
ment now so that the NATO countries can expand their own production facilities 
and eventually produce themselves the military supplies required for defense. 

We also approve the economic and technical aid recommended for the under- 
developed countries in the 1953 program, because we believe that this kind of 
assistance is the most practical way of winning the battle for men’s minds in 
these areas. The point IV program represents a positive approach to the basic 
ills of almost half the world’s population—poverty, hunger, ill health, and 
ignorance. Past experience has proved that a small-amount invested in bringing 
technical know-how to Asia, Africa, and Latin America vields rich dividends in 
the form of improved health, increased agricultural productivity, better education 
and transportation facilities, and good will toward the west. It is our best defense 
against the advance of communism in these areas. 

The survival of the democratic way of life may well depend on the success of the 
Mutual Security Program. Let us not jeopardize it by unwise curtailment. Let 
us remember that the cost of this program is cheap compared to the cost in blood 
and treasure of a third world war—a catastrophe we risk if we fail to meet the 
Communist challenge with the united strength of the free world. 





STATEMENT BY THE LEAGUE OF WoMEN VOTERS OF THE UNITED STATES ON THE 
Proposep Mutvat Security Procram ror Fiscau YEAR 1953 


The League of Women Voters considers the Mutual Security Program to be 
basic to the present foreign policy of the United States. Members of the league, 
now totaling over 100,000 in some 800 communities, have followed the develop- 
ment of the program during the past vear. A summary of our views about the 
importance of the program follows. 

1. Collective security and NATO 

The league has worked for 30 years to build support for the idea of collective 
security. To this end we worked for the establishment of the United Nations, 
and later for the North Atlantic Treaty Organization as a regional arrangement 
withi the framework of the U. N. Charter. ‘We believe that the formation of 
NATO was desirable and that its progress to date has been rapid. In order for 
this progress to continue, Western Europe needs some help from the United States, 
both to stabilize economies strained by rearmament and to arm the forces being 
organized to defend the west. The expenditures for defense support in the 
Mutual Security Program seem to the league to be as necessary as those for mili- 
tary aid. Indeed, it seems to us that there is little real distinction between mili- 
tary and economic aid. The main point is to help Western Europe develop and 
sustain a viable economy while it rearms for the safety of all of us. Whatever 
contributes to this goal is important, whether it be wheat and cotton or guns and 
planes. 

Defense support, further, should be available to strengthen those new efforts 
at European integration: The Schuman plan, the European army, the European 
Payments Union—which offer so much hope for the birth of a strong and inde- 
pendent federation of states of Western Europe. 


2. Aid to underdeveloped areas 

The league especiilly favors those parts of the Mutual Security Program which 
authorize ecoromic aid and technical assistance from the United States to the 
countries of Asia, Africa, and Latin America. We believe this aid is vital because 
it gives those netions a chance to become independent partners in the task of 
building a peaceful world. 
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ro ha members are aware of the social and political revolutions in many 
underdeveloped areas, of which intense nationalism is one aspect. Aid such as 
is now being extended through the point 4 program can help turn this tide in a 
constructive direction. It is certainly in our national interest that this should 
bedone. Experience has shown that much can be accomplished in underdeveloped 
countries with a moderate expenditure of funds. We urge Congress to provide 
adequate appropriations to carry on this program for advancement. 


8. Technical assistance and economic aid through the U. N. 

Letters from league members all over the country show they feel strongly 
that more of the money made available by the Congress for technical assistance 
should be directed through the United Nations. If the’U. N. is to develop into 
an effective instrument for international cooperation, member countries must 
make use of it. In view of the sensitivity of nations recently emerged from 
colonial status, technical assistance from the U. N. is often weleome where aid 
from the United States might be suspect. This is a particularly good program, 
therefore, to be developed through the United Nations. 

In closing, we should like to point out that our members, along with most 
other citizens, are seriously concerned about economy and efficiency in the 
Federal Government. We urge you to scrutinize every request for authorization 
of funds. We would be the last to say that waste should not be eliminated wherever 
it may be found. On the other hand, we want to be sure that cuts for the sake 
of economy do not involve a risk to our national security, or an undermining of the 
long-range goals of our foreign policy. The danger is that we shall be so impatient 
for results that we will fail to see the great progress which has been made—and 
which would be wasted if aid were withdrawn just when progress is beginning 
to be apparent. 

We recommend, therefore: (1) that there be adequate appropriations for 
defense support as well as for military aid; (2) that we continue the program for 
aid to underdeveloped countries; and (3) that these appropriations be in adequate 
amounts, and with full use of United Nations agenci_s. 





STATEMENT OF THE AMERICAN CITIZENS COMMITTEE FOR Economic Arp ARROAD 


This testimony is respectfully submitted by the American Citizens Committee 
for Economic Aid Abroad, a voluntary citizens’ committee formed to support the 
full measure of economic assistance and technical aid requested in the Mutual 
Security Program for 1953. , 

We are sending this testimony to you in the sincere belief that the future of 
the entire free world depends on American aid being continued at this crucial 
time. We believe further that the smount of economic and technical assistance 
req iested by President Truman under the Mutual Security Program for 1953 
is bv no means exorbitant, but rather that it may justly be termed ‘‘modest.”’ 

We are convinced that American aid is still required in Europe for such im- 
portant reasons as the following: The Marshall plan helped to restore the econ- 
omies of the European nations receiving American aid to prewar levels. Since 
June 1950, however, it has been necessary for these same countries to take on 
vast new burdens. In order to maintain their economic health these nations 
must import raw materials and equipment obtainable almost exclusively in the 
United States of America, which must be paid for with dollars which they do not 
possess and cannot earn. Without some American help at this time, therefore, 
the economies and security of these nations may again be jeopardized. 

Economic aid for Europe, as requested under the Mutual Security Program 
for 1953, not only would be of immediate benefit to the separate nations, but 
would make it possible for them to further their constructive efforts to solve 
their joint economic problems through the Schuman plan, the European Payments 
Union, and other cooperative undertakings. 

As for aid required for areas classified as ‘““underdeveloped”’: More than 1 billion 
per ple—almost half of the world’s population—live in the underdeveloped coun- 
tries. These countries—outside the iron eurtain—comprise 51 percent of the 
world’s total area.! Here proverty, ill health, illiteracy, lack of an adequate 


! Population of the United States of America: 6 percent of the total world nonulation. Area of the 
United States of America: 7 percent of the total world area. Al™ost one-half of United States trade is with 
the underdeveloped areas (44 percent of United States exports; 57 nercent of United States imports). Ae- 
cording to a renort submitted to President Truman by the International Development Advisory Board, 
composed of ontstanding United States business, labor, finance, agricultural, and other leaders: ‘‘ Virtually 
all of our natural rubber, ranganese (upon which the manufacture of steel depends), chromium, and tin, 
as well as a quarter of our zine and copper and a third or more of our lead and aluminum comes from abroad, 
mostly from the underdeveloped areas. This is also true of the largest part of our uranium ore.” 
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food supply, outmoded agricultural, and industrial techniques, relics of feudalism, 
and colonialism, handicap progress. Per capita annual income averages $80. 
Average diet is 20 percent below the minimum health standard. Life expectancy 
is less than 30 years. Illiteracy averages 78 percent. We can ignore the prob- 
lems of such nations only at the peril of the entire free world. 

A total of approximately $656,000,000 has been requested for bilateral and 
multilateral programs of economic assistance and technical aid for these countries. 
Measured against the need, the amount requested is small indeed. And the pro- 
gram envisioned has been planned as supplemental to extensive programs under- 
taken by local governments.! The United States contribution in each case would 
heaps the vital margin of aid that would make the local programs possible. 

Sven when United States aid might be as little as 10 percent of a total program, 
curtailment of our help might mean failure of the entire program. ‘This is due 
to the fact that the United States contribution to these programs involves such 
essential factors as technicians, machinery, tractors, fertilizer, seed, without which 
the rest of the programs cannot proceed. 

Although the needs of the underdeveloped countries in general call for long- 
range development programs, we believe that the critical situations in such coun- 
tries as India, Pakistan, and Iran have made it necessary even to advance the 
timetable for carrying out long-range projects in these areas. 

The critical needs of India, for example, make it necessary to provide American 
aid with great promptness because the vast majority of India’s population of 
360,000,000 lives at starvation, or near-starvation level. The average per capita 
annual income in India is $57. 

Drought and crop failures have drastically curtailed local availability of food 
supplies within the past few years. As a result, India must now import some 
5 million tons of food grains each year, for which she lacks foreign exchange. 
Thus it is imperative that her own production be radically increased so that the 
need to import food for which she can ill-afford to pay will not recur, and foreign 
exchange resources can be used for developmental purposes. The new demo- 
cratic Government of India is striving valiantly to solve her problems. According 
to all trained observers, however, unless recurring food crises can be avoided, and 
the general standard of living can be appreciably raised within the next 5 years— 
before the next elections—a serious economic and political crisis may well result. 

It should be noted that India has launched a tremendous 5-year program to 
achieve self-sufficiency in food. Under it, it is planned to place 16 million acres 
of additional land under irrigation—an increase of one-third over present irri- 
gated areas. Land improvement and reclamation schemes are expected to bring 
over 7 million acres of new land under cultivation by 1956. It is hoped that 
extensive village programs, assisted by American Mutual Security Program 
funds, will benefit approximately 12 million people even within the next year, 
with improved seed, fertilizer, tools, and farming methods. 

Despite her own efforts to solve her own problems at this time, India needs 
United States aid, because even with U. N. and Colombo plan help, her resources 
are by no means sufficient to permit her to carry out the above plan alone, within 
the next 5 years. It so happens that only the United States can provide the 
technical help, equipment, and supplies that will furnish the needed margin for 
success. 

As United States Ambassador to India, Chester Bowles, recently stated 
‘‘* * * however brave India’s efforts, it is now clear that unless America 
provides this new and struggling nation with substantial and immediate economic 
assistance—assistance in the concrete form of bulldozers, irrigation pumps, plows, 
fertilizers, DDT, plus agricultural, and public-health technicians—India cannot 
meet the critical needs of her people in time.” 

In addition to aiding Europe to avoid catastrophe, America’s brief experience 
with economic and technical assistance abroad has already shown what tre- 
mendous gains can be made in underdeveloped areas, as a result of help given. 
One American county agent, for example, equipped with improved seed, and 
through the teaching of improved farming methods, helped an Indian farmer to 
increase his wheat yield from 9 to 63 bushels an acre. In one district of India, 
as a result of American technical aid over a period of 3 years, wheat production 
was increased 46 percent, potato yields were raised from 119 to 235 bushels an 
acre, milk nroduction by 35 percent. In another district, control of malaria 


' In the joint programs for underdeveloped countries, an average of 75 percent of the costs will be paid by 
local governments. The Colombo plan for economic development in South and Southeast Asia which 
has been initiated, involves financing totaling over $5,000,000,000. Fifty-five nations are contributing to 
the expanded technical assistance program of the United Nations. 
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has helped to increase food production 35 percent in 1 year. A plow costing 
$2.25 helps farmers to work four times as fast as with implements employed in 
the past. On the basis of United States experience in giving technical aid to 
India, it now appears a reasonable certainty that with an improved supply of 
seed, water, fertilizer, and improved agricultural methods, food vields per acre 
can be increased 10 percent in the second year of a concentrated effort to improve 
conditions; by 20 percent in the third year; by 50 percent in the fourth. Such 
facts as these show what a country such as India—as well as other underdeveloped 
countries—can do in a remarkably short time to achieve self-sufficiency, higher 
living standards and stability. 

We are impressed with the sober judgment of W. Averell Harriman, Gen. Omar 
Bradley, Secretary of State Dean Acheson, Gen. Alfred Gruenther, and other 
witnesses before congressional committees, that the requested Mutua’ Security 
Program for 1953 has been pared down to the absolute minimum needed to achieve 
desired goals, erring, if anything, on the conservative side. We believe thet a 
cut in the name of ‘‘economy’’ may actually make whatever inadequate funds we 
might appropriate a wasted expenditure, if they are insufficient to do a mean- 
ingful job. 

Although the demands on American taxpayers are great, the real question is 
whether, in view of the interdependence of nations, we can afford not to give 
economie and technical aid, as proposed under the Mutual Security Program for 
1953. One striking example: the cost of the entire Mutual Security Program for 
1952 equals the cost of approximately 1 month of World War II, In the words of 
Paul Hoffman, former ECA Administrator, and now president of the Ford Foun- 
dation: ‘Instead of speaking of foreign aid we should rather speak of world 
investment.”’ 

It has long been a guiding principle of American foreign policy that our well- 
being is inevitably dependent upon the well-being of other nations. In this belief 
America has joined the United Nations; has initiated the Marshall plan, point IV, 
the Mutual Security Program of 1952; has supported the United Nations ex- 
panded technical assistance program. A recent opinion survey indicated that 
an overwhelming majority of Americans—-87 percent of those interviewed—believe 
that economic aid to other nations is helpful to United States security and welfare. 
Civie organizations representing millions of Americans have testified before 
congressional committees, approving the full measure of economic assistance and 
technical aid, as requested under the Mutual Security Program for 1953, and have 
passed resolutions to that effect. In view of these facts, how can we not continue 
with our aid program now? 

Some critics of our economic aid program declare that other countries are 
simply sitting back, expecting that American aid will solve their problems for 
them. Every evidence indicates, to the contrary, that a tremendous effort is 
being made by numerous other countries, separately and jointly, to meet their 
own problems. American aid is needed as the indispensable supplement—the 
catalyst—that will make such self-help possible. 

Secretary of State Acheson and Secretary of Defense Lovett have testified 
that the European countries have committed themselves to joint programs that 
mav, in fact, dangerously strain their capacities. The tax burden of countries 
in Europe is, in most cases, as great or greater than that of the United States. 
(The United States today collects about 25.8 percent of its gross national product 
in taxes, as compared to 33.7 percent for the United Kingdom, 31 percent for 
Austria, 30.7 percent for France, 30.3 percent for Western Germany, 28.3 percent 
for the Netherlands.) 

We believe that claims that economic assistance and technical aid should be 
curtailed for the coming year, because funds appropriated for similar assistance 
for the current vear have not yet been expended, are without any sound basis in 
fact. Funds for the current year were late in becoming available; it takes time 
to develop contracts that will permit of the most productive and effective use of 
funds. It takes time for complex programs to get under way. The fact that 
this year’s appropriations are not yet fully expended at this date in no way 
detracts from the need for adequate funds for 1953, Particularly so since the 
1952 appropriation for TCA programs became available to the Director of 
Mutual Security as late as November 1, 1951. Thus, 8 months, or two-thirds 
of the fiscal year, remained for the allocation and obligation of Point IV program 
funds. 

Thereafter funds were allocated to TCA by the Mutual Security Director on 
the basis of programs submitted.by TCA, and approved by him. The first of 
these allocations for expanded 1952 programs were made in February 1952. By 
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the end of February 1952, $51 million, or about 25 percent of the 1952 budget, had 
been obligated by TCA. 

It should be remembered that the allocation of funds to specific country pro- 
grams depends not only on the approval of the Director for Mutual Security, but 
also on the conclusion of specific programs and project agreements with some 33 
other governments. Negotiation of these agreements is well under way, and the 
rate of obligation will rise steeply each month as agreements are concluded. By 
June 30, 1952, it is expected that approximately the full amount appropriated by 
Congress for TCA-point IV programs will have been obligated on the basis of 
carefully worked-out agreements, which reflect the needs of the cooperating coun- 
tries, and their ability to contribute to each project. 

The process may seem slow, but sound and lasting results cannot be achieved 
in any other way—certainly not by allocating funds indiscriminately, without 
careful preparation and acceptance by other governments. 

It is because we believe in the facts here so briefly outlined, that we beg you to 
support the full measure of technical and economic aid requested for the Mutual 
Security Program of 1953. 

Respectfully submitted. 

DorotHy NORMAN, 
Chairman, American Citizens Commiltee for Economic Aid Abroad. 





STATEMENT OF FiLoRA B. LupiIncron, CHAIRMAN, INTERNATIONAL RELATIONS 
Boarp, AMERICAN LiprRaRyY ASSOCIATION 


The long-range aspects of international economie and technical development 
should not be overlooked. By assisting in the increase of knowledge and skills 
on the part of large numbers of peoples especially in the undeveloped areas we 
can help them to become more effective participants in the economy and govern- 
ment of their areas. 

If we are to make the most effective use of our personnel they must have access 
in the field to appropriate technical publications. The training of local personnel 
to take over and to extend what we shell have begun requires comparable materials. 
A network of libraries, technical and general, supported the Tennessee Valley 
Authority from its inception. Scientific and technical publications are an in- 
dispensable part of any development program wherever located. The less de- 
veloped the area all the more essential are the elementary manuals and pamphlets 
suited to local needs for training purposes, If the local population participates 
in the production and use of benefits the broad impact on the life of the region 
requires a well-conceived program of adult education. 

It is in the best interests of the United States to promote economic self-suffi- 
ciency, especially in undeveloped areas. We need the resources of these areas 
now. In the future we will need their personnel, their skills and resources. We 
look forward to the ever more effective participation of their citizens in world 
affairs. 


STATEMENT OF Natronat Councir, or Cuurcues or Crrist IN THE UNITED 
States or America, IN Support or ForeiGgn Arp 


The general board of the National Council of the Churches of Christ in the 
United States of America at its meeting on March 21, 1952, authorized me to 
submit a statement in support of appropriations for programs of technical assist- 
ance. We confine our statement to technical assistance as originally conceived 
in point IV of the President’s inaugural speech, and in general outlined in his 
relevant message to Congress in 1949. It is recognized that not only must our 
Government carry on a humanitarian program, but at the same time the demo- 
cratic world must have security as well. However, the problems to be met 
require long-range commitments in technical assistance programs which can 
give assurance for peace through common effort. 

Believing in the resourcefulness and the determination of the American people, 
we are confident that solutions can be found for the problems of hunger, disease, 
and poverty. Having opened the door of hope across the world and aroused the 
imaginations of thousands through our humanitarian efforts, we can ill afford 
at this point. to draw back from the tedious task involved in the necessary long- 
range efforts required. Sustained effort is demanded of the American people to 
give meaning to this new partnership with peoples in underdeveloped areas. 
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Well executed programs of technical assistance provide a climate in which trust 
and cooperation can develop. Such a program is an important factor in American 
foreign policy. To reduce or discontinue such aid would discredit United States 
leadership and destroy the growing hopes of peoples in underdeveloped areas. 
Effective cooperation with the free ples of the world requires a continving 
program. We believe that technical assistance should be a part of the foreign 
policy of the United States Government, and based on bipartisan support. 

We believe the Protestants of America were favorably disposed to the point IV 
program as originally proposed. The idealism expressed in the President’s 
statement met a warm response. One has but to read our own history of develop- 
ment in the rural areas to know that development is a slow, tedious process. 
Patience for this long pull in our effort to improve underdeveloved areas will 
be needed. The peoples in those areas require time to be conditioned to im- 
provement and also time in which to assimilate the new techniques and make them 
their own. It is our conviction that the peoples in underdeveloped areas will 
find assurance to sustain their own efforts when they know that America is deter- 
mined on a long-range program of cooperation. 

Point IV stresses economic development, better living conditions, better 
homes—an emphasis, in fact, on what every American considers his inherent 
right. The problem of helping people help themselves is complicated. Care 
should be taken so that the means used to secure results do not violate educational 
and democratic principles. 

Action programs to improve the agriculture, the health, the homes, and the 
fundamental education of peoples in underdeveloped areas are essential. To 
fully accomplish this objective we believe that Americans must help the peoples 
in underdeveloped areas believe in themselves, believe in their friends, and in 
a new way of life. Scientific knowledge can help solve their problems of field 
and shop, home and community. Helping people to develop both themselves 
and their resources is a part of this task. At the same time the American people 
must be reassured that the task is accomplishing the purposes for which is was 
planned. Therefore, we believe a program of technical assistance should build 
people-to-people relations and thus undergird a democratic way of life for all. 

Ambassadors of technical assistance must and can be ambassadors of good will 
and interpret the best America has to offer. Many of the countries in want desire 
people to work with them rather than for them. Training programs on all levels, 
both in the United States and in the country concerned, are absolutely essential. 
Such trained leadership is necessary if a program is to be developed at the village 
level in terms the people can understand. We believe that the success of the point 
IV program depends more on the selection of the finest type of Americans than 
on any other factor including funds. Appropriation of funds alone carry no 
assurance that they will secure the good will so necessary to the world today and 
to the success of assistance programs. Indeed, unwise expenditure of money can 
easily do more harm than good. 

We believe in the constructive role our country has to play in the United 
Nations. Through its activities in this field, the United Nations is becoming 
associated, in the minds of needy people around the world, with freedom, justice 
and social improvement. We have supported the United Nations’ program of 
technical assistance, and the point IV program of our Government as originally 
conceived. We recognize that cooperation and coordination are essential. In 
order that assistance programs may serve the humanitarian purposes for which 
they are primarily designed, we think it desirable that wherever possible, such pro- 
grams should be carried forward under the auspices of the United Nations. 

The United States has ventured on a great task in the point IV program. Such 
efforts will provide more effective answers to human need than the tempting 
promises of dictators and demonstrate that good will can build security. These 
programs are in keeping with the efforts of our own people to give freedom and to 
share with our neighbors in need. Sharing the burdens of the weak is good religion 
and we believe equally good foreign policy. 
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Tue CounciL ror Sociat AcTrion 
OF THE CONGREGATIONAL CHRISTIAN CHURCHES, 
New York 10, N. Y., April 17, 1952. 
Hon. James P. Ricwarps, 
Chairman, Committee on Foreign Affairs, House of Representatives, 
Washington, D. C. 

Dear Str: Having been informed that our request to testify in person on the 
proposed Mutual Security legislation could not be granted, we herewith submit 
the following statement on this legislation: 

The Council for Social Action of the Congregational Christian Churches ! has 
long supported programs of technical assistance to underdeveloped areas and 
various other forms of nonmilitary aid to nations that are now tempted by com- 
munism. ‘The council has consistently recognized the need of military prepara- 
tions to offset the military power of the Soviet Union and its satellites but it 
believes that successful resistance to communism requires a careful balancing 
of militarv and nonmilitary measures. 

For this reason the council urges your committee to give full weight to the 
claims of the nonmilitary forms of aid proposed in the legislation for a Mutual 
Security Program now before you. 

The surest way to prevent the spread of communism in India and in some other 
countries is to help kindle the hope that a constructive, democratic alternative 
to communism can be found. ‘That hope needs to be backed in the near future 
by tangible gains in terms of the peoples’ welfare. If that hope should cease to 
exist, Communist propaganda would be likely to destroy the will to resist Com- 
munist power. People resist communism successfully only when they have hope 
in a possible alternative. 

The Council for Social Action fears that the desire for economy, which is 
laudable in itself, may lead to the attempt to cut the proposed appropriations 
for nonmilitary aid because among our people there is a widespread tendeney 
to think of the present world conflict almost exclusively in military terms. We 
believe that any such view of the conflict is dangerously false. 

It is likely to prevent us from doing the constructive things that can be done 
to undercut the appeal of communism. This would have the effect of making 
general war more likely with all of its destructiveness and moral horror. It would 
be likely to make necessary far greater military expenditures in the future. If by 
this expenditure for nonmilitary aid it is possible to neutralize in a significant 
measure the real power of communism, then, to refuse that expenditure would be 
very poor economy. At best all the military power in the world can only deter 
overt Communist aggression. It can do nothing to solve the problems of a nation 
that make it ripe for communism as a false panacea or to remove the hopelessness 
that undercuts its resistance to communism as a military threat. Military power 
can do little more than help us to gain time for constructive action. If we fail to 
use that time for such constructive action it is likely that the Communists will 
win more countries through propaganda and conspiracy and in doing so add 
greatly to their military potential. We will lose this struggle in the end if we 
trust to military power alone. 

We want to emphasize the conviction that, while there may be countries that 
can be saved from communism by our having sufficient military power to act as 
a deterrent to military aggression, India is not one of those countries; and India 
is the country whose fate will determine the course of history in Asia more than 
that of any other country that is now free. If this conviction is sound, the 
overwhelming importance of this appropriation for India should be clear. 

As churchmen the members of this council feel bound to urge the claims of non- 
military aid, first of all, because it is in itself constructive. It meets the needs of 
people. We believe that this Christian concern for the welfare of people in other 
countries coincides with the requirements of our well-being and security as a 
nation. We seek American security and a world delivered from the threat of 
totalitarian aggression. We believe that a policy based upon military prepara- 


1 The conncil is composed of a board of 18 nersons elected by the General Council of the Congregational 
Christian Churches which is the representative bodv of our 6,099 churches and 1,109,099) menhers. The 
Council for Social Action has been given the responsibility by the general co"incil of helving the individnal 
churches ma*e the Christian Gos»el more effective in society in the areas of international relations, race rela- 
tions, and economic affairs. It should be made clear that according to the Congregational form of church 
government each individtal church and each national board speaks only for itself. In this statement we 
speak only for the Council fcr Social Action. 
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tions alone will neither give us security as a nation nor help the people of the 
world to find their way to peace and freedom. The cost of nonmilitary aid is 
smail in comparison with the cost of miltary preparations. We believe that it 
would be both grieviously mistaken policy and very poor economy to reduce the 
appropriations for nonmilitary aid at this time. We hope that this committee 
will come to agree with these judgments. 

Ray Gissons, Director. 

Herman F. Reitssia, 

International Relations Secretary. 





AMERICAN AssociaTION OF SoctaL WorKERs, 
New York, N. Y., April 22, 1952. 
Hon. JAMEs P. RicHArps, 
Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Ricwarps: This letter is to express to vou aud your committee the 
stand of the American Association of Social Workers with regard to the economic 
aid and technical assistance programs requested in the Mutuai Security Agency 
budget for 1953. The association, representing some 12,000 social workers 
throughout the country and organized into 120 chapters, supports these programs 
in full measure and urges your committee to support and defend the programs 
and appropriations as recommended by the President. 

We appreciate the dilemma which confronts the Congress in their efforts to 
reduce national spending but we hope you will give serious consideration to the 
results of cutting economic and technical assistance to other countries at a time 
when the free countries of the world are dependent upon one another's good will 
and help for survival. 

In our opinion, the $2,475,000,000 required for the programs of economic aid 
and technical assistance represents a very small investment toward world peace 
and stability. lven if there were no threat of aggression in the world or no danger 
of subversion a world-wide task of economic and social development would still 
remain. Our American tradition has always been one of working with the peoples 
of other lands to help them improve their living standards. Certainly, now of all 
times this help should not be witbheld. 

Our membership is not only interested in these programs but is well informed 
concerning their achievements thus far. Many of our members have participated 
in various phases of the technical-assistance program here and abroad. We 
have seen the economic and humanitarian dividends which result from a com- 
paratively small monetary investment by this country. Already in South 
America, India, and the Middle Fast great progress has been made toward 
improving the economic and social standards of those areas through our point 
IV program. Communities in underdeveloped countries have demonstrated 
dramatically their ability to help themselves once they have the opportunity to 
do so through technical leadership and aid from countries in a position to pro- 
vide them. The technical and economic assistance activities of the Mutual 
Security Program are carried on with other countries on a cooperative basis. 
We are not carrying the load by ourselves. As the effects of our assistance 
increase, as the countries benefit from them, they will take on more and more 
of the work, and our share of the enterprise will decrease. 

There have been indications in the press and elsewhere that the Congress 
may drastically cut economic and technical aid. As an association, we do not 
underestimate the importance of defense spending, but unless the United States 
can contribute to making it possible for peoples to become strong economically 
and to help them to find something worth living for in a world of aggression and 
deprivation, armaments will net us and other countries nothing. 

The American Association of Social Workers strongly urges you to support the 
appropriations as now recommended for economic aid and technical assistance 
in the Mutual Security Program. 

Very truly yours, 


EILEEN BLACKEY, 
Chairman, Committee on International Social Welfare, 
American Association of Social Workers. 
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StaTeEMENT oF Dr. Lev E. Dopriansky, Professor at GeorGeTowN UNIVER- 
SITY AND PRESIDENT OF THE UKRAINIAN CONGRESS COMMITTEE OF AMERICA 
ON THE Murtrvat Security Program 


With all the power of expression at my humble command I wish to impress 
upon you, our distinguished members of the House Committee on Foreign Affairs, 
the utter necessity of extending every measure of deliberate attention and con- 
centrated legislative effort to that extremely vital and potentially determining 
provision of the Mutual Security Program which has come to be generally known 
and accepted as the Kersten amendment to the Mutual Security Act. Judging 
by the publicized hearings that have been conducted on this program over the 
past month and more, it appears that the need for the expanded content and 
magnified significance of this innovating provision has been pathetically neglected. 
Yet on the basis of my broad experience with numerous American organizations 
deeply engrossed in developing a powerful and principled unity of anti-Commu- 
nist forees here and abroad, I can safely declare that the intrepid realization and 
expansion of the Kersten provision is of the utmost importance in their seasoned 
judgment. In fact I feel reasonably confident that the following general obser- 
vations and concrete proposals, pertaining in the main to the amendment, ac- 
curately express the dominant sentiments and founded opinions of a significant 
part of our population. Fspecialiy can this be said with reference to those 
equipped with a detailed knowledge of the socio-political conditions behind the 
iron curtain, notably those related to the fundamental weaknesses of Moscow’s 
imperialist rule. 


AN URGENT PROPOSAL SERVING THE BASIC NEEDS OF AMERICAN INTEREST 


In general support of the Mutual Security Program now under consideration, 
it is my considered judgment that further fiscal support be afforded the materiali- 
zation of the intent and objectives of the Kersten amendment even if this should 
necessitate scaling down the requests made for several noble but otherwise rela- 
tively iess important undertakings contemplated in the program for the near 
future. Toward the end of an effective and accelerated implementation of the 
Kersten amendment which our farseeing Congress passed on its own initiative 
last year, I earnest!y urge an increase in the allocation originally provided for up- 
ward of $1 billion in the coming fiscal year. In addition to meeting the material 
requirements of the initial phase envisioned in a serious and wholehearted applica- 
tion of the amendment, this forthright step taken by the Congress would reinforce 
the wi!l it so courageously expressed last vear in its adoption of the amendment 
that even a recalcitrant executive body possessed with permissive powers would 
have to take heed of the importance attached to the solid implementation of this 
provision. In every respect, even at this moment of economy demands, the 
recommendation submitted here cannot rationally be interpreted as an exaggerated 
proposal once the overwhelming facts are objectively evaluated in a framework of 
logical analysis. 

First, it would seem that sober consideration should be given to the manner in 
which this amendment and the advanced proposal stand to serve the basic needs of 
our American interest, and thereby logieally justify the accommodation of an ade- 
quate fiscal base for the effective realization of this momentous provision. These 
needs of American interest may be enumerated as foliows: 

1. The utilization of all possibilities for the secure defense of our country and of 
the free world, which with relevant application here means even the immense 
support of allied elements and peoples, chiefly the known undergrounds, behind 
the iron curtains of Europe and Asia; 

2. The maximization of our chances to preclude the hot outbreak of world war 
three, which in terms of the amendment involves a deepening of the outstanding 
weaknesses of the Soviet empire and the cancerous spread of penetrating psycho- 
logical uncertainty in the truly pregnable Soviet apparatus for world domination; 

3. The wisdom to prepare thoroughly even for the tragic exigency of a world- 
wide hot war with the morally justified aim of minimizing losses in American lives 
and treasure which the amendment can certainly underwrite; and 

4. The inspired will to buttress our free world leadership with the moral purpose 
of justice and the universal principles of natural law that are so magnificently en- 
shrined in our Declaration of Independence and so unmistakably implied by the 
national liberation policy underlying the revolutionizing Kersten amendment. 

A moment of reflection on the meaningful significance of these basic needs of 
American interest and their remarkable satisfaction through an earnest applica- 
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tion of the Kersten amendment bids us to consider prudently the intimated for- 
mula that our national security can be greatly increased in relative terms, and at 
considerably less cost, through the available means of weakening progressively 
the acutely vulnerable position of our mortal adversary in this cold war. Beyond 
peradventure of doubt it will guarantee for us the winning power of initiative that 
we have yet to attain to in our cold war maneuvers. A policy of mere, passive 
containment, viewed from the angles of institutional habituation, financial cost, 
and moral leadership, contains the seeds of destruction which may well sprout in 
our current environmental make-up unless this hitherto protective approach is 
fearlessly replaced by the forward-looking policy of national liberation written in 
the very contents of the Kersten amendment, and the determination of items for 
substantial aid in our Mutual Security Program is intelligently adjusted to a 
theoretic scale of relative critical importance of such items. The Honorable 
Brien McMahon, Senator of Connecticut, struck at the core of the issue when on 
April 17 last in New York, he declared: 

“Now it is time not merely to contain communism but to begin rolling Soviet 
power back. Now it is time for America to get behind a positive program for 
world-wide peace with justice—a program that will speak for the voice and 
conscience of all America, a program that will give the world a rebirth of hope. 

“‘America means self-government and freedom; Stalin means Moscow rule and 
slavery.” 
FOUR COMPONENTS OF THE KERSTEN AMENDMENT 


A careful reading of the text of the amendment discloses four essential ideas 
which constitute the structure of the provision requiring stalwart implementation 
today. One entails the ready assistance given to escapees, both recent and present, 
from the Soviet empire. The second important idea involves the systematic 
formation of respective national military units consisting of these present and 
future escapees and their convenient integration into the North Atlantic Treaty 
Organization. The third essential idea bears on the undaunted support of se- 
lected persons residing in Communist-dominated countries or, in more explicit 
terms, those innumerable underground elements dedicated to and currently strug- 
gling for the liberation of their enslaved countries from imperalist Muscovite rule. 
And finally, completing the structure of the amendment is the fourth imminent 
idea of national liberation conveying the eventual emancipation of the submerged 
nations from Communist and Soviet imperalist domination and preserving for 
them the exercise of their natural right to unqualified self-determination which 
in the historical context of East European development can only mean national 
independence. 

Of prime significance is the fact that it was before this committee, last June 26, 
that in his testimony supporting the principle of mutual security, our Secretary of 
State, Hon. Dean G. Acheson, made a well-founded and historie statement on 
traditional Russian imperialism which today is equipped with deadly Communist 
weapons and tactical devices. As he lucidly stated it: 

“It is clear that this process of encroachment and consolidation by which Russia 
has grown in the last 500 years from the Duchy of Muscovy to a vast empire has 
got to be stopped.” He stressed that “the ruling power in Msocow has long been 
an imperial power, and now rules a greatly extended empire. It cannot escape 
the difficulties that, history teaches us, befall all empires. This is the challenge 
our foreign policy is required to meet.” 

Clearly, the Kersten amendment represents an integral part of our acceptance 
of this challenge so that the incessant troubles and difficulties which ‘‘befall all 
empires’’ may be infinitely multiplied in the incomparable Soviet Russian empire. 
To meet the challenge victoriously demands weapons adapted to the field of 
battle, and in this war for the minds of men the amendment provides the basic 
necessary weapons capable of piercing the very heart of imperialist Soviet tyranny. 
And no more conclusive testimony to substantiate this can be acquired than what 
the defenders of this unspeakable tyranny have themselves furnished us this past 
winter. 


SOVIET DENUNCIATIONS ATTEST TO THE STRIKING POWER OF THE AMENDMENT 


It is certainly no exaggeration that in the brief period of about 3 months the 
various branches of spurious Soviet authority poured more venom and spume 
over the puny initial appropriation of $100 million in the Kersten provision than 
had been witnessed over a longer period in the past involving any containment 
measure costing tens of billions of dollars. The United States News of January 11, 
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1952, compactly summarized the lengthy and seemingly endless denunciations, 
tirades, and revilements staged by the Soviet usurpers by asserting that ‘Louder 
cries of alarm have been sounded by the Russians over these dollars than over the 
$150 billion to be spent on United States rearmament.’’ For two solid months 
almost a paralyzing fear seemed to envelop all the Soviet-occupied capitals and 
the Soviet delegations at the U. N. Assembly in Paris. The unmistakable mean- 
ing and positive intent of the Kersten amendment which signifies great hope 
to the enslaved peoples who are not to be left abandoned to the imperialist rule of 
Moscow struck home—and struck piercingly. 

Let us review just a few instances in this spectacular episode of the cold war 
On November 28, the Polish-Trybuna Ludu commented; ‘“‘While Acheson waxed 
lyrical on the subject of international tension, Truman signed an ignominious and 
unprecedented act for financing sabotage against the Soviet Union and the 

ple’s democracies.’”’ A few days before, Czechoslovakia’s Rude Pravo attacked 
in essence the Kersten amendment as a law accommodating saboteurs and traitors 
with rewards of ‘‘dirty dollars,” and with typical prevarication observed: “The 
murder of citizens of peace-loving countries (has been made) ivtoalaw * * * 
The act is a document by which America identifies itself with the crime of the 
cowardly assassins of Babice * * * It also shows that the North Atlantic 
Pact was designed to promote war * * *” Hungary’s Mazyar Nemzet car- 
ried on November 23 a front-page editorial censuring the United States for orgin- 
izing and supporting political crimes against Communist states, and on the fol- 
lowing day condemned the United States for aiding ‘Fascists’ as follows: 
“Truman’s Government is sacrificing $100,000,000 to supply the dregs of Europe 
with funds and arms * * * Who are these people? Former White Guards 
and 8.8. bovs * * * in other words, Fascists, whose current patron is the 
American Government * * *’ On December 4, Rumania’s Agerpress 
blurted out that “Ouly a few days after Truman signed the monstrous s%-called 
Mutual Security Act, which legalizes espionage and terroristic acts avainst the 
U. 8. S. R. and countries of the people’s democracies, American imperialists put 
the law into foree * * *” 

In Hungary, Bulgaria, Byelorussia, Rumania, Czechoslovakia, Ukraine, Poland, 
Russia, and elsewhere the same turgid nonsense was reiterated unti-ingly in the 
press and over the radio. For example, Rumania’s Radio Bucharest in a Novem- 
ber 29 broadeast screeched in this vein: ‘““‘The organization of a fif.h column in 
East European countries has been made into law * * * Such an act is 
unprecedented in the history of international relations * * * By signing 
the so-called Mutual Security Act, President Truman has unwittingly proved 
that all spies and saboteurs unmasked in our country were paid by the American 
Government.” 

Surely, even on the basis of these few cited illustrations, if anything has been 
unmasked, it is the deeply imbedded fear of the illegitimat»> Communist aushori- 
ties and Soviet Russian imperialists of a real and courageous crusade for freedom 
such as the Kersten amendment underwrites. For weeks on end the garrulous 
criminal advocate, Mr. Vishinsky, himself hopelessly conditioned by the pro- 
verbial practices of hie own Government, provided the most impressive spectacle 
of contorted dialectic and threatening word play. What Vishinsky regards as 
“subversion,”’ men of truth and integrity understand as “the valiant st-uzgile for 
freedom”’; what he reviles as a “‘traiior’’, honest men acclaim as a “‘patriot”’, what 
he deems as “‘intervention in the sovereign Communist states,” upright men know 
to be the “reconstitution of the sovereignty of these Sovict-enslave! na\’o13.”’ 
Thus for the record of these hearings, Mr. Chairman, with your kind permission 
I should like to submit, relevant to the many false charges made by Mr. Vishinsky 
in addition to the many revealing aspects of this entire disclosure of fearful Sovict 
anxiety, the enclosed statements of Hon. Charles J. Kersten, Prof. James Burn- 
ham, and my own, released at a press conference held here in Washington on this 
very issue this past January. As exhibits, these statements rest on a broad 
familiarity with the recent unprecedented Soviet reaction to the Kersten amend- 
ment in the Mutual Security Act, stubborn evidence that we cannot afford to 
ignore nor cringe before. 


THE BEST GUARANTY OF VICTORY WITHOUT WAR 


A vigorous implementation of the Kersten amendment, which our Congress can 
practically insure by increasing the appropriation for this purpose upward of 
1 billion dollars, is the best guaranty of victory over Soviet Kussian imperialism 
without a hot war. For the basic reason that the full materialization of the 
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essential components of the amendment is tantamount to a realistic and active 
program for the elimination of the threat of war at its source. The liberal faeili- 
tation of the care of escapees stands to generate a force of attraction to countless 
defectors that may well surpass our most hopeful expectations. By no means 
must we allow this great opportunity to offer our widely publicized aid to all pros- 
pective escapees slip away from us. The tremendous evidence of the recent past 
and in the present on sources of defection and bulk desertion engenders guiding 
lessons for us in an operation that is indeed blessed with success at its inception. 
Despite the circumstance of open war that surrounded it, the imposing evidence 
of enormous mass desertions in Ukraine holds out great promise for this measure. 
As the German journalist, Erick Kern, describes it in his book on the Danee of 
Death, ‘‘The millions of Ukrainians, who by themselves could have turned the 
scales in the east, were not only being left ‘unused, but were actually being re- 
pulsed and disillusioned * * *. Police methods were replacing the great and 
splendid idea of the liberation of the east. In place of national independence and 
freedom the bit was being drawn tighter.” 

The President’s action taken on March 24, 1952, in allocating $4.3 million for 
the assistance of escapees was a momentous step deserving of the highest commen- 
dation that can be demonstrated by strengthening his hand further with an enlarged 
appropriation for the realization of all the measures embodied in the Kersten 
amendment. And the President’s message that same day (H. Doc. 400), wherein 
he states that “‘specific aid and assistance should be provided for the people who 
are fleeing at the risk of their lives from southern and eastern Europe * * 
Balts, Poles, Czechs, Slovaks, Hungarians, Bulgarians, Rumanians, hihiiilike. 
Ukrainians, and Russians * * *’, contributes further to dispel any illusion 
that the peoples behind the iron curtain are to be “left unused’’, “‘repulsed and 
disillusioned’’, as the author Kern relates about the over 40 million Ukrainian 
people—the second largest nation behind the European iron curtain and the 
largest non-Russian nation in the European sector of the Soviet Russian Empire. 

Regarding the second fundamental! idea. of the amendment, namely the for- 
mation of respective national military units under their own traditional colors, 
it cannot be too strongly emphasized that its bold effectuation will unquestionably 
pioduce a terrific, paralyzing impact on the illegitimately constituted authorities of 
Central and East Europe. Unlike the provision of the alien enlistment law which, 
without surprise to those who anticipated it, has resulted in comparatively few 
alien enlistments in the United States Army in Europe, this realistic measure of 
the Kersten amendment, if properly executed, will undoubtedly result in the 
enlistment of tens of thousands of young, enthusiastic, and passionately anti- 
Communist Poles, Ukrainians, Lithuanians, Slovaks, Czechs, Hungarians, Rus- 
sians, and otheis, forming into their separate national units. Imagine for your- 
selves these separate national units, with their traditional national banners and 
individual commands, symbolizing the great hope of national freedom and certain 
liberation for their shackled kinsmen back home. To the quisling Communist 
rulers of their different homelands the effect would prove psychologically devas- 
tating. 

Notwithstanding the unduly defensive tone of his remarks, it was most grati- 
fving to note that Hon. Mike Mansfield, as a delegate to the recent U. N, Assembly 
in Paris, upheld this measure with the fair argument that there was no reason 
“why these unfortunate people, who have risked everything to flee to freedom, 
should not be allowed to fight back against any effort to extend westward by 
force the very system they have escaped.”” Needless to say, the initial appropria- 
tion of $100 million could scarcely support an all-out implementation of this 
second element of the amendment. 

The third practical item on assistance to selected persons residing in Communist- 
occupied countries calls for, in effect, the ready support of the known underground 
systems of liberation behind the iron curtain. This highly important item should 
receive maximum implementation without fear of any sorts of recrimination from 
the imperialist occupants in the enslaved countries. Actual, not merely potential, 
resistance movements aud organizations seek this aid in the fight for a common 
cause. To furnish some idea of the extent of this actual resistance, I direct the 
studious attention of this committee to my address on the Anti-Soviet Under- 
grounds, delivered at the last convention of the All-American Conference To 
Combat Communism and printed in the Congressional Record, volume 98, No. 40, 
on Wednesday, March 12, 1952. To convey some idea of the depth of the largest 
underground network, may I, with your generous permission, Mr. Chairman, 
submit for the record of these hearings a concise statement on the Ukrainian 
Resistance Movement Today, delivered by Mr. Lebed, Foreign Secretary of the 
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Supreme Ukrainian Liberation Council, before the recent Conference on Psvcho- 
logical Strategy in the Cold War. Also, may I refer the Committee in its study 
of this vital matter to volume 98 of the Congressional Record wherein appears 
the text of a recent Georgetown University radio forum dealing with the men- 
tioned fourth idea in the amendment on the national liberation movements in 
the captive areas, 

In all truth and honesty, facing up to these facts, can one possibly regard my 
proposal for an increased allocation upward of | billion dollars as inordinate? 
Surely the very opposite is nearer the truth. Yet this necessary adjustment would 
afford a developmental implementation of the Kersten amendment which, I do 
not hesitate to state, would in turn produce security results far surpassing those 
of higher cost items in the program. Its instruments are devices for the full job. 
“We cannot,” as Gen. J. Lawton Collins declared several weeks ago, ‘“‘do the job 
half-way. We must go all-out in the battle of ideas.” I earnestly pray that we 
shall have the wisdem to avoid the pitfalls attending ‘‘too late and too little.” 


Exurrsir A 


STATEMENT BY REPRESENTATIVE CHARLES J. KeRSTEN, (REPRESENTATIVE, 
WISCONSIN) AT SPECIAL Press CONFERENCE, 3 P. M., THurspay, JANUARY 
17, 1952, at NaTIonaAL Press Cius, oN Kersten AMENDMENT TO MutTvaL 
Security Act 


My amendment to the Mutual Security Act which provides $100,000,000 to be 
used for persons ‘‘who are residing in or escapees from the Soviet Union’’ and the 
other Communist-dominated countries has a twofold purpose: 

1. To assist those people who escape from the Communist tyranny, primarily by 
forming those who are willing into national-army elements which can fight along 
with the NATO forces. 

2. To afford practical assistance to people behind the iron curtain who are 
working to eventually overthrow the Communist regimes. 

As the United States News of January 11 pointed out, ‘‘Louder cries of alarm 
have been sounded by Russians over these dollars than over the $150 billion to be 
spent on United States rearmament.”’ 

The Soviet Union and its satellites have protested violently to this amendment 
both to the United States Government and in the United Nations. The gist of 
their complaint is that passage of the Mutual Security Act with my amendment 
in it constituted an aggressive act contrary to the principles of international law 
contrary to the principles of the United Nations Charter, and contrary to the 1933 
agreement made between Roosevelt and Litvinov. 

Passage of this amendment is by no means an aggressive act against the peoples 
of these countries. On the contrary, this amendment signalizes our friendship 
with the suppressed peoples of the Communist countries. It is a formal clasp of 
friendship through the barbed wire which separates the oppressed victims of 
communism from the people of the United States. Only the tyrants in the Kremlin 
need fear it. 

My amendment is not contrary to the principles of international law. In fact, 
it is in complete harmony with the expression of the basic natural law contained 
in our own Declaration of Independence. In that document, our forefathers set 
forth the fundamental God-given right of all peoples to alter or abolish their 
government and to institi.te a new one whenever any form of government became 
destructive of its proper ends of life, liberty, and pursuit of happiness. 

The Declaration of Independence further stated that it was not only the people’s 
right but their duty “to throw over such government and to provide new guards 
for their future security.’’ Clearly, then, since these unfortunate peoples have 
the right and duty to overihrow their masters in the Kremlin, the American people 
have aright to assist them in such an undertaking. 

When Cornwallis surrendered to General Washington at Yorktown in 1781, the 
British fleet was bottled up in Chesapeake Bay by the French fleet and French 
soldiers formed half of the ring which encircled the British soldicrs. With the 
adoption of the Kersten amendment Congress has declared that the American 
people are willing to do for the oppressed peoples of this age what the French did 
for us two centuries ago. 

The principles of the United Nations are set forth in article 1 of the United Na- 
tions Charter. They are, among other things, “* * * the removal of threats 
to the peace * * * to develop free relations among nations based on respect 
for the principle of eqval rights and self determination of peoples * * * ard 
to promote and encourage respect for human rights and for fundamental freedoms 





1110 MUTUAL SECURITY ACT EXTENSION 


for all.” The Kersten amendment to the Mutual Security Act far from being 
contrary to these principles of the United Nations charter as Mr. Vishinsky con- 
tends, rather is seeking to bolster and uphold these principles and to reflect them 
into conerete action. 

The last complaint of the Soviets about the Kersten amendment is particularly 
unusual. The Roosevelt-Litvinov agreement of 1933 has been in effect for more 
than 18 years now and I do not know of any previous time that the Soviets recog- 
nized that this agreement even exists, Much less that it had any valid, binding 
force. 

It is a well-known principle of law that where one party to a contract violates it, 
the other party is no longer obliged to fulfill its terms. The 1933 agreement has 
long ago ceased to have any valid, binding effect upon the United States, if indeed 
any such unorthodox agreement as this ever did, because of the egregious violations 
of the agreement by the Soviet Union. 

Only a short time ago 11 high-ranking Moscow-controlled Communists in the 
United States were found guilty of engaging in activity aiming at the overthrow 
by force of the political and social order of the United States. This was one 
activity which the Moscow Communists specifically agreed not to engage in in 
the 1933 agreement. 

This new program set forth in the Mutual Security Act provides a new approach 
to our foreign policy. It is to be hoped that our Government will finally abandon 
its bankrupt policy of containment—a policy which leaves the world half slave 
and half free and promises for America either an eventual war or long years of 
world siere and military stalemate until we are finally crushed economically by 
the burden of our own arms. If we strenuously carry out our plan to help the 
people of the Communist countries to liberate themselves, we can secure world 
peace by ending the threat of war at its very source. 

The ancuished complaint of the Soviets about the Kersten amendment indicates 
that this program of liberation hits at the vital weakness of the Communist 
tyranny. 





STATEMENT BY JAMES PURNHAM, AUTHOR OF THE ComING Dereat or Com- 
MUNISM, AT Spectra Press CONFERENCE, 3 P. M., THurspay, JANUARY 17, 
1952, ar Nationan Press Cius, oN KeErsteEN AMENDMENT TO Murua. 
Securiry Act 


One of the best wavs to find out what 1s good for the United States is to notice 
whet Moscow objects to. The rule of thumb is: The louder the Communists yeip, 
the better for the rest of us. It is hard to recall a time when Moscow has done 
more complaining than she is now doing over the Kersten amendment to the 
Mutuel Security Act. 

Andrei Vishinskv has never recovered from the fact that he was special prose- 
cutor at the Moscow purge trials. Now, as then, he thinks that all problems 
can be solved by the methods of the MGB; that is, by denouncing men who differ 
with him as “spies,” “saboteurs,” or “diversionists,” and then having them shot 
in the back of the neck or sent to Siberia. 

In his campaign against the Kersten amendment, Vishinsky hes got his terms 
mixed, Whet he calls subversion is what honest men know as the struggle for 
freedom. And what Vishinsky and his leader do not understand is that in the 
long run the struggle for freedom will always win out over tyranny, secret police, 
and terror, ; 

The Kersten amendment is in keeping with the historic traditions of our 
country. It expresses the svmpathy which the citizens of the United States feel 
for the enslaved peoples of Fastern Furope, and the American determination to 
help these peoples regain their freedom. No one should be surprised to learn 
thet this is the attitude of Americans. 

From the time when they first declared their own indenendence, Americans 
have never hidden the fact that they believe in freedom not only at home but 
evervwhere, and that they are ready to help others who seek freedom. Today, 
this attitude is strengthened by self-interest as well as by generosity and idealism. 
Over the past few vears, more and more of us have come to understand that we 
cannot preserve ovr own liberty if half of mankind is enslaved. 

Vishinskv comrlains that the United States, through the Kersten amendment, 
aims to “sibvert” the nations of Eastern Europe. Presumably he is reasoning 
on the basis of the practices of his own Government, which has tried for 35 vears, 
by treachery and lies and violence, to subvert all the other nations of the world. 
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The United States s not interested in “‘subversion.”’ But if Vishinsky asks 
whether the people of the United States want to see the usurping Communist 
tyrannies of the Soviet Empire replaced by free governments which will freely 
express the will of their citizens, then the answer is: Yes, of course they do, 
and they are ready to encourage and help the peoples of the Soviet Empire to 
achieve their freedom. The Kersten amendment is a first attempt to begin 
putting this readiness into action. 

Unfortunately, the Kersten amendment is far too modest in financial scope 
for its task, and is “‘permissive”’ rather than “mandatory” in its verbal provisions. 
But its meaning is clear, as it was when it was voted last autumn. The Congress 
and the people should make sure that the Kersten amendment is not pigeonholed, 
but put inte immediate action, 

The Kersten amendment calls for help to those citizens of Eastern Europe 
who want to regain their liberty—and that help must be given. It calls for the 
formation of East European national military units as part of the armed forces 
now assembling for the defense of freedom against totalitarian aggression. The 
time to begin building such military units is overdue. Poles, Balts, Czechs, 
Rumanians, Hungarians, Russians, Ukrainians—they too must have the right, as 
they have the duty, to join, in their own name and under their own banners, 
the armies of freedom. As comrades and allies, they will not be found wanting. 





Tue Kersten AMENDMENT OF THE Mutua Security Actr—StTaTeMENT BY Dr, 
Lev E. Dospriansky, Proressor, GeorcerowNn UNIversiry, AND PrResiDENT, 
Tue UKRAINIAN CONGRESS COMMITTEE OF AMERICA 


Once again, our representatives in the United Nations have been verbally 
bludgeoned and placed on the hopeless defensive by the purely propaganda 
attacks of the Soviet delegation against the Mutual Security Act and, in particular, 
the realistic Kersten amendment to the act. 

Since mid-November 1951, through diplomatie channels, the U. N., the press, 
and radio, the Soviet Russian imperialists have been violently derouncing the 
content of the Kersten amendment, which, I am given to understand, in its 
allocation of $100 million constructively seeks (1) to care for escapees from 
behind the iron curtain, (2) to form escaped Central and East European nationals 
into respective national military units supporting the North Atlantic Treaty 
Organization, and (3) to aid the known underground systems and national 
liberation movements in Central and East Europe. While for the past 2 months 
by the measure of these unremitting denunciations and outeries the Soviets have 
plainly displayed their cringing fear of an efficient implementation of this amend- 
ment and its certain consequences, our representatives have again fumbled a 
unusual opportunity to seize the offensive against Soviet Russian imperialism. 

The purposes of the S»viet attack on the Kersten amendment are four in num- 
ber: (1) To stymie the implementation of the Kersten amendment for fear of 
the tremendous moral, political, and psychological effects it will inevitably produce 
on the millions subjugated by Soviet Russian imperialism and communism; (2) 
to demonstrate to these millions, on the basis of American denials of the spirit and 
intent of the amendment, that the United States and its allies are not the least bit 
interested in their liberation and that their lot consequently rests with the Kremlin; 
(3) to establish the legitimacy of its domination over nations occupied by the Red 
army not only since 1940 but at the very inception of Bolshevism; and (4) to 
diseredit the United States as a subversive power bent on precipitating the hot 
phase of world war ITI. 

In the service of these aims the charge is made that the Kersten amendment 
constitutes aggressive intervention into the domestic affairs of the Soviet-domi- 
nated countries. The Soviets charge, too, that it violates the Roosevelt-Lit vinov 
agreement of 1933. Not only this, they threaten through the mouth of Vishinsky 
that the question of interference is ‘‘a very serious matter, which could lead to 
war.” And as lessons to those who would operate under the possible aid of MSA, 
the Soviet Russians have executed two alleged American-traine1 “spies,”’ and 
occupied Czechoslovakia sentenced several persons to death only last week for 
alleged spying 

Despite the recent UN General Assembly rejection of the Soviet recommenda- 
tion that the Umited States be called upon to revoke*the Mutual Security Act, 
our representative failed from the start in the field of political and moral propa- 
ganda. Mr. Acheson failed to seize the greatest possible opportunity of present- 
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ing to the world the truth of Soviet Russian imperalism and brutal intervention- 
ism in the affairs of other states from 1918 on, and in accusing the Soviet Union 
of spreading terrior, subversion, destruction, genocide, and enslavement in the 
world. He was merely content to deny the Soviet charges and thus keep the 
United States on the hopeless defensive. To the Soviet charge on American 
support of the anti-Soviet undergrounds, Dr. Jessup satisfied himself with the 
retort, “the charge is as spurious as it is false.” 

The State Department implied the same and even went further to declare that 
it had never requested the provisions of the Kersten amendment. Mowever, 
Representative Mansfield positively upheld last week the two points on care of 
escapees and refugees and the formation of military units integrated into NATO, 
although his complex was similarly defensive. For, as he put it, there was on 
reason ‘‘why these unfortunate people, who have risked everything to flee to free- 
dom, should not be allowed to fight back against any effort to extend westward 
by force the very system they have escaped.” : 

On the occasion of this debate we let slip by a golden opportunity to review 
for the world the long record of Soviet Russian imperialism from 1918 to the 
present. We failed to focus world attention on the real aggressor and genocidist 
interventionist in the domestic affairs of the once independent states of Central 
and East Europe. We confirmed, in effect, the long string of Soviet Russian 
conquests by our conspicuous failure to distinguish between mere subversion as 
construed by the conspiratorial Soviets and assistance to those engaged in the 
genuine fight for national and individual freedom from the yoke of Soviet Russian 
imperialism. 

By our convenient denials we have dampened further the remaining hopes of 
our certain allies in Central and East Europe who as potential pockets of political 
and psychological paralysis in the Soviet orbit exist as our additional insurance 
against a hot outbreak of World War III. We failed to capitalize on the most 
sensitive cord struck in the multinational makeup of the Soviet Russian Empire. 

Once again, we have shown our moral and political inadequacies before the 
hollow threats and charges of our enemy, as well as our trained capacity for 
short-sighted defensive action. 





Exuisit B 


Tue Uxratnian Resistance Movement Topay—StTaTeEMENT OF MyYKoLa 
LeBep, ForREIGN SECRETARY OF THE SUPREME UKRAINIAN LIBERATION CouN- 
CIL, AT THE CONFERENCE ON PsYCHOLOGICAL STRATEGY IN THE CoLp War, 
HeELp ON FEBRUARY 22 AND 23, 1952, ar Hote, WasHInaTon, WASHINGTON, 
D.C. 


The Ukrainian underground liberation movement inside the U. S. S. R. is a 
widely organized resistance force directed against the Soviet system of enslavement 
and exploitation of the Ukrainian people. Its ultimate goal is the restoration of a 
free and independent Ukrainian state which was established after World War I 
and which was destroved by the Bolshevik forces. 

The supreme leadership of the Ukrainian liberation movement is vested in the 
Supreme Ukrainian Liberation Council (UHVR) which was organized in 1944 by 
the political representatives of Ukrainian anti-Nazi and anti-Bolshevik forces. 
‘The spearhead and the militant arm of the Ukrainian resistance movement is the 
Ukrainian Insurgent Army (UPA), organized in 1942 to fight both the Nazi and 
the Soviet troops in Ukraine; it is a nonparty, all-national Ukrainian volunteer 
underground army, dedicated to the struggle for the freedom and independence of 
Ukraine. Alongside the UPA, there exists a well-organized Ukrainian under- 
ground movement with a substantial membership, subscribing to the same prin- 
ciples of liberation of Ukraine from the Soviet Russian slavery. 

Outside Ukraine, in exile, there exists the Ukrainian National Council (Rada), 
which unites Ukrainian emigre political parties and which represents the legiti- 
Peay ” daar of the Ukrainian people, forcibly destroyed by the Bolsheviks 
in » 

The purpose of this brief statement is to explain the following: 

1. What constitutes the strength of the Ukrainian liberation movement in 
Ukraine and in the U. 8. 8. R.; 

2. What significance has the Ukrainian liberation movement, as well as the 
liberation movements of cther enslaved non-Russian peoples, in the global 
struggle against aggressive Russian Communist imperialism; 
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3. What assistance and help dees the Ukrainian liberation movement hope to 
obtain from the west, particularly from the United States, in order to survive 
as a striking force against Soviet Russian totalitarianism. 

That the Ukrainian liberation movement, and particularly the UPA, succeeded 
in surviving during the last 8 years, and despite implacable Soviet methods of 
oppression and persecution, st ill exists and fights today is due to the overwhelming 
support it receives from the Ukrainian people at large. It exists because it takes 
deep roots in the Ukrainian masses and all the social strata of the Ukrainian 
people who are determined to fight against the foreign ageressor as long as they 
can. When on March 5, 1950, Lt. Gen. Taras Chuprynka, a man who led the 
legendary and intrepid UPA since 1942, fell in a battle with the Soviet MGB 
security forces, the Ukrainian resistance movement was not broken, but under 
a new commander, Col. Vasyl Koval, it continues to resist the overwhelming 
policy state apparatus such as is the Soviet Union today. 

Therefore, in appraising the strength of the Ukrainian liberation movement one 
is to look at the intimate relationship between it and 42-rillion-strong Ukrainian 
people rather than measuring its numerical strength in terms of companies, 
batallions, and regiments. Without great popular support the UPA could not 
have existed and operated. In the most literal sense, the UPA has become 4 
symbol of the nation, the instrument of the popular will. It would be safe to 
say that the liquidation of the Ukrainian underground resistance movement can 
only take place upon the total destruction of the Ukrainian people. 

The basic strength of the Ukrainian liberation movements lies in the fact that 
it succeeded in blending its political struggle together with the armed resistance, 
which allows for loose and elastic tactics and compels the enemy to fight against 
the entire Ukrainian nation. 

The objectives for which the Ukrainian liberation movement fights are those 
cherished by freedom-loving peoples of the world. They are: The right of the 
Ukrainian people to a free life in their own national state, organized on demo- 
cratic principles; safeguard of human and democratic rights and a just social order: 
exclusion of all imperialism, and abolition of all forms of totalitarianism and 
dictatorship. 

Another aspect of the strength of the Ukrainian underground resistance is its 
fight for the minds and souls of the enslaved people, that is, against the big lie 
emanating from Moscow. A vast psychological underground campaign is being 
waged in Ukraine by the Ukrainian underground aiming at the unmasking of 
the hateful and deceitful regime. Hundreds of underground Ukrainian books, 
newspapers, reviews, pamphlets, booklets, proclamations, posters and post cards 
depict the Soviet regime for what it is: a despotic and enslaving dictatorship, 
ironically called a dictatorship of the proletariat; a police state, ruled by the 
Communist Party and its totalitarian MVD—-MGB apparatus; that the U. 8.8. R. 
is not a voluntary union of free peoples, but a prison of peoples, oppressed by 
master-race-complex Russian imperialism; that Moscow is a center of this op- 
pression which aims at the destruction of the non-Russian peoples through the 
economic exploitation, forcible’ Russifieation and through systematic genocidal 
policies. 

To what extent the Ukrainian underground psychological warfare is successful 
is indicated by official Soviet publication. On August 12, 1951, there appeared 
in Radyanska Ukraina, official Soviet monitor in Kiev, an article by N. Ryabok- 
liach, on the indestructible Russian-Ukrainian friendship, bitterly denouncing 
those Ukrainian nationalists, who “through the ideology of bourgeois nationalism, 
deeply inimical to the Marxist-Leninist-Stalinist theory of friendship and equality 
of peoples attempt to favor the separation of the Ukrainian people from the Russian 
people, and to reestablish the capitalist system in Ukraine.’”’ The author says 
that the “bands of Ukrainian nationalists today are serving the American and 
British imperialists who by all ways and means, including ideological diversions, 
are endeavoring to harm the Communist system. For that reason they are trying 
- revive me ee in the minds of the Soviet people.”” He concluded his article 

by calling the Soviet citizens to vigilant struggle against the bourgeois nationalist 
ideology, that is, anything which is or eould be opposed to the Soviet Communist 
way of life. 

Tn discussing the significance of the Ukrainian liberation movement in the global 
struggle against Soviet Russian Communist imperialism, it would suffice to em- 
phasize the following: 

The Ukrainian liberation movement, as well as the liberation movements of 
other non-Russian peoples, is directed against the very source of inyperialist 
aggression, the Kremlin, and as such, is a strong deterrent to the Soviet plan for 
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world conquest. It is especia'ly true of the Ukrainian resistance movement 
in Ukraine which is the key Soviet basis and springboard for aggressions to the 
west. The struggle of the Ukrainian people against. Moscow is to be considered 
as a front-line de.ense against Soviet Russian aggression by the world at large. 

Second imporant facet of the Ukrainian resistance movement is the fact that 
it works hand-in-hand with the resistance movements in Byelorussia, the Baltic 
States, Poland, Czechoslovakia, Rumania and the countries of the Caucasus. 
There is a well-established modus operandi among these anti-Soviet underground 
system: in Eastern Europe, which fact in itself has incalculable potentialities as 
far as the Russian domination over the non-Russian countries is concerned. 

Despite the fact that the Russians as such are the driving force in the U. 8. 8. R., 
Ukrainian resistance does not bear malice for the Russian people. The Russian 
people, in their great mass, are also the victims of the totalitarian regime in power 
inthe Kremlin. The blade of the Ukrainian resistance is directed against Russian 
imperialism rather than against the Russian people; against the inhuman policies 
of the Soviet imperialistic elite which uses the Russian masses for its political 
purposes. 

he Ukrainian underground resistance, significantly, does not fight arvainst the 
Soviet Army, believing that this army is not an army of one nation, but that it 
consists of forcibly mobilized citizens of many nationalities of the U. 8S. 8. R., and 
that this army is in no measure responsible for the policy of pillage, oppression, 
and persecution conducted by the Soviet Russian Government. Over 35,000 
officers and enlisted men of the MVD and MGB forces have been killed by the 
Ukrainian Insurgent Army in the past 8 years; a record which speaks for itself. 

The Ukrainian underground leaders believe that sooner or later the western 
world will realize the importance of the anti-Soviet underground liberation move- 
ments. They hope that their struggle against the Kremlin is not only their own, 
but that of the entire free world. For over 8 years they have been fighting against 
the Soviet tyrants, alone and unaided. 

If one woula ask what form of assistance the Ukrainian underground movement 
is Most anxious to obtain, the answer wouid go along the following lines: 

The western world, and the United States in particular, must take a definite 
stand with regard to the political liberation of the Ukrainian people, that is the 
full and unqualified application of the principles of national self-determination. 
This requires a bald and courageous stand to recognize that the U.S. 5. R. is not 
a unified ‘‘Russian”’ nation, but a conglomeration of captive nations, among whom 
Ukraine is the largest, economically the most self-sustained and politically un- 
subdued. The United States must take cognizance of the fact that the Ukrainian 
people proclaimed their independence on January 22, 1918, and that a vear later, 
January 22, 1919, they united all parts of Ukrainian national territory into one 
sovereign, independent and democratic republic of the Ukrainian people. 

Second impertant form of assistance the Ukrainian underground would like 
to receive is the inclusion of the Ukrainian and other peoples enslaved by the 
U.S. S. R. into the front of the western democracies against the Soviet totali- 
tarian and communist system in all their propaganda and psychological warfare 
campaigns, such as the Voice of America, Radio Free Europe, Crusade for Free- 
dom, and others, sponsored by the United States Government or by semiofficial 
American organizations. 

(A lengthy memorandum on the subject of the Ukrainian-language broadcast 
of the Voice of America was sent by Maj. P. Poltava, underground cbief of the 
bireau of information of the Supreme Ukrainian Liberation Council, to the State 
Department in the fall of 1950, with a series of suggestions as to what the Ukrain- 
ian people would like to hear over the Voice of America.) 

Paralle! to the requirements of moral and political nature, the Ukrainian under- 
ground is in bad need of technical supplies without which continuous underground 
operations are unthinkable. Suffice to mention that the Ukrainian underground 
literature brought here for display, is being printed amid the greatest possible 
difficulties because of the lack of paper, printing ink, or even typewriters. Yet 
this literature is being disseminated in hundreds of thousands of copies which 
help to keep alive the spirit of resistance and a hope for a better tomorrow. 

It may be noted here that the Ukrainian resistance, deprived of all assistance 
from abroad, cannot continue indefinitely, if the present world situation remains 
unchanged. The Ukrainians and their neighbors ensiaved by Moscow, have 
chosen a road of great danger, but a road that one day will lead to the destruction 
of Soviet tyranny, and to the continued freedom of not only Ukraine, but the 
whole world as well. 











MUTUAL SECURITY ACT EXTENSION 1115 


STATEMENT OF FREDERICK J. Lippy, Executive SecrReETARY OF THE NATIONAL 
CouNCIL FOR PREVENTION OF Wark, WasHiIncron, D. C.—Wuar Is THE 
Matrer With THE MutvaL Security ProGram? 


Mr. Chairman and members of the House Foreign Affairs Committee: You 
have been hearing much testimony for and against the proposed expenditure in 
the fiscal year 1953 of $7,900,000,000 for what is called the Mutual Security 
Procram. ‘ 

There are many things that need to be said against the proposal. I trust that 
many of them have been said already by others and that you will heed them in 
making your decision. I shall be able in this brief statement only to indicate 
what seem to me to be the most serious criticisms of this expenditure. 


I. YOU ARE NOT COMMITTED MORALLY TO THIS EXPENDITURE 


It is important at the outset of this discussion to free our minds of the mis- 
taken notion that either Congress or the American people are committed by any 
act of the administration or of Congress itself to making this grant. 

Thanks to the wise foresight of the founders of our country, both Houses of 
Congress are given the opportunity every year to take a fresh look at our Federal 
budget and to determine in the light of experience, whether certain expenditures 
have been wise or foolish, and whether a change in policy is called for in the 
interest of the people of the United States. 

What has been most important historically is the fact that you hold the purse 
strings; that vou determine what the level of taxation shall be. This means now 
that you weigh the limitless demands of the Pentagon in its global rivalry with 
the Kremlin for military power, weigh the somewhat lower figures which the 
President has approved, and, by agreement with the Senate, fix the amount 
which shall be spent in the name of “defense”? both in our country and abroad. 


If, WOULD LOWER LIVING STANDARDS HFRE AND ABROAR 


General Eisenhower states quite frankly in his report to NATO on the first 
year’s operations that the major probiem which he has faced has been the ques- 
tion how far the military program could be pushed without driving the peoples of 
Western Europe to revolt against unendurable reductions in their living standards, 

The question has not risen here, because we are riding on the crest of an arti- 
ficial war boom with consequent high wages and almost full employment. But 
the average income in Europe, General Eisenhower tells us, is $600 a year or $50 
a month; and every thoughtful person knows that so broad a generalization for 
a continent—or half a continent-—-means a much lower income than this for a 
considerable proportion of the population of some of the countries involved. 

Taxation for rearmament must be at the expense of this low living standard. 
The political effect can hardly help but strengthen the Communist vote. 

In our own country, we must bear in mind that nothing is more surely transi- 
tory than a war boom. President Roosevelt, in a campaign speech in 1936, 
cautioned us against putting our trust in “fool’s gold.” His warning should be 
taken to heart now, 


lll, WE ARE BUYING NO FIRM ALLIES FOR OUR MONEY 
General Eisenhower refers somewhat vaguely to “grave difficulties’? that 
confront NATO. The nature of some of these difficulties we know very well from 
other sources. 

France.—France, which is the chief pillar of NATO, is at least one-fourth 
Communist, even before the economic amd military pressures of the rearmament 
program start. The French Communists have sworn repeatedly that they will 
never fight Russia. Even warm friends of France, like Grenville Clarke, predict 
without hesitation that France will not fight Russia; that if war breaks out in 
Curope, France will make a deal with Russia to halt its armies at the Rhine. 

But French Communists will constitute a large percent of the NATO army. 
A substantial percentage of the factory employees to whom wil! be entrusted the 
manufacture of essential munitions will be unscreened Communists. 

Against such a situation NATO offers no defense. France, as a “‘pillar’’ in 
the defense against communism, is sure to. crumble. 

Germany.—Germany is described in today’s NATO programs as equally 
essential. But what do they mean by Germany? The NATO pian splits Germany, 
requiring 45 million West Germans to fight against 18 million of their blood 
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brothers who happen to be east of the iron curtain, which will fall with a heavy 
clang if NATO becomes a reality. 

The German people find no justification for this division of their country. 
The Western Germans are far more concerned to achieve national unity than 
they are to be integrated by United States pressure with Western Europe. So 
strong is this feeling that it is generally agreed that several hundred thousand of 
the German troops for the European army will have to be conscripted. They 
will not enlist voluntarily in sufficient numbers. 

There are very good reasons why they will not enlist. They wii! have nothing 
to fight for. Being war-wise, they know that the NATO plan of defense is based 
on the Rhine. This leaves their families in enemy country or in no man’s land 
to be bombed by both sides. 

Besides, they-fought Russia not long ago, and the United States helped Russia 
to defeat them. Many of their comrades and officers are still in Allied prisons 
or in Russian labor camps for the part they played in that war. Now it is the 
United States that is engaged in a power struggle with Russia and asks for their 
help. Thev have no enthusiasm for oir war. 

Britain.— Britain is generally regarded as our :most reliable ally in Western 
Europe. We are building great air bases in Britain. We are approving British 
officers for positions of high command in the European forces. And our military 
planners in thoughtless moments have spoken occasionally of Britain as “our 
advanced air base.” 

But signs of resentment and revolt against being used by us as an instrument 
of United States policy are beginning to appear. 

From the military standpoint, it is dangerous for a centralized people like 
Britain to accept the position of being the air base from which bombing planes 
take off to destroy the cities of Russia. 

From the economic standpoint, Britain is already undergoing more “austerity” 
than either Germany or France. Its precious program of social welfare is 
endangered. 

Even more frightening to the British voters is the prospect of an extended 
period of increasing economic burdens, when the American people tire of carrying 
the weight of global rearmament and leave to the nations concerned the support 
of their own military programs. (This consideration also is not overlooked by 
our allies on the European Continent.) 

Politically, the direct result of the hardships imposed by rearmanent has been 
a gain for the Labor Party in British elections for county coungils, only 5 months 
after Churchill came to power. Not that only, but Aneurin Bevan, fighting 
opponent of British rearmament under American pressure, has become the most 
promising leader in the Labor Party. 

Summary.—It is unnecessary to go into further details with respect to the 
growing opposition to our rearmament program which we face in the countries 
of Western Europe. European economies have by no means recovered from the 
strains of World War II and, while our Government is able by economic threats 
and promises to extort concessions from the Governments of France, Germany, 
Britain and the rest, we face a far more serious problem in winning the peoples 
of Western Europe to our point of view. 

They do not share our hysterical fear of Russia. They look upon bread and 
shoes as better weapons against communism than bayonets and tanks. They 
foresee, on the road on which we are driving them, increasing burdens and a 
possible war of extermination, if our Government fails to show more wisdom and 
discretion than President Truman has shown at times. 

To put it bluntly, General Eisenhower is lucky to be relieved of an impossible 
assignment before it blows up in his face. 

The revival of conscription in Germany might well overthrow the Adenauer 
wk ny we and replace it with a government headed by the antirearmament 

chumacher. Churchill’s government in England may soon give place to a govern- 
ment headed by Bevan, which will give priority to the requirements of a welfare 
state at the expense of rearmament. In France, anything may happen. But in 
any case, here, as in Italy, the solid Communist opposition to rearmament will 
have to be reckoned with. 


IV. NATO JUST AN EXTENSION OF THE ARMS RACE WITH RUSSIA 


An arms race has an ugly sound and, by its very nature, suggests the absence of 
peace. A “Mutual Security Program” has a much more attractive name, and 
suggests peace and freedom for all participants. 
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But this particular Mutual Security Program is just an extension of the arms 
race with Russia which President Truman initiated with his boastful radio 
announcement on October 23, 1945: 

“Until we are sure that our peace machinery is functioning adequately, we must 
relentlessly preserve our superiority on land and sea and in the air.” ~ 

Be sure to note that word “superiority”, and the amazing inclusion of land 
armies with navies and air forces. Mr. Truman had been President for only 5 
months when he uttered this boastful challenge to Russia and he didn’t know so 
much about military matters as he probably knows now. However that may be, 
Russia accepted this challenge, and, if we may believe our military leaders, the 
superiority on land and in the air is today in Russia’s hands, while the United 
States has retained only its overwhelming superiority on the sea. 

Unfortunately for us, as we have been taught by our bitter experience in Korea, 
&n arms race is not so simple as a mere matching of gun against gun, plane against 
ie and ship against ship. It is also a question of position; and the Soviet 

Jnion has the advantage of being a compact, centralized power, which the United 
States, in the ill-starred Truman doctrine, undertook to contain or encircle by 
military power. The attempt failed terribly when at least 400 million Chinese 
joined the Soviet bloc, while Czechoslovakia was absorbed, apparently as 
Russia’s defiant answer to the Truman doctrine. ; 


V. CONCLUSION 


As I said at the beginning, I can only touch upon a few of the most serious 
objections to the Mutual Security Program. In addition to those I have dis- 
cussed, you have undoubtedly given some thought to the following: 

1. The possibility of national bankruptcy, with appalling world-wide reper- 
cussions. If our Government attempts seriously to fulfill its pledge of protecting 
the whole non-Communist world from communism. ’ 

2. The possibility that NATO will create a permanent split in the U. N. with 
fatal consequences to the world’s hope of peace. 

3. The very real danger that the continued expansion of America’s military 
wer will reach a point where our sincere militarists can no longer be restrained, 
ote the following danger signals: 

(1) General Grow, our military attaché in Moscow, in March 1951, wrote 
in his diary: “‘War! As soon as possible! Now!’’; and again, “It seems to me 
that the time is right for a blow this year’’; and again, ‘‘We must start by hitting 
below the belt. * * * Anything, truth or falsehood, to poison the thoughts 
of the population.” 

Soviet newspapers published these “indiscretions’’ from one end of Russia to 
the other. General Grow was not demoted, but was brought to the Pentagon 
where his influence will be evil. 

(2) Seeretary of the Navy Dan A. Kimball, as recently as April 2, 1952, told 
the people of Japan, when he was in Tokyo, that he would “stand on the sidelines 
and cheer” if the Chinese Nationalists invaded the Chinese mainland, thus ex- 
tending the war. 

(3) Vice President Barkley, an influential member of our top policy-making 
National Security Council, was guilty, on May 21, 1950, of making a still more 
alarming threat in a public address in New Orleans: ‘““We must drive back this 
monster that has crept over the earth, destroying the freedom of man.” 

(4) President Truman’s acts and utterances lately have seemed to show that 
his power as our President has gone to his head and made him dangerous. He 
told the representatives of the Czechs-in-exile that he hopes to “‘liberate’’ their 
country. 

Our allies are jusily afraid of President Truman’s impulsiveness. They have 
no intention of being dragged into a third world war if they can prevent it. The 
Asian peoples are convinced that our Government intends war. 

“Power corrupts and absolute power corrupts absolutely.’’ Hasn't the time 
come to shift the emphasis of our foreign policy from anticommunism to “‘Good 
Neighborliness’’; to make the United Nations universal and strengthen its peace- 
making functions; to open the channels for east-west trade; to negotiate more 
fundamental questions with the Soviet Union than the details that are occupying 
us in Korea; and to lead the world toward universal disarmament instead of 
universal ¢earmament, with all the far-reaching blessings which await us on that 
road. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
Orrice or THE DtreEcTOR roR Murua Security, 
Washington, D. C., May 1, 1952. 
To: Mr. Boyd Crawford, House Foreign Affairs Committee. 
From: C. Tyler Wood. 
This is the material explaining and elaborating on the various specific legislative 
provisions of H. R. 7005, which it was agreed would be inserted in the record. 


1, SPECIFIC AUTHORIZATION TO MAKE ASSISTANCE AVAILABLE TO REGIONAL 
EUROPEAN ORGANIZATION 


The draft bill suggested by the executive branch contains a provision (see. 2) 
which would express the belief of the Congress that it is essential in the adminis- 
tration of the Mutual Security Act to support concrete measures for political 
federation, military integration, and economic unification in Europe. In addi- 
tion, and in furtherance of that purpose, the provision would also authorize the 
use of funds appropriated for assistance to Europe to furnish assistance to organi- 
zations of nations which are individually eligible for aid under title I of the MSA 
and to any other organization, association or grouping of nations which, in the 
opinion of the President, make a significant contribution to the goals of political 
federation, military integration, or economic unification of such nations. 

This section reflects the view of the executive branch that the history of the 
United States in eliminating artificial geographical barriers to commerce among 
the States, in pooling the resources of interdependent areas and in uniting the 
contributions of peoples of the most diverse cultures provides an example of the 
kind of steps which can and must be taken to sustain European vitality and enable 
these countries to become independent of outside assistance. In the North 
Atlantic Treaty Organization, the Council of Europe, the Schuman plan, the 
Organization for European Economic Cooperation, the European Payments 
Union and other similar international efforts, the countries of Western Europe 
have taken steps which demonstrate their ability and willingness to work together 
toward the solution of their common problems. 

Europe is now taking a long step forward in this direction through the estab- 
lishment of the European Defense Community. Although each of the proposed 
members of this community is now individually eligible for military assistance 
under the Mutual Security Act of 1951, it may be desirable to treat the European 
Defense Community as a separate integrated entity for purposes of programing 
andsupply. The community, it is expected, will have a common defense budget, 
and engage in centralized military procurement. While there is authority in the 
Mutual Defense Assistance Act of 1949, as amended, to provide assistance to and 
to conclude agreements with “groups of nations,’ operations under that act have 
been geared primarily to programs of a bilateral nature. This section is particu- 
larly intended to remove any doubts as to the legality of arrangements which may 
be appropriate for carrying out most efficiently and expeditiously the purpose of 
Congress in assisting such multilateral efforts to attain maximum effectiveness. 

Specifically, assistance will be furnished to these organizations of nations in the 
manner in which aid is now authorized to be provided individual countries in 
title I. Economic and technical assistance will be furnished out of funds made 
available under the authority of paragraph 101 (a) (2) and military assistance will 
be provided out of funds made aveilable out of paragraph 101 (a) (1). Because 
certain kinds of activities may require the direct transfer of funds, the new section 
2 specifically authorizes these transfers. This authority might be used for 
example to purchase local currencies with such funds and to make those currencies 
available for use in the EDC procurement program. The dollars received by 
these countries can be used to finence import requirements from the dollar area 
resulting from their defense activities and will thus correspondingly reduce the 
needs of these countries for economic aid which they would otherwise have 
received directly. Funds which are directly transferred will be drawn in every 
case from the appropriation authorized for economic and technical assistance. 

It is intended that policies and safeguards previously laid down with respect to 
the furnishing of assistance on a bilateral basis shall be observed in the adminis- 
tration of activities under this section so far as they may be appropriate for pro- 
grams directed at international organizations and may contribute to the purpose 
of this section. 

Accordingly, assistanee can only be furnished to these groupings of nations 
pursuant to the applicable terms and conditions of the Mutual Defense Assistance 
Act of 1949, as amended, and the Economie Cooperation Act of 1948, as amended. 
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There are provisions of the Economic Cooperation Act of 1948 which have no 
application in logic to the provision of assistance to a group of nations. For 
example, 115 (b) (2) of the ECA applies only to individual nations which under the 
provisions of that paragraph must agree to take financial and monetary measures 
necessary to stabilize their currency, establish or maintain a valid return of 
exchange, etc. On the other hand, there are many provisions of existing law 
which can and should be applied to the provision of aid to groupings of nations. 
Where such provisions can be directly applied or where they can be suitably 
adapted to groups of nations it is the intention to so apply or adapt them. 


2. AUTHORITY FOR MSA TO CONTINUE OPERATIONS IN THOSE COUNTRIES OF TITLE 
Ill WHERE IT NOW OPERATES 


Section 5 (b) of the bill suggested by the executive branch contains the following 
provisions: ‘‘Appropriations made pursuant to this subsection [302 (a) of the 
Mutual Security Act of 1951] may be used without regard to section 502 (c) and 
503 of this act.” 

This provision is necessary if, as is proposed, MSA is to continue its operation 
of economic and technical assistance programs in Burma and Indonesia after 
June 30, 1952. This situation comes about as a result of section 502 (e) and 
section 503 of the Mutual Security Act of 1951 which prohibit MSA from furnish- 
ing assistance to other countries unless the assistance is ‘necessary for carrying 
out mutual defense programs.’’ ‘‘Mutual defense programs’? may be defined as 
programs of military defense against actual or possible Communist aggression in 
which the United States and another country join and to which the United States 
contributes military end-items and other assistance in the forin of goods and tech- 
nical services that directly support the military efforts of the recipient country — 
including not only the country’s actual military operations, but its programs for 
construction of military facilities and for the production of military equipment 
and matériel. Assistance ‘necessary for carrying out mutual defense programs” 
is assistance one step removed from ‘‘mutual defense programs”’ as defined above, 
but equally essential for the same purpose. It comprises, broadly speaking, 
assistance (1) necessary in order to support the burden thrown on a country’s 
total economy by rearmament, military production, and other military efforts, or 
(2) necessary to prevent social or political disruptions that play into the hands of 
the Communists and thereby render mutual defense programs valueless. 

In most of the countries of southeast Asia economic and technical assistance 
are necessary for carrying out mutual defense programs, but this cannot be said 
in the case of assistance to Burma and Indonesia, where we are not participating 
in any joint defense programs. Sections 502 (ec) and 503 would therefore make it 
impossible for MSA to furnish assistance to these countries after June 30, 1952. 

In spite of this present statutory obstacle, it is believed important that MSA 
should continue to administer the economic and technical assistance programs 
for Burma and Indonesia during fiscal vear 1953, for the following reasons: 

(a) Only one agency (either MSA or TCA) should operate economic and 
technical assistance programs in any one country. To do otherwise is to 
court administrative complications, confusion, and waste, e. g., two bilateral 
agreements, two agencies doing overlapping jobs under slightly different 
legal authority with consequent waste, etc.; 

(b) MSA has been administering programs in the countries concerned up 
to now and to change their administration to TCA would entail unnecessary 
adininistrative complications; 

(c) The general military insecurity of the entire southeast Asian area, 
including Burma and Indonesia, makes it important to continue the adminis- 
tration of the aid program to those countries under an agency that can, 
if the occasion arises, furnish assistance in the form of commodities, equip- 
ment, and services in direct support of military operations and other mutual 
defense programs that might have to be undertaken in those’ countries. 
TCA is not authorized or equipped to do this, and its association with military 
support programs might seriously interfere with its work and acceptability 
in other areas where its nonmilitary character represents a very positive asset. 

In recognition of these cogent reasons, and in order to remove the statutory 
obstacle referred to above, we propose thet Congress specifically remove this 
obstacle. It is not necessary to amend section 503 directly, which would have 
the effect of removing the limitations of that section from MSA programs in 
Europe and the Near East as well as southeast Asia. It is enough to provide 
that MSA may carry on programs in the title HI area without regard to the 
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prohibitions of section 503. The legislative language suggested above would 
accomplish this purpose. 

Our military assistance to these countries and the success of the mutual-defense 
efforts we are carrying on with these countries against communism might come 
to nothing, or redound to the positive benefit of the Communists, unless we as- 
sure those countries against Communist subversion or Communist political vic- 
tories. To do this we must carry on economic and technical assistance programs 
in these countries which help raise standards of health, increese agricultural pro- 
duction, improve the efficiency of the local government and the quality and ex- 
tent of necessary social services, etc. In other words, if our mutual-defense pro- 
grams in the underdeveloped and politically insecure countries of southeast Asia 
are to be successful, if we are not to waste military assistance and lose valuable 
allies at the same time, we must provide assistance that helps support the exist- 
ing friendly governments of these countries, that tends to strengthen their com- 
mercial relationships and other ties with the western democracies, and that for- 
tifies existing and helps create new democratic institutions in those countries. 
Assistance to the above ends is ‘“‘necessary for carrying out mutual-defense 
programs.”’ 


3. SECTION 408 (E) OF THE MUTUAL DEFENSE ASSISTANCE ACT OF 1949, AS AMENDED 
(SEC. 8 OF MSA, FISCAL YEAR 1953) 


Section 408 (e) of the Mutual Defense Assistance Act of 1949, as amended, per- 
mits the United States to furnish military assistance to foreign governments on a 
reimbursable basis. There are at present three standards of eligibility. They 
are: 

(a) Reeipient countries are eligible for assistance under titles I, II, or III of 
the Mutual Defense Assistance Act, or 

(b) The recipient country has joined with the United States in a collective 
defense or regional arrangement, or 

(c) The recipient country is not eligible to join in a collective defense or regional 
arrangement as above, but its ability to defend itself or to participate in the defense 
of the area of which it is a part is important to the security of the United States. 

Under clause (c) above, it is necessary that the country concerned shall have 
first provided the United States with assurances that the assistance will be used 
solely to maintain its internal security, its legitimate self-defense or to permit 
it to participate in the defense of the area of which it is a part or in United Nations 
collective security arrangements and measures. In addition, the recipient coun- 
try must give an assurance that it will not undertake any act of aggression against 
any other state. Furthermore, it has been standard policy to require nations 
receiving reimbursable assistance under clause (c) above to give assurance to the 
United States that: 

(a) Any assistance furnished pursuant to the provision will be utilized in fur- 
therance of the policies and purposes of the act. 

(b) Title to or possession of any equipment, materials, information, or services 
furnished will not be transferred without the consent of the United States. 

(ec) Security will be preserved. 

There are two distinct types of transactions authorized by section 408 (e). 
The first is transfer or sale from United States military stocks, and the second 
is procurement by the United States Government from a commercial source for 
the benefit of the recipient government. Section 408 (e) requires that the recipient 
nation shall have first made available the fair value before any transfer is made 
or any service is rendered. Transactions of this type frequently require that 
the items to be transferred shall have first been rehabilitated. In such cases, 
the rehabilitation is generally undertaken by the United States Government. 
With respect to the second type of transaction, i. e., procurement from non- 
governmental sources, section 408 (e) requires that the nation shall have first 
made a dependable undertaking consisting of an agreement providing that the 
recipient country will pay the full amount of the contract and insure the United 
States against any loss on the contract and that it shall make funds available 
prior to the time called for by the contract and shall make funds available to 
cover the estimated amount of any damages and costs that might accrue from 
the cancellation of the contract. 

Section 408 (e) specifies that the amount of outstanding contracts subject to 
the dependable undertaking is limited to $500 million at any given time. 

The proposed revision of section 408 (e) contains five substantive changes. 
They are: 
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1. The inclusion of all countries eligible for grant assistance among those 
automatically eligible for reimbursable aid. 

2. The inclusion of authority to furnish reimbursable military assistance to 
SHAPE or to other international headquarters or organizations (including the 
“rh Defense Community). 

3. The establishment of a waiver procedure which will enable the United 
States to dispense with payment prior to delivery in certain selected cases such 
as Canada and possibly Venezuela. 

4. The inclusion of rehabilitation work as well as new procurement in the 
dependable undertaking procedure in order to resolve certain difficulties which 
have arisen in regard to the financing of and payment for rehabilitation work 
undertaken by the United States Government on equipment proposed to be 
transferred to a foreign government under this section. 

5. The raising of the limitation on outstanding contractual obligation authority 
to $700 million. 


Eligibility for reimbursable aid 

Section 408 (e) of the Mutual Defense Assistance Act presently provides that 
countries eligible to receive assistance under title I, II, or III of that act are 
automatically eligible for reimbursable aid. This excludes certain countries in 
the Middle East which are not covered by the Mutual Defense Assistance Act 
but which are eligible to receive grant assistance under the Mutual Security Act. 
In order that eligibility for reimbursable assistance may be at least coextensive 
with eligibility for grant, assistance, it is proposed to reword section 408 (e) of the 
Mutual Defense Assistance Act so that countries eligible under titles I, IT, III, or 
IV of the Mutual Security Act are automatically eligible for reimbursable assist- 
ance. 


Reimbursable assistance to international military groups 

The question has been raised whether the United States has authority to sell 
materials from its military stocks to international headquarters such as SHAPE. 
Section 408 (e) at-present does not provide for the furnishing of military assistance 
to any entity other than a nation. There is legislative authority for the United 
States to make dollar contributions to SHAPE, but there is no clear legislative 
authority to permit the sale of materials from its military stocks to SHAPE. 
The question whether such a transaction is permissible under section 408 (e) 
is a serious one in view of the fact that SHAPE has requirements for equipment 
which cannot be procured through commercial channels, and except on a long- 
lead-time basis. Most of the items required by SHAPE are in the nature of 
communications equipment. The present amendment is intended to grant the 
United States clear legislative authority to furnish military assistance on a reim- 
bursable basis to SHAPE. 

At present, the United States would be unable to sell military equipment to the 
European Defense Community which, as planned, will be a unified defense 
command exercising broad powers in the field of command and logistics. Its 
members will probe bly be France, Italy, the Federal Republic of Germany and 
the Benelux countries. If we accept the proposition that such a unified European 
army is in the interests of the United States, it would then appear that authority 
should be provided for such an international army to purchase military supplies 
directly from the United States rather than to purchase through the facilities of 
the individual countries who are members of such an organization. 

It is to be noted, however, that there are certain difficulties inherent in the 
European Defense Community’s purchasing directly from the United States in 
that it is not known whether the Community will have financial responsibility. , 
This difficulty is not pertinent to procurement from stock, however, in that full 
payment may be required prior to delivery. There is a very real difficulty, how- 
ever, in the dependable undertaking procedure in that it is not known whether 
the European Defense Community will have sufficient financial responsibility to 
enable it to enter into the dependable undertaking procedure. A possible method 
of avoiding this difficulty is to ask the individual member nations to assume 
responsibility for dependable undertakings made by the European Defense Com- 
munity. 


Waiver of payment 

Canada receives no grant aid but procures extensivily in the United States 
by way of section 408 (e). The iron-clad requirement that full payment is to be 
made prior to delivery works undue hardships on the Canadians in that while 
it is recognized that the Canadian credit is good, the Canadians must, nevertheless, 
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tie up millions of dollars in the United States pending delivery of goods procured 
under section 408 (e), which is sometimes delayed for several months. Moreover, 
the requirement for payment prior to delivery complicates our accounting proce- 
dures and frequently results in delays in deliveries because of the requirement . 
that full delivery shall be made prior to transfer. Shipments must be held up 
and a check must be carefully made as to whether actual payment has been 
received-even though the shipment is of an insignificant size, which is frequently 
the case. The volume of these transactions makes settlement procedures ex- 
ceedingly difficult in that it is impossible to bill the Canadians on a periodic basis 
with a readjustment for any shortages or overages. 

Where the credit of the countries receiving reimbursable assistance is sound and 
where there is no doubt that the recipient country will ultimatelv pay, it would 
seem that it would be beneficial to the United States to simplify billing and ac- 
counting procedures and to place the transaction on a commercial-type basis. 

In view of the desirability of restricting the benefits of this revision to nations 
whose eredit is sound, the revision is limited in its scope of applicability. For 
example, certain findings must be made by the President before it can be invoked. 
At present, it is contemplated that the benefits of the waiver procedure will be 
extended to Canada and possibly to Venezuela. 


Rehabilitation and repair 


As was pointed out, there are two major types of procurement under section 
408 (e), i. e., procurement from military stocks and new procurement. Adequate 
provision is made for the furnishing of guaranties in the case of procurement from 
new stocks but no such provision for formal guaranties is made ia the case of 
procurement from military stocks. Section 408 (e) provides that full payment 
must be made prior to delivery where items are transferred from military stocks. 
Frequently, however, it is necessary to undertake major rehabilitation and renair 
in order to bring the transferred items up to a combat-worthy condition. This 
repair often requires many months to complete and, in addition, it is frequently 
not known whether a particular lot of rehabilitated equipment will ultimately go 
to a particular country. 

Under these circumstances, it would be unrealistic to require the recipient 
nation to make a down payment prior to the initiation of rehabilitation which 
would cover the whole cost of the transaction. Thus, if Canada were to order a 
particular lot of rehabilitated tanks, it would be necessary that Canada advance 
the full cost of the transaction many months in advance of a delivery whieh mizht 
at best be problematical. On the other hand, it would seem that the United 
States should be given some sort of guaranty b2fore it commits itself to undertake 
rehabilitation work for the benefit of a foreign government. In this connection, 
it is to be noted that the dependable undertaking provides such a guaranty in 
the case of new procurement. 

The present amendment, therefore, includes rehabilitation work under the 
dependable undertaking procedures. This amendment is intended to give clear 
legislative authority for the United States Government to undertake rehabilita- 
tion and repair work for a foreign government without first receiving the full 
amount of the contract prior to the undertaking of the work. This amendment 
gives clear authority for the United States to require periodic payments, and 
further spells out the requirements for a firm commitment on the part of the 
recipient government to save the United States free against any loss on the work. 


Increase in the amount of contractual obligation authority 


Section 408 (e), as originally enacted, provided that the outstanding contracts 
under the dependable undertaking could not exceed $100 million at any one time. 
Section 524 of the Mutual Security Act of 1951 raised the limitation to $500 
million. It is now proposed to raise the ceiling to $700 million. 

This elevation of the ceiling is justified on the following bases: 

(a) Outstanding contractual obligation authority as of the middle of February 
amounted to $276,699,052. Additional requests pending totaled $37,635,339, 
making a grand total of $314,334,391. 

(b) Anticipated requirements cannot, of course, be estimated accurately. 
However, we have been informed that the Canadian Government desires to pur- 
chase on new orders approximately $100 million worth of equipment in the next 
18 months. It is indicated, however, that in certain circumstances these new 
defense orders might reach a total of $300 million. Assuming the $300 million 
figure and further assuming that $100 million of this amount will be obligated 
in fiscal year 1952 and the balance of $200 million in fiscal year 1953, we arrive 
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at a total figure of $614,334,391 in outstanding contractual obligation authority 
pending during fiscal year 1953. : 

‘(c) It is anticipated that..Venezuela may purchase as much as $100 million 
worth of equipment during the remainder of fiscal year 1952 and fiscal vear 1953. 
This would bring the total requirements under this section to a grand total of 
$714,334,391. 

(d) There are also indications that Australia, Pakistan, and Saudi Arabia will 
have substantial requirements for military equipment under the dependable 
undertaking procedure. At present, more than 50 countries are eligible for 
reimbursable military assistance and the outstanding unfunded requests are 
approximately $500 million. There is, therefore, quite a substantial pressure for 
the use of the contractual obligation method. 

(e) Liquidation of contractual obligation authority increases in proportion to 
the amount of material which becomes available for delivery on contracts al- 
ready placed. The rate of liquidation is at present approximately $4 million 
per month. 

(f) In view of the likelihood of a heavy demand for the furnishing of military 
assistance from new procurement by use of the contractual obligation and de- 
pendable undertaking method, it is believed that the limitation on outstanding 
contracts should be raised to $700 million. This is particularly true in view of 
the fact that present outstanding contracts plus the requirements of nations 
who have a high priority at present exceed more than $700 million without tak- 
ing into account the needs and requirements of the rest of the world. 

(g) Finally, it is to be noted that the use of the dependable undertaking and the 
contractual obligation authority imposes no liability on the United States. 

It is therefore concluded that the limitation on outstanding contractual obli- 
gation authority under the de; endabie undertaking procedure should be raised 
to $700 million. 

4. EXCESS MATERIAL 


“Excess” is defined in the Mutual Defense Assistance Act as the quantity of 
equipment or material owned by the United States which is in excess of the 
mobilizition reserve of such equipment and material. Mobilization reserve 
means the quantity of such equipment or material determined by the Secretary 
of Defense under regulations prescribed by the President to be required to support 
mobilization of the Armed Forces of the United States in the event of war or 
national emergency until such time as adequate additional quantities of such 
equipment or material can be procured. The authority for the use of United 
States excess stocks for military assistance is contained in section 403 (d) of 
Public Law 329, Eighty-first Congress, as amended by Public Law 621, Eighty- 
first Congress, and Public Law 165, Eighty-second Congress. 

The existing law permits the transfer of not to exceed $1 billion worth of stocks 
that are excess to the needs of the Military Establishment. This includes not only 
material transferred as grant aid without charge to appropriated funds except 
for the cost of repair and rehabilitation but also material sold at a fair value 
under the reimbursable aid provisions of the act. The total amount of excess 
materia] programed in fiscal vears 1950, 1951, and 1952 amounts to $853.9 million 
of which $201.9 million has been programed for sale to various eligible countries 
at a fair value under the provisions of section 408 (e) of Public Law 329, Fighty- 
first Congress. Excess equipment with an acquisition cost of 539.6 million has 
been transferred to recipient countries of which $122 million has been transferred 
to various countries at a fair value under the provisions of section 408 (e). It is 
expected that considerable additional excess equipment will be programed in 
fiscal year 1953. The military departments estimate a minimum of additional! 
excess equipment will be available for transfer in the fiscal vear 1953 under 
section 403 (d) of Public Law 329, Eightv-first Congress, as follows: 


Million 

Army BL $55. 6 
Navy 266. 2 
Air Force 5. 0 
Total n 326. 8 


In view of these estimated availabilities of excess equipment for transfer under 
the fiscal vear 1953 program, it is reeommended that the total excess limitation 
of $1 billion presently authorized be increased by $200 million to a new votal of 
$1.2 billion. 
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The military departments make the determination of excess in accordance 
with the definition in the law. The process of determining what quantities of a 
particular item are excess involves careful study and thorough screening. The 
total requirements for ali elements of the United States Armed Forces, ineludin 
the mobilization reserve and civilian components are computed. This is matche 
against the stocks on hand, including stocks of suitable substitutes, and when 
assets exceed requirements, the difference is excess. 

The authority for the transfer of excess equipment has permitted disposition 
to friendly nations of substantial quantities of some types of material not needed 
for United States forces, but valuable in building u A strength of the combat 
forces of the free world. Attached tab A shows the acquisition cost by major 
categories of excess material transferred as of February 29, 1952, including that 
sold under section 408 (e). 


Acquisition cost of excess matériel transferred by major category (as of Feb. 29, 1952) 





a ee ae $236, 819, 572 | Medical____......_---- $195, 991 
Vessel equipment__---_-- 1, 491, 662| Chemical and transpor- 
yee ee 133, 966, 362 SS a re ae 287, 986 
iis accent heii 1, 067, 984) Public Law 75 (Greek- 

CNN 6 is ec ccax 163, 267, 773 Turkish aid)_..__.__- 1, 695, 752 
ERROR Siac nocw ius 203, 174 

Quartermaster _ - _-_- ~- - 645, 502 eee see 539, 641, 758 


Norte.—Includes acquisition cost of excess equipment transferred under sec. 408 (e) of Public Law 329. 


Recapitulation of status of excess equipment (as of Mar. 31, 1952) 


1. Total limitation authorized—Public Laws 329, 621, and 165__ $1, 000, 000, 000 
2. Total excess equipment programed—fiscal years 1950, 1951, 

MN DUG oo ew akc cade Sarkis SSS ASE otE lS te du tanee bs 853, 999, 511 
3. Minimum excess equipment available for transfer fiscal year 

20GB vcaes eos eb lk ind. bot Sn edt 48s bane Jk 326, 798, 589 
4. Excess availabilities for transfer over authorized limitation 

(2+3—1)-_.------ bey itede Ads tets te Pst iseetocrmnere Be Suse 180, 798, 100 
5. Additional excess limitation required fiscal year 1953_--__-- 200, 000, 000 


5. REPEAL OF MANDATORY LOAN REQUIREMENT 


We believe, for the reasons hereinafter set forth, that the loan requirement now 
contained in section 522 of the Mutual Security Act of 1951 should not be extended 
and have proposed legislative language which would make this abundantly clear. 

1. In the case of Europe.—No further loans should be required to be made to the 
European countries for which economic aid is proposed in this bill, for the follow- 
ing reasons: 

(a) Most of the economic aid is for direct support of rearmament. It 
does not increase Europe’s ability to repay loans, and therefore should be 
furnished on a grant. basis. 

(b) As of June 1951, Western Europe already owes $8.3 billion to the 
United States Government, $0.6 billion to the International Bank and $19.4 
billion to American private investors, or a total of $28.3 billion. Interest and 
amortization alone will amount to $525 million in 1952 (of which $390 million 
will fall due to the U. 8S. Government). Although this existing burden of 
debt is so heavy as to raise some question with respect to Europe’s reasonable 
ability to repay, MSA will lend, in addition, at least $164.4 million to Europe 
during fiscal year 1952, in accordance with section 522 of the Mutual Se- 
curity Act of 1951. 

(c) Moreover, any additional repayment burden imposed on the Eurecpean 
countries at this time would impede their ability to obtain loans from the 
International Bank and the Export-Import Bank. This would be most un- 
desirable since loans from these institutions would generally increase their 
export earnings and to that extent be self-liquidating. 

(d) When assistance is rendered in the form of loans rather than grants, 
counterpart is not generated. As a result the United States Government loses 
the opportunity to exercise its influence in connection with counterpart 
Teleases, a significant amount of which must be used for direct military 
undertakings. This influence is an immediate advantage, in contrast to the 
postponement of payments under loan agreements. Payments of principal 
are frequently postponed for 5 years and then continue for 30 years. All 
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other things being equal, influence is stronger and more immediate when 
counterpart is involved than when we furnish aid in the form of loans. 

(e) The United States Government loans now outstanding were made on 
the assumption and in the expectation of repayment. To make a series of 
second-grade, ‘“‘fuzzy,’’ loans, on some kind of contingent basis, loans that 
may or may not be paid, would tend to jeopardize the entire structure of 
United States Government loans to Western Europe. 

A more detailed analysis of loan possibilities in Western Europe is set forth 
below. 

2. Middle East and Asia.—No loans can be borne from within the amounts for 
which grant financing is being requested in the Middle East and Asia for the 
following reasons: 

(a) The aid programs are in large measure of a technical assistance nature 
and therefore not well suited to loans. 

(b) Projects which could be financed according to normal public lending 
criteria have already been screened out of the request for grant funds, as a 
result of discussions with the Export-Import Bank. 

On the whole, the grant programs in the Middle East and Asia will complement 
additional loan financing extended by such public lending agencies as the Export- 
Import Bank and the International Bank for Reconstruction and Development. 
Extensive discussions have been carried on between MSA and the Export-Import 
Bank concerning the character and magnitude of potential loans to be considered 
by the bank, for countries in Southeast Asia. 

Several projects included in the grant programs, such as the engineering surveys 
in Indonesia and Burma and pilot projects in the fields of small industry and 
rural power development, are directly designed to stimulate the process of 
economic development and to pave the way for larger public loans or private 
investment in the future in these fields. Initially, however, it is essential that 
these investment projects be financed on a grant basis in order to demonstrate 
their value and the value of United States techniques. Since this value is not 
realized by some countries, and in others loans are not politically feasible for such 
projects at the present time, these projects can only be initiated as grants. To 
require that they be undertaken as loans would prevent them from being under- 
taken at all. 

In some other countries such as Formosa, Indochina, and some of the 
middle eastern countries, any additional loans are precluded because political 
and economic conditions in these countries make them bad credit risks and 
presently unable to service additional external debt. 

Many projects proposed for grant financing are in such fields as education and 
public health and are directed toward immediately improving living conditions 
in order to contribute to political stability. In general, the present level of 
national and per capita income in these countries is so low that servicing of loans 
for such nonbankable projects, which would not directly contribute to raising the 
debt servicing capacity of the countries concerned, might create severe political 
as well as economic difficulties. 


Detailed analysis of loan probabilities in Western Europe 

Of the Western Furopean countries which may receive aid from the United 
States (excluding Belgium, Portugal, Sweden, and Switzerland) none seem 
reasonably well qualified to accept additional dollar loan obligations. France, 
for example, has outstanding dollar debts of over $2.25 billion to the United 
States Government and IBRD alone. For fiscal year 1953 servicing of public 
and private dollar debt will take $75 million, or about one-quarter of estimated 
dollar earnings from French exports. By 1955 the burden of servicing dollar 
debt should increase to about $130 million. 

The perilous exchange position of the United Kingdom is too well-known to 
bear repetition. An important element in these difficulties is the burden of existing 
dollar indebtedness. Dollar debt service charges already have attained a level 
of $183 million (of which about $36 million is for Canada) per year. 

Norway and Denmark, although they have relatively small debts to the 
United States Government, are heavily burdened with dollar obligations other 
than those to the United States Government. The dollar debt of the Nor- 
wegian Government at the end of June 30, 1951, was about $140 million. Both 
of these countries and their instrumentalities floated large bond issues in New 
York in the mid-1930’s with coupons ranging from 3 percent to 6 percent. As 
of March 31, 1951, outstanding Danish dollar obligations amounted to $189 
million of which only $20 million were held by Denmark. This includes a 
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Danish International Bank loan of $40 million. In addition to the dollar obli- 
gations of the Government, Norway is still heavily burdened with dollar ship 
loans which are being repaid by private Nerwegian companies. . Ship payments 
totaling $44 million are schedule ter the period 1951-61. 

Taking all of these dollar obligations into account, each country had dollar- 
carrying charges and repayments which approximate 15 percent of the current 
amount of dollar earnings in the United States. Denmark is particularly vulner- 
able to the incidence of these carrying charges because it has not been able to 
establish an appreciable market for its dairy and other products in the United 
States. A significant part of Denmark’s earnings on dollar-trade account con- 
sists of sales to the United States military establishment in Europe, an extremely 
precarious item in any appraisal of the country’s long-range capacity to service 
dollar debt. Pulp and paper, an important dollar export for Norway, is cur- 
rently being sold in the United States at prices so far below those which can be 
obtained elsewhere, that the Government is experiencing great diffieulty in 
inducing Norwegian exporters to maintain their dollar markets. At the same 
time, United States and Canadian préduction of pulp is expanding at a rate 
which suggests that Norway faces the prospect of losing its dollar pulp market en- 
tirely unless demand becomes stronger than appears probable at present. 

The situation in Germany is not sufficiently clear yet to permit a judgment 
as to her ability to bear dollar indebtedness. Much will depend on the terms of 
the contractual arrangement now under negotiation regarding the German de- 
fense contribution and the settlement of the prewar and postwar German debt 
question, 

Italy is not in a position to assume additional general-purpose dollar indebted- 
ness. Italy’s continuing need for increased investment is conditioned by large 
existing unused productive capacity in some fields. There now appear to be no 
investment opportunities which, in the proximate future, seem likely to produce 
additional dollar income—cr savings—which could be used to service additional 
debt. 

The Netherlands already has assumed an exces ive burden of dollar debt. 
Debt service payments on United States postwar loans will amount to $45 million 
ealendar 1952, or roughly half of the Dutch export earnings in the United States. 
Annual dollar-debt payments will continue to be substantial through 1973. 

Austria, Greece, Iceland, Turkey, and Yugoslavia are so obviously unable to 
service additional dollar debt that no detailed discussions seem necessary. 


6. UNITED STATES CONTRIBUTION TO THE UNITED NATIONS KOREAN 
RECONSTRUCTION AGENCY 
Summary statement 

It is the established policy of the United States to provide economic assistance 
for the Republic cf Korea by contributions to the United Nations Kerean Recon- 
struction Ageney (UNKRA) which was established by the General Assembly of 
the United Nations to provide fer relief and rehabilitation in Korea. The 
military aggression against the Republic cf Korea has caused vast damace to its 
economy resulting in the necessity that economic assistance be furvished to en- 
able the Korean pe~ple to survive the ravages of war. The over-all purpose of 
UNKRA’s economic assistance progiam is to help the Korean people in their 
own efforts, first to provide the basic necessities of life and then to restore a self- 
sustaining economy. During the continuance of hostilities, the unified command 
has the primary responsibility for civilian relief in Korea. After the cessation of 
hostilities and as soer as military circumstances permit, such responsibility will 
be transferred to UN KRA which will also assume responsibility for rehabilitation. 

The United States has pledced, subject to the approval ef the Congress, $162.5 
million as its share of the initial $250 million program cf UNKRA. For fiscal 
yew 1952 the Cengress autherized and appropriated $50 million, ef which $10 
million has been disbursed; and the Congress authorized, but did not appro- 
priate, an additional $45 million. 

The proposed legislation authorizes (1) extending through fiscal year 1953 the 
fiscal year 1952 authorization of $45 million and (2) carrving over the unexpended 
balance of the fiscal year 1952 appropriation. It also authorizes the United States 
Department of the Army to make available toward the United States contribution 
to UNKRA, at the time when that agency essumes full responsibility for relief 
and rehabilitation in Korea, the civilian relief supplies in the Army pipeline to 
Korea of a value not to exceed $67.5 million. 
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Legislative history 

The respective authorizmg and eppropriating committees of the House and 
the. Senate have, in their reports in the lighty-second Congress, recegnized the 
needs of Korea for economic assistance and the responsibility of the United States 
to contribute toward those needs. In these reports the committees pointed out 
that they were reframing from larger authorization or appropriation because the 
continuance of hostilities at that time had postponed full-scale operations by 
UNKRA. 

It is necessary that the proposed United States cash contribution of $85 million 
be available for UNKRA as soon as hostilities ceese. ‘The immediate need then 
arising must be provided for by appropriation in advance. Although UNKRA 
will not take over from the military before 6 months efter the cessation of hos- 
tilities, UNKRA must begin immediately after hostilities cease to commit large 
amounts toward building up its own pipeline, a pipeline which wiil require a 
much longer lead time than the 3 to 6 months pipeline which the Army hes been 
able to maintain because it could draw to a large extent upon an already established 
reserve supply. 
Analysis of proposed amendments to section 303 

The proposed amendments will provide for the $162.5 million pledge to the 
following extent: 


Million 

Disbursed in fiscal vear 1952 to date $10. 0 
Fiscal vear 1952 authorization extended through fiscal vear 1953 : 45. 0 
Carry-over of fiscal year 1952 unexpended balance 10. 0 
Transfer of Army pipeline of value not to exceed 67. 5 
Total___ : r , -- 362.5 


With respect to the Army pipeline, it is thought that its value at the time 
of transfer may not exceed $50 million. In such event, the total authorization 
will fall short of the pledged amount to the extent of $12.5 million. The ceiling 
figure of $67.5 million on the value of the Army pipeline has been inserted so 
that the Congress may assure that the pledged amount of $162.5 million will 


not be exceeded in the authorization. 
Objectives of 1’ NKRA program 

The principal objectives are: (1) To provide the minimum food, shelter, cloth- 
ing and medicel services required to sustain life, (2) to assist in the development 
of agriculture, fisheries, coastal shipping, and mining so as to minimize food 
import requirements and to maximize exportable surplus, (3) to assist in increasing 
the Korean production of goods and materials and in making the maximum use 
of indigenous resources, (4) to assist in measures designed to counteract the 
inflationary tendencies resulting from the war conditions, (5) to assist toward the 
achievement of economic conditions conducive to the mairtenance of economic 
and political stability, and (6) to assist in the training of Koreans in technical 
skills in the fields of agriculture, industry, public health, and education. 


UNKRA’s initial $250 million program 

The General Assembly has approved a $250 million program for UNKRA for 
an initial period estimated to be approximately 1 year of full-scale operation. 
The item allocation of the initial $250 million program of UNKRA is based on 
estimates of needs made during hostilities and remains flexible to meet the needs 
as they are encountered. For the first year of full-scale operation, probably 
two-thirds of the expenditure will be required for relief and sustaining commodity 
imports such as food, clothing, shelter, and fertilizer, and the remainder will be 
divided among needs such as public health, education, and general rehabilitation. 
The program provides for a start on rehabilitation in such fields as housing, 
public health, education, public-welfare facilities, agriculture, fishing, electric 
power, textiles, shipping, inland transportation, and communications. In these 
and other fields. plans and specific projects have been developed by the agent 
general and by his staff in Korea acting in cooperation with Korean officials. 
The program has been broken down into specific projects, thus giving it flexibility 
and making variable timing possible. Particular projects can be undertaken as 
early as conditions permit and their inauguration need not await assumption 
of full operational responsibility by UNKRA. 





96908—52 





1128 MUTUAL SECURITY ACT EXTENSION 


UNKRA’s immediate program pursuant to the agreement between \’ NKRA and the 
unified command 

An agreement has been entered into between UNKRA andthe unified eom- 
mand providing for assumption by UNKRA of full operational responsibility 
for the relief and rehabilitation of Korea at a time 6 months after the cessation 
of hostilities, unless the military situation will not, at that time, permit such a 
transfer of responsibility. The agreement further provides for joint committees 
to work out programs; and such committees are now functioning in Pusan and 
Tokyo. Through this joint programing machinery, the agent general may pro ose 
projects for operation either by the military authorities or directly by [ NERA 
during the present military phase, even in advance of the cessation of hostilities. 
It is hoped that a number of such projects which are being currently discussed 
with the United Nations command ean be carried out in the immediate future. 
Accordingly, the advisory committee to the agent general, of which the United 
States is a member, has authorized the expenditure of some $8 million for this 
purpose. Projects considered and approved by the advisory committee for 
early execution, if concurred in by the United Nations command, inelude the 
provision of fishing nets urgently needed for augmenting the food supply, the re- 
establishment of a merchant marine school, the importation of poultry and farm 
animals, a number of rehabilitation projects in the fields of education, vocational 
training and public health, the inauguration of specific engineering surveys and the 
development of detailed blueprints for power, mining and other industrial in- 
stallations essential to the rehabilitation of the Korean economy. 

UNKRA is seconding personnel to the United Nations Civilian Assistance 
Command during the period while that command is responsible for Korean 
relief and rehabilitation. In this way, UNKRA is able to give immediate hel 
to Korea as well as to insure an efficient and swift change-over when UNKRA 
assumes full responsibility. UNKRA already has approximately 50 people in 
Korea assigned to the provincial relief teams and otherwise working under direc- 
tion of the Civil Assistance Command. This staff is engaged in the distribution 
of relief supplies, the prevention of epidemics, and related health and welfare 
activities, as well as in short-term economic rehabilitation. UNKRA has re- 
cently received request for an additional 54 such persons; and further substantial 
requests for such personnel are anticipated. 


Contributions by all governments io UNKRA 

Twenty-six governments (including the United States) have pledged or con- 
tributed a total of approximately $206 million to UNKRA. Of this amount, 
approximately $18 million has been paid in cash and approximately $850,000 in 
value in kind has been delivered. 


Additional Government contributions to Korean relief 

Twenty-eight governments have pledged or contributed $17.5 million under 
the Secretary General’s emergency relief program for Korea. These contribu- 
tions were instituted prior to the establishment of UNKRA. The United States 
did not contribute under this program because it was providing for civilian relief 
in Korea through the unified command. The United Statés has obligated, com- 
mitted or disbursed through the unified command in excess of $200 million for 
direct civilian relief in Korea. 


7. EXTENSION TO THE MUTUAL SECURITY ACT OF SECTION 119 OF THE ECONOMIC 
COOPERATION ACT (EXCEPTION FROM CONTRACT AND ACCOUNTING LAWS) 


The operations thus far of the offshore procurement program have indicated 
that a substantial impediment to expeditious letting of contracts is imposed by 
Public Law 245, Eighty-second Congress. This statute amends section 304 of the 
Federal Property and Administrative Services Act of 1949 (41 U. S. C. 254) and 
section 4 of the Armed Services Procurement Act of 1947 (41 U. 8. C. 153) by 
inserting the following subsection: 

“(e) All contracts negotiated without advertising pursuant to authority con- 
tained in this Act shall include a clause to the effect that the Comptroller General 
of the United States or any of his duly authorized representatives shall until the 
expiration of three years after final payment have access to and the right to ex- 
amine any directly pertinent books, documents, papers, and records of the con- 
tractor or any of his subcontractors engaged in the performance of and involving 
transactions related to such contracts or subcontracts.” 

This statute gives the Comptroller General authority to examine all pertinent 
books and records relating to contracts negotiated without advertising pursuant 
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to authority contained in the other two acts. Foreign contractors have indicated 
a reluctance to accept such a clause. They have taken the position that, since 
they do not do business in the United States and are not subject to the laws of the 
United States, they cannot agree to allow their recoras to be examined by Ameri- 
can officers. This refusal is sometimes based on foreign laws which will not permit 
disclosure of records to aliens. 

Furthermore, such examination by the Comptroller General in connection with 
offshore procurement would appear to be of little use because: 

(a) Under European accounting methods, it is almost impossible to evaluate 
records; in general, accounting practices and principles in foreign countries do not 
have the degree of consistency and uniformity found in the United States. Among 
practices which may vary considerably from American practices are inventory 
evaluations, burden (factory overhead), allocation, depreciation policies, ete.; 
cost accounting principles and practices, particularly in the field of standard costs, 
have not been developed to any widespread extent in foreign countries. Also, 
accounting practices and principles in a particular foreign country may be in- 
fluenced materially by principles of taxation peculiar to that country. 

(b) A host of international legal problems would arise upon an attempt to 
enforce any action required by the Comptroller General as a result of facts un- 
covered by the examination. 

In order to eliminate this impediment to the offshore procurement program, 
section 532 has been drafted to apply the provisions of section 119 of the Keonomie 
Cooperation Act of 1948 to the performance of functions under the Mutual 
Security Act. Section 119, which permits the President to exempt functions from 
contract and accounting laws, is as follows: 

“‘When the President determines it to be in furtheranee of the purposes of 
this title, the functions authorized under this title may be performed without 
regard to such provisions of law regulating the making, performance, amend- 
ment, or modification of contracts and the expenditure of Government funds 
as the President may specify.” 

It is the considered judgment of procurement specialists that the concept of 
examination of records by American officials is so repugnant to foreign producers 
that it would substantially affect the success of the offshore procurement program, 
certainly so far as Government-to-private-contractor contracts are concerned. 
It is deemed essential, therefore, to grant to the President the same powers under 
the Mutual Security Act which were given to him by the Congress in section 119 
of the Economic Cooperation Act of 1948, in order that contracting technicalities 
adaptable only to domestic contracting will not impede the offshore procurement 
program. 


8. PROVISION PERMITTING EMPLOYMENT OF RETIRED OFFICERS 


It is proposed that the new bill should contain a provision sec. 7 (c), second 
paragraph) which would amend the Mutual Security Act by adding the following 
new section: 

“Sec. 533. Notwithstanding section 2 of the Act of July 31, 1894 (5 U.S. C. 
62), any retired officer of any of the Services mentioned in title 37 of the 
United States Code may hold any office or appointment under this Act and 
receive compensation in accordance with the provisions of the Act of June 
30, 1932 5 U.S. C. 59a).” 

This provision would permit the appointment of retired officers of the uniformed 
services to offices or positions within the Mutual Security Program. It 1s needed 
because of the act of July 31, 1894 5 U.S. C. 62), which prohibits a retired officer 
from holding two offices in the Federal Government simultaneously, unless the 
annual pay of neither amounts to $2,500. The suggested provision would also 
permit such officers to elect to receive either their retirement pay or the pay of 
their civilian positions. Exemptions from this statute are already available for 
the Central Intelligence Agency (50 U. 8. C. 403f (f)) and the Veterans’ Adminis- 
tration (5 U. S. C. 64a) and the Bureau of the Budget (5 U. 8. C. 64). 

There have been occasions in the past when it would bave been desirable to 
hire retired officers but it was impossible to do so because of the statutory pro- 
hibition against a retired officer holding another position in the Government. 
A recent example occurred when MSA wished to hire a retired general officer of 
the Army to head its defense production staff in France. In view of the military 
complexion of the entire Mutual Security Program it is believed that occasions 
will often arise in the future when one of the agencies in the Mutual Security 
Program will need the special! skills and training of retired military officers in 
civilian positions under the Mutual Security Program. The suggested provision 
will make this possible. 
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9. AUTHORIZATION OF CONTRIBUTION TO THE PROVISIONAL INTERGOVERNMENTAL 
COMMITTEE FOR THE MOVEMENT OF MIGRANTS FROM EUROPE 


Last year Congress appropriated $10,000,000 pursuant to section 101 (a) (2) of 
the Mutual See:rity Act of 1951 in order to encourage the movement of migrants 
from countries having permanent surplus manpower to areas which could absorb 
new immigration. It was the intent of Congress that none of these funds should 
be made available to any international organization containing representatives 
of Communist-dominated governments. On December 8, 1951, a new organization, 
known as the Provisional Intergovernmental Committee for the Movement 
of Migrants from Europe, was accordingly established by an international 
conference held in Brussels. It is composed of Australia, Austria, Belgium, 
Bolivia, Brazil, Canada, Chile, Denmark, France, Germany, Greece, Italy, 
Luxemburg, Netherlands, Switzerland, the United States, and Venezuela. It 
is expected that new Zealand, Norway, and Sweden will join in the near future, 
and Argentina, Israel, Portugal, Peru, and Spain are also understood to be 
considering affiliation. A program has been adopted for the movement of 137,000 
migrants in the calendar year’1952 from Germany, Italy, Trieste, Austria, the 
Netherlands, and Greece to Canada, Australia, Latin American, and the United 
States. The immigration to the United States consists of 28,000 ethnic Germans 
and 7,000 other DP’s entering under the provisions of the Displaced Persons 
Act of 1948, as amended. The United States agreed to make a grant contribution 
of $10 million toward the total budget of $41,350,000 for the calendar year 1952, 
exclusive of reimbursements for the movement of Germans to the United States 
under the DP Act. 

A program of the same size is recommended for the calendar year 1953. A 
contribution by the United States «f $10,000,000 shoul! me'ec posible a © tal 
budget sufficient to pay for the transportation cf 137,000 additional migrants. 
Since the provisional committee was established in December with an annual 
budget computed from January 1, last year’s appropriation has been obligated 
for contributions through December 31, 1952. The new authorization is aceord- 
ingly made available for contributions for the calendar year 1953. 

Since the committee was set up last vear only on a provisional basis, directed 
initially toward the carrying out of a l-year program, this section permits the 
contribution of the United States share of the costs of operation to any successor 
organization which may take over the functions of PICMME in the event that 
the member governments decide to reorganize on a more formal basis, and 
perhaps to accept other interested governments into the new organization. The 
United States, in accordance with the policy of Congress expressed in the confer- 
ence report on the Mutual Security Act cf 1951, will not contribute funds author- 
ized by this section to any organization ‘‘which has in its membership any Com- 
mupist, Communist-dominated or Communist-controlled country, to any 
subsidiary thereof or to any agency created by o1 stemming from such organiza- 
tion.” 

The draft bill suggested by the executive branch contains a provision (sec. 
7 (ce), third paragraph) which would add a new section (sec. 534) to the Mutual 
Security Act of 1951 authorizing a contribution during fiscal vear 1953 of the 
character described above. 


10. CHINESE AND KOREAN SPUDENTS 


Section 5 (c) of the proposed legislation provides that unexpended balances of 
allocations heretofore made to the Secretary of State pursuant to the third proviso 
of section 202 of the China Area Aid Act shall be continued available until ex- 
pended. 

That proviso authorizes an allocation of not more than $6 million, to remain 
available until expended, for necessary expenses for selected citizens of China and 
Korea in accredited United States educational institutions. By inadvertence, 
section 302 (a) of the Mutual Security Act of 1951 consolidated the unexpended 
balances of all China Area Aid Act funds with the authorization for economic and 
technical assistance for title ITI. Apa orp nen to this allocation thus became 
available only through June 30, 1952. he purpose of the proposed legislative 


change‘is, therefore, merely to restore the status quo ante with respect to these 
funds for Chinese and Korean students. 
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ll. ADVANCES TO OBTAIN LOCAL CURRENCY 


Section 7 (d) of the proposed legislation contains an amendment to make it 
clear that section 519 (a) of the Mutual Security Act of 1951, authorizing up to 
$35 million as advances in order to secure local currency for meeting the needs of 
economic and technical assistance programs in title II and III countries, applies 
only to funds made available pursuant to the Economie Cooperation Act. It is 
to be noted that section 405 (d) of the Act for International Development already 
contains authority, without limitation as to amount, to make advances in aid 
of technical cooperation programs under that act. The legislative history of 
section 519 (a) of the Mutual Security Act of 1951 is such as to make it clear that 
up to the time of the conference report, the section was only intended to apply 
to Economie Cooperation Act funds, since the provision was written in terms 
applicable only to the ECA Administrator. When the position of Administrator 
was abolished and that of Director for Mutual Security created, the Director was 
substituted for the Administrator in the language of that section. It was then 
no longer clear whether section 519 (a) wes a limitation on the Director in the 
performance of his operating function under section 502 (b) or whether it also 
applied to his over-all supervisory function under section 501 (a). It is important 
that the section only be applicable to the Mutual Security Agency, since advance- 
of this type are a widely used and normal operating technique of the TCA and 
the amounts by which the section 519 (a) authority is limited would be seriously 
inadequate for the purpose. 


12. PROVISIONS CONCERNING ALLOWANCES TO OFFICERS OF THE UNITED STATES 
PUBLIC HEALTH SERVICE AND OF THE COAST AND GEODETIC SURVEY 


It is proposed that an additional section be added to the Mutual Security Act 
of 1951 to equalize the treatment of officers of the Public Health Service and of the 
Coast and Geodetic Survey who are assigned to duty under the act outside the 
continental limits of the United States. 

The purpose of this provision is to permit officers of the Public Heelth Service 
and the Coast and Geodetic Survey who are assigned to duty with the Mutual 
Security Ageney and the Technical Cooperation Administration on programs 
outside the United States to get the seme Foreign Service allowances and benefits 
and salary differentials paid to regular MSA and TCA employees. Public Health 
Service officers working for the Technical Cooperetion Administration overseas 
are now receiving Foreign Service allowances and benefits under authority of 
section 413 (c) of the Act for International Development. This new provision 
will eliminate the greater part of the disparity in pay between Public Health 
Service officers working for MSA and their MSA colleagues who hold Foreign 
Service appointments, as well as that between Public Health Service officers 
assigned to duty with MSA and those assigned to duty with TCA. 

Officers of the two Services assigned to MSA or TCA would, ulcer this provision, 
continue to receive their regular, basic salary under the Cereer Compensation Act, 
and the salary differential allowed them by the provision will be computed on the 
basic stlary payable under that act. Allowances and benefits, on the other hand, 
will be paid on the basis of comparable rank or responsibility; ranks in the two 
Services will be equated to grades of equivalent responsibility in the Foreign 
Service and equivalent ranks will receive the same ellowances and benefits. 
(See tables attached.) e 

It is specifically provided in this new section of the law that Public Health 
Service officers may receive the Public Health Service basic quarters allowance 
whether or not they are furnished Government quarters at their overseas post. 
This is because the regular Public Health Service quarters allowance is received 
by them even when they are in the States and is generally considered part of their 
regular compensation. MSA and TCA employees do not get allowances for 
quarters while in the States, but get a quarters allowance over and above their 
regular compensation when they are serving abroad, so that this provision simply 
has the effect of putting the Public Health Service officers and their MSA and 
TCA colleagues on the same footing with respect to quarters allowances. 
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TABLE I.—Remuneration comparisons, Public Health Service officer and Mutual 
Security Agency officer at overseas mission, now and with proposed legislation 





Public Health Service Mutual Security Agency 
ployees 




















officers em 
Rank 
Overseas pay 
Present over- and allow- | Comparable Overseas pay 
~ Ls ances under | FSS grade a hon 
new provision 
SSE EEE CE AEELS 5e 1 $13, 004 $14,714 | FSS-1....._- $15, 458 
Sanitary engineer director__.._..............-- 111, 804 13,514 | FSS-1______- 15, 458 
Senior surgeon ____________. E pak MT BRENT 2 11, 636 13,004 | FSS-2______- 14, 558 
Senior sanitary engineer... ._.........-........- 10, 436 11,804 | FSS-2....___ 14, 558 
ial Rinks chateecsitnd nonbiuhes didihaeaedtinn 10, 141 11,295 | FSS-3_. 13, 161 
Bd IES ile te a rl lay Blk y crt hi 8, O41 10,095 | FSS-3_....-- 13, 161 
Senior assistant surgeon.-_-__..._..........--.--. 9, 388 10,414 | FSS—-4______- | 12,111 
Assistant sanitarian---.--..........-.-.-.------ 6, 807 | 7,555 | FSS-5_.._.-- | 11,369 





1 Medical officers receive $1,200 per annum incentive pay that nonmedical officers do not receive. 


(The following material has been supplied by Hon. A. 8. J. Carna- 

han for inclusion in the record at this point, see p. 721:) 
Marcu 31, 1952. 
Mr. JoHNsTON AVERY, 
Deputy, Technical Cooperation Administration, 
Washington, D. C. 

Dear Mr. Avery: Because of your long experience with the administration of 
TCA and especially because of your close association with Dr. Henry G. Bennett, 
the late Administrator, from the time of his first assumption of responsibility for 
the program until his untimely death, I feel that it would be valuable to various 
members of the Foreign Affairs Committee if you would give us the benefit of your 
personal views relative to the formulation of future technical cooperation legisla- 
tion. In addition to other comments you may feel free to make, a response to the 
following questions would be particularly appreciated: 

1. To what extent should the TCA program be devoted to technical aid and to 
what degree should it rely on grants of funds for underdeveloped countries? 

2. How closely should the TCA program be tied to Mutual Security Agency? 
Do you feel that the two are sufficiently similar to require single direction in the 
activities of these two fields, or are they sufficiently divergent to require inde- 
pendent administration? 

3. Should the TCA program almost exclusively be devoted to agricultural, 
public health, and educational activities during the next few years, or do you feel 
it necessary to build a more varied program? If the latter, how would you go 
about securing a balanced, efficient program? 

4. To what extent do you feel that Dr. Bennett wanted TCA to encourage pri- 
vate American and domestic investors to establish industrial, mining, and business 
as goer to build up the economies of these countries? 

5. What degree of responsibility should rest with the TCA and what degree 
rest with the technical’ agencies in (a) the formulation of policy and (6) the 
execution of programs? 

6. To what extent does TCA utilize expert skills not found in the Federal 
Government and which are available only from private sources; e. g., educational 
institutions, private industry, and non-Government professional groups. 

7. To whom in the executive branch of the Government do you believe the 
TCA Administrator should be directly responsible? 

8. What checks and audits of an economic nature should have been instituted 
to appraise the results of the operating activities of TCA? 

9. To what extent does TCA enlist the cooperation of American industry in 
the TCA technical and economic development program? 

10. Section 2 of the 1951 Mutual Security Act provides that the Act for Inter- 
national Development shal! include, among its purposes, the granting of tech- 
nical assistance to develop the resources of friendly countries ‘‘in the national 
interest of the United States.”” To what extent is this purpose being carried out, 
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and is that purpose appropriate for TCA? Did Dr. Bennett feel that such se- 
eee enanaivors should be only considered as a byproduct of the over-all TCA 
policy? 
Your assistance in this connection will be very much appreciated, and with 
kind regards, I am 
Sincerely yours, 
A. 5. J. CARNAHAN, M. C, 


DEPARTMENT OF STATE, 
Washington, April 4, 1952. 
Hon. A. 8. J. CARNAHAN, 
House of Representatives. 

My Dear Mr. Carnanan: This acknowledges vour letter of March 31 in which 
you state that various members of the Foreign Affairs Committee would like to 
have my personal views relative to point IV. You asked 10 specific questions which 
I shall undertake to answer below. 

I assume from the tone of your letter that you want my views as to what Dr. 
Bennett might have thought, as well as what I think. I might add, incidentally, 
that we usually agreed. 

It is true, as you suggest, that I was one of his closest associates in Washington, 
and I had the benefit of almost daily discussions with him on many of the questions 
which you raise. It is fortunate, however, that many members of your committee 
enjoyed his friendship and confidence also. I am comforted by the fact that many 
of you wiil be able to check my interpretations against the background of your 
own discussions with him. 

The questions asked by you and my replies are as fo'lows: 


1. To what extent should the TCA program be devoted to technical aid and to what 
degree should it rely on grants of funds for underdeveloped countries? 

I am certain that Dr. Bennett felt the main emphasis of the TCA program 
should be on technical assistance, with only enough grants to make that assistance 
meaningful. He had a favorite story which he used to illustrate this point. He 
would say, “Suppose you were poor and I was rich and you came to me and sai< 

you needed help. And suppose I told you I would either give you $5,000 or that 
would teach you how to run your business in such a way that vou could earn 
$5,000 every year. Which would you prefer?” Dr. Bennett felt that countries 
were nothing more than groups of people with similar heritage and customs. He 
felt that any action which would be an indignity to an individual would likewise 
be an indignity to acountry. He felt that great gifts were an indignity, and that 
they brought neither lasting relief to the receiver nor good will to the giver. A 
— elaboration of the grant policy is contained in the answer to Nos. 3 and 4 
low. 


2. How closely should the TCA program be tied to Mutual Security Agency? Do 
you feel that the two are sufficiently similar to require single direction in the 
activities of these two fields, or are they sufficiently divergent to require inde- 
pendent administration? 

In answer to this question we must first agree on what are the respective goals 
of MSA and TCA. I have always assumed that the purpose of ECA—-MSA was 
to strengthen the free world against communism by building up the defense re- 
sources where the threats to peace were most immediate. Those resources are 
armies, raw materials, factories, and military production. Evidence of success 
in this program will be tanks, planes, and other military equipment. 

The purpose of the TCA, on the other hand, is to build up resources in men. 
Evidence of success in this program will be improved agricultural methods, better 
health and increasing educational opportunities. These advances will inevitably 
lead to the development of industrial opportunities. 

As the National Council of Churches has pointed out, the Communists are not 
rimarily responsible for the uprising in Asia and Africa against economic bondage 
he conditions are responsible; the Communists merely take advantage of the 

conditions. We do not solve the problems in those areas by shooting Communists; 

we solve them by helping the people to improve their conditions. This is a long- 
range program, and being long range it should be kept te a minimum cost to the 

United States taxpayers. 

“These people,” continued the National Council of Churches, ‘‘are in revolt 
against the tvranny of poverty, famine, disease, and deprivation. They do not 
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believe it wes intended that thev should forever walk in rags along the dead-end 
road of frustration. * * * They don’t want to be pushed around as pawns 
in the game of power politics. They don’t want to be thought of as expendables 
in wars, either hot or cold. If among them the impression should prevail that 
fertilizers, seed, grain, improved methods of agriculture, and irrigation and power 
projects are primarily designed to enlist them as participants in a possible world 
war, they are likely to turn thumbs down on technical assistance.” 

In other words, as Dr. Bennett often said, if war comes and if we win the war 
there will still be great masses of people struggling for a better life, struggling 
against their historic enemies—hunger, disease, and ignorance. They will still 
have the same problems then as now. Victory in war for us will give them none 
of the basie improvements they are demanding; but if we help them to attain their 
aspirations for a better life, we will have friends instead of enemies in the next 
generation. 

Consequently, it seems to me that we have two separate and distinct programs— 
one being the military-support program and the other being the technical-assist- 
ance program. They should be kept separate and distinct at all times. 

At present, both MSA and TCA run technical-assistance programs. MSA 
runs them in parts of Asia, the Far East, and the dependent territories of the 
metropolitan powers. TCA runs them in Latin Americe, the Near Fast, the 
independent countries of Africa, and in India, Pakistan, Afghanistan, Nepal, and 
Cevion. To this extent the programs in certain countries are almost identical. 
Both are called point 4 programs. Therefore, the question as phrased is difficult 
to answer. 

With respect to the programs being run by TCA, T do not see any advantage 
in having them under the dual direction of MSA and the Secretary of State, but 
I think both should be made responsive to the broad foreign policy as laid down 
by the State Department. 


3. Should the TCA program almost exclusively be devoted to agricultural, public 
heaith, and educational activities during the next few years, or do you feel it 
necessary to build a more varied program? Jf the latter, how would wou go 
about securing a balanced, efficient program? 

The answer to this question depends to some extent upon the existing conditions 
within the particular country. Where the chief problems are insufficient food, 
poor health conditions, and illiteracy, [I think the initial effort should be devoted 
to these ends. Obviously, there are no industrial opportunities in countries 
where it takes 9 out of 10 people to merely produce food. When it becomes pos- 
sible for fewer people to produce the country’s food then there will be both 
purchasing power and surplus manpower for industrial pursuits. 

In other countries, where the food problem is not so critical, there are oppor- 
tunities now for industrial development. The point is, as Dr. Bennett often 
pointed out, “You can’t do business with a poorhouse.”’ 

T think the technical assistance program and the industrial development pro- 
gram should move hand in hand, each complementing the other. The technical 
assistance program must necessarily be the responsibility of government; the 
industrial development program should be carried on by private enterprise with 
all possible government help. 

If industrial development gets ahead of technical assistance, it becomes exploi- 
tation; if it lags too far behind, the solid core of economic progress is absent. 

The point IV program has been plagued by three schools of thought: (1) By those 
who thought technical assistance alone could do the job; (2) bv those who thought 
private capital alone could do the job, and (3) by those who thought Government 
grants could do the job alone. Dr. Bennett saw the necessity of a proper blending 
of all three, with grants being limited to a minimum and to direct support of the 
technical-assistance programs. 


4. To what extent do you feel that Dr. Bennett wanted TCA to encourage private 
American and domestic investors to establish industrial, mining and business 
enterprises to build up the economies of these countries? 

The answer to this question is given to a large extent in No. 3 above. Dr. 
Bennett felt that no sound economie progress could be attained without the ulti- 
mate entrance of private capital. But he felt that it was necessary, where the 
condition did not exist, to first lav the foundation for an industrial economy. The 
threat of famine must be eliminated, health standards must be such that men 
are able to work, and a certain level of literacy must be attained. When these 
initial advances are met, and in many countries they already are, Dr. Bennett 
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felt that private enterprise should be encouraged to the maximum extent. But 
he felt that the only sound basis for the flow of private capital is the profit mo- 
tive in a competitive world. He did not feel that governments should do more 
than guarantee fair treatment. He objected to any plan which would have 
one group benefiting financially at the direct expense of the taxpayers. In other 
words, he thought the opportunity for profit, and not Government subsidy, should 
influence private investment. The only way to secure a balanced and effective 
program, he felt, was by helping peoples of underdeveloped countries to raise their 
living standards to such a point that the attractions to private investors would be 
obvious. This situation already exists in some countries and needs only to be 
pointed out; in others the condition must be created. 


5. What degree of responsibility should rest with the TCA administration and what 
degree rest with the technicel agencies in (a) the formulation of pelicy and 
(b) the execution of programs? 

This is answered to some extent by the statute and the Executive order. The 
Administrator, under the direction of the Secretary of State, ‘Shall be responsible 
for planning, implementing, and menaging the programs authorized by this title’’ 

Public Law 535, title IV, see. 411 (1)). 

The Executive order says: “For the purpose of promoting the effective imple- 
mentation of the act, the heads of all departments and agencies as requested by 
the Secretary of State are hereby authorized and directed to provide for such 
participation to the maximum extent consistent with the law” (Executive Order 
No. 10159). 

It appears, therefore, that the clear intentions were for TCA to be responsible 
for (a) the formulation of policy and (b) the execution of the program. 

I think there is no doubt about Dr. Bennett’s position on this. I have heard 
him sav repeatedly that it would be a shameful waste not to use the technical 
agencies to the maximum extent, but so long as he had responsibility for ‘plan- 
ning, implementing, and managing” the programs, he intended to retain and 
exercise that responsibility. 

6. To what ectent does TCA utilize erpert skills not found in the Federal Government 
and which are available only from private sources; e. g., educational institutions, 
private industry ond non-Government groups? 

Dr. Bennett felt that we should draw on private sources more and more as the 
program developed. He had been developing a plan which he believed would 
provide the point 4 program with the highest degree of technical competence 
abroad, and the greatest measure of political strength at home. 

His plan was to have our land-grant colleges become “big brothers’’ to similar 
institutions in other countries. The model was to be his own Oklahoma A. and M. 
and a newly created college in Ethiopia. The college in Ethiopia will place its 
major emphasis in four fields: (1) Training agricultural students in extension and 
county agent work; (2) training technicians in health and sanitation work: (3) 
training vocational teachers in engineering and the mechanical arts: and (4) 
training teachers for the elementary school system. 

The Government of Ethiopia has already agreed to match funcs with the 
United States; and the Oklahoma A. and M. has agreed to carry out the project. 
Dr. Bennett was moving toward a similar arrangement between other colleges 
and other countries. He wanted to extend it into a general pattern until most of 
the land-grant colleges were tied into the point 4 program on a participating basis. 

In each country the college training would be designed to meet the particular 
and most immediate needs of that country. 

He felt. that such an arrangement would provide increasing reservoirs of specigz1- 
ized knowledge in central places. He envisioned a generous exchange of students 
and faculty between the two companion institutions and he foresaw the day when 
each of our land-grant colleges would become true experts in the economic, social 
and political problems of one country. 

This arrangement would cost no more than any other arrangement since the 
technicians would have to be employed from some source anyway. The advantage, 
however, of having all the technical knowledge of one country centered in one 
college, rather than scattered among hundreds of technicians recruited at random, 
appears obvious. 

As of now, TCA has 69 contracts with private groups to carry out particular 
assignments in the point 4 program. These contracts involve a total of more 
than $4 million. 
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7. To whom in the executive branch of the Government do you believe the TCA Admin- 
tstrator should be directly responsible? 

Since the point 4 program is intimately related to our long-term foreign policy, 
I think the Administrator of TCA will have to report directly to the Secretary of 
State. I don’t see how we can have two branches of foreign policy, or how we 
can have two Secretaries of State. 

I would be less than frank, however, if I did not allude to the difficulty incident 
to fitting an action program into the framework of a tradition-bound diplomatic 
department. These difficulties will have to be worked out. 

‘rom an operational standpoint it would, of course, make matters easier if 
TCA were an independent agency responsible to the President. But I think the 
long-range foreign policy requirements outweigh the immediate operational 
difficulties. 

8. What checks and audits of an economic nature should have been instituted to 
appraise the results of the operating activities of TCA? 

Some consideration is now being given to using the facilities of the Ford Founda- 
tion to make appraisals of this nature. 


9. To what extent does TCA enlist the cooperation of American industry in the 
TCA technical and economic development program? 

This is a field in which we have not been able to move as fast as we would like, 
Dr. Bennett had a definite plan but he said, ‘‘We have to take first things first.” 

It was his plan that TCA should assist in laying the basis for industrial develop- 
ment, and then all such development would be done by private capital. He saw 
great prospect for small industries—textile mills, glass works, blacksmith shops, 
cottage industries, tool factories, etc. He felt very strongly that such industries 
as these should have their roots in the country and among the people they serve. 

There is much to be done in this field, and it must be done with a clear dis- 
tinction between development and exploitation. 


10. Section 2 of the 1951 Mutual Security Act provides that the Act for International 
Development shall include, among its purposes, the granting of technical 
assistance to develop the resources of friendly countries “in the national interest 
of the United States.” To what extent is this purpose being carried out, and 
is that purpose appropriate for TCA? Did Dr. Bennett feel that such security 
objectives should be only considered as a byproduct of the over-all TCA policy? 

It is my belief that Dr. Bennett felt the security objectives stated in section 2 
should only be considered as a byproduct of over-all TCA policy; that these ob- 
jectives could best be secured by getting underway a major program for stimulat- 
ing the expansion of private investments abroad. If this approach is to be 
revived, an important byproduct would be the development in underdeveloped 
countries of basic industrial materials which would directly serve this country’s 
national interest. The direct motivation would be to expand production of these 
basic materials so as to speed the general industrial development of the countries 
concerned, and in their own interest, and to provide them with perhaps the most 
simple and easy means of securing American dollars with which to purchase the 
industrial machinery necessary to advance their standards of living. At the 
same time, however, this process would ditectly and effectively serve our own 
national requirements. 

What is needed is a greater effort to stimulate private investments in foreign 
countries, both through mobilizing local capital in those countries and through 
helping secure a favorable climate to attract foreign capital. Such a program 
will help advance automatically the national interest of the United States. 

I think it is safe to say that Dr. Bennett did not believe the point 4 program 
should be, as the Communists have said it would be, an instrument for exploitation, 
If we have learned any lesson in the past 50 years, it is that the day of colonialism, 
either political or economic, is over. Nevertheless, it is very much “in the 
national interest of the United States’ to help the peoples of other friendly 
countries to develop their own resources. If they have things we want to buy, 
then they will have money for the things we want to sell. That is the essence 
of a free competitive society. It has to be a two-way street. 

If I can be of any further service to you in this matter, I hope you will call 
on me. 

With highest personal esteem, I am 

Sincerely yours, 





JoHNSTON AVERY, 
Assistant Administrator. 
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